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From  the  Library 


Evtry  person  who  mdliciouiiv 
cuts,  detdces.  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  com,  model, 
apparatus,  or  other  work  oi  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 
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Abbreviations  seldom  do  their  spelled-out 
brethren  justiee.  Allow  us  to  elaborate  with 
the  aid  of  the  LX470,  one  of 
the  world's  most  capable 
and  luxurious  full-time 
4 -wheel-drive  vehicles. 

We  will  begin  with 
AVS,  otherwise  known  as 
Adaptive  Variable  Suspension. 
AVS  is  actually  a  sophisticated  system  that 
automatically  feels  the  character  of  the  terrain 


and  then  adjusts  the  electronically  controlle 
shock  absorbers  to  respond  appropriately. 

AHC,  short  for  a  quite  uniqi 
feature  called  Adjustab 
Height  Control,  raises 
lowers  the  body  of  tl 
LX470  by  almost  fo 
inches.  Choose  the  highe 
setting  for  the  maximum  groui 
clearance  while  venturing  off  the  road;  choo 
the  middle  setting  in  order  to  help  the  LX  4/ 


"Lexus  Vehicle  Skid  Control  (VSC)  is  an  electronic  system  designed  to  help  the  driver  maintain  vehicle  control  under  adverse  conditions  It  is  not  a  substitute  for  safe  driving  pr 
permission  SCRABBI  F  is  j  trademark  nf  Hashro  in  the  United  States  and  Canada  ©2001  Hasbro  ©2001  Lexus,  a  Dmsion  of  Tovota  Motor  Sales.  U  S  A  .  In 


lieve  optimal  handling  and  fuel-efficient 
odynamics;  choose  the  lowest  setting  for 
narkably  easy  vehicle  entry  and  exit. 
Last  on  our  list  is  VSC,  or  Vehicle  Skid 
ntrol.  Working  in  tune  with  the  LX470s 
:i-lock  brakes  and  its  four-wheel  Traction 
introl,  Vehicle  Skid  Control  helps  control 
s  of  lateral  traction  in  a  turn  by  applying 
2  or  more  of  the  brakes  and,  if  necessary. 


reducing  the  throttle  of  the  LX470s  engine* 
Combine  all  that  with  the  solid  drive  of  a 
4.7-liter  V8  engine  and  enough  fine  wood 
and  leather  trim  for  up  to  eight  passengers  to 
enjoy  simultaneously,  and  you  certainly  must 
agree:  Common  abbreviations  simply  fail  to 
do  the  uncommon  ride  of  the  LX  470  justice. 

Oh,  we  forgot  about  the  standard  NAV 
system,  but  wouldn't  that  belabor  the  point? 


n  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
:e  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 


ncluding  speed,  road  conditions  and  driver  steering  input  can  all  affect  whether  VSC  will  be  effective  in  preventing  a  loss  of  control.  SCRABBLE*  &  ©2001  Hasbro,  Inc.  Used  with 
you  to  wear  seatbells,  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly.  For  more  information,  call  800-USA-LEXUS  (800-872-5398). 


As  a  product  developer  at  JVC, 
I  was  asked  to  create  a  hybrid 
VCR  that  would  revolutionize  the 
way  people  watch  TV  programs. 
The  challenge  was  to  make  it 
no  bigger  than  a  standard  VHS 
recorder  and  get  it  to  market  within 
a  year.  Did  I  reach  my  goal?  You  bet. 


I  CAN  BE 

I  HAVE  A^F^BER  ON 


JVC 

 AND  

FUJITSU 

LSI  TECHNOLOGY 

JVC  wanted  to  create  a  VCR  like  none  other.  One  that  combines  the 
multifunctions  of  a  hard  disk  drive  with  the  familiarity  of  a  VCR.  So  TV 
programs  can  be  recorded  and  played  back  simultaneously.  Size,  of 
course,  was  a  factor.  So  was  time.  That's  why  JVC  chose  Fujitsu's  high- 
performance,  highly  integrated  semiconductor  solution,  which  provided 
all  the  necessary  circuits  on  a  single  28mm  chip.  With  the  technology 
and  expertise  provided  by  Fujitsu,  JVC  successfully  developed  a  finished 
product  within  one  year.  Now  even  more  people  are  tuning  in  to  JVC. 
For  more  details,  visit  us.fujitsu.com/casestudy/.  With  a  partner  on  the 
cutting  edge  of  technology,  you  can  accomplish  anything. 


©2001  Fujitsu,  All  rights  reserved. 


FUJITSU 

THE    POSSIBILITIES    ARE  INFINITE 

www.fujitsu.com 


Introducing 

Antimicrobial-Coated  Steel 


Last  year  people  spent  a  billion  dollars  on  all  sorts  of  antimicrobial  products 
can  haul  out  the  hard  stuff,  with  new  AglON "  antimicrobial-coated  steel.  It : 
the  growth  of  bacteria,  molds  and  fungi  on  products  such  as  building  fixtu 


its,  food  and  medical  equipment,  and  appliances.  And  customers  are 
pay  more  for  the  added  cleanliness.  To  learn  how  to  make  steel 
iven  stronger,  call  1-866-571-6351  or  visit  www.aksteel.com/agion. 


XC  AKSteel 


EREK  IS  ON  THE  BALL 
lEREK  IS  A  GO-GETTER.  DEREK  IS 
m  BEHIND  HIS  COMPETITION. 
EREK  BETTER  GET  THE  SPRINT  PCS 
LEAR  WIRELESS  WORKPLACE 


vireless  web  access,  advanced  voice  services, 
agement  tools,  smart  devices  and  crystal-clear  calls. 

ustom-packaged  for  your  company's  needs, 
ilso  supported  by  the  largest  all-digital,  all-PCS 
anwide  network  built  from  the  ground  up, 
hing  more  than  230  million  people. 

n  make  your  people  more  productive.  Get  the  whole 
r  Wireless  Workplace  story  at  sprintpcs.com 


Retirement  Services 

Group  Insurance 

Voluntary  Benefits 

Relocation  and 
Real  Estate  Services 

Group  Annuities  and 
Stable  Value  Products 

Employee  Stock  Plan 
Services 


Is  your  workforce 
evolving  iaster 
than  your  benefits? 

Today,  companies  of  all  sizes  are  challenged  by  the  needs  of  a 
employee  base  that's  more  diverse,  technologically  sawy,  and  n 
demanding  than  ever.  A  partnership  with  Prudential  gives  yc 
a  distinct  advantage.  We  offer  simple,  cost-effective  ways  to 
revolutionize  your  benefits  for  an  evolving  workforce. 


Prudential's  Online  Retirement 
Center  lets  your  employees 
manage  their  retirement  accounts 
and  process  transactions,  24/7. 


Smarter  technology.  When  it  comes 
to  pioneering  benefits  technology, 
Prudential  is  ahead  of  the  curve. 
Our  Web-based  services  for  employers 
provide  you  with  timely  plan  information 
in  ways  that  are  easy  to  use.  And  with 
account  access  viaprudential.com  or 
a  wireless  Palm™  VII  series  handheld 
computer,  your  busy  employees 
can  stay  informed  and  process 
transactions  anytime. 

Highly  responsive  service.  Prudential 
is  making  it  easier  for  you  and  your 
employees  to  receive  great  service — 
online,  face  to  face,  or  over  the  phone. 
Plus,  you'll  always  have  direct  access 
to  our  highly  trained  account  specialists, 
who  provide  expert  solutions  to  help 
meet  your  benefit  needs. 


More  choices.  With  Prudential,  yc 
can  deliver  the  best-in-class  produ< 
your  employees  want.  Our  retireme 
program  features  investment  choic 
from  Prudential  and  other  leading 
money  managers,  covering  a  spectr 
of  investment  styles  and  objectives 
wide-ranging  as  your  employee  bas 

Benefits  that  go  beyond.  What  if } 
want  to  extend  your  employee  proc 
and  services  beyond  core  benefits 
WorkingSolutions,^"  our  turnkey  volu 
benefits  program,  offers  your  empk 
everything  from  payroll-deducted 
and  homeowners  insurance  to  fin; 
planning  and  real  estate  services. 

Revolutionize  your  benefits  today 

Contact  us,  visitprudential.com,  o 
to  your  benefits  consultant  or  brok 
learn  more  about  our  array  of  empl 
benefits  programs.  And  find  out  h 
your  company  can  leverage  Prudent 
benefits  expertise. 

1-877-778-5899  ext.  5405 
prudential.com 


Prudential  (M  Financial 

Crowing  and  Protecting  Your  Wealth™ 


Securities  products  and  services  are  distributed  by  Prudential  Investment  Management  Services  LLC  (PIMS),  Three  Gateway  Center,  14th  Floor,  Newark,  NJ  07102-4077  and  Prudential  Securities,  199  Water  St 
NY  1 0292,  both  members  SIPC .  PIMS  and  Prudential  Securities  are  Prudentiol  companies.  Group  Insurance  coverages  are  underwritten  and  group  annuities  are  issued  by  The  Prudential  Insurance  Company  of  America,  T 
Street,  Newark,  New  Jersey  Prudential  Real  Estote  brokerage  services  are  offered  through  the  franchisees  of  The  Prudentiol  Real  Estote  Affiliates,  Inc.,  a  Prudenhal  company  Most  franchisees  are  independently  ow 
operated.  Equal  Housing  Opportunity.  Auto  ond  Homeowners  insurance  underarritten  by  Merastar  Insurance  Company  Chattanoogo,  TN,  a  Prudential  company  Coverage,  discounts  and  poyment  ophons  availoble  in  moi 
WorkingSolutions  and  Prudentiol  Financial  are  service  marks  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates. 
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COMBANY  OF  THE  YEAR 


Company  of  the  Y^Karley-Davidson  is  . 
rumbling  througjape  recession  and  making 
new  bikes  for  n^Briders.  By  Jonathan  Fahey^^ 


Minds,  Not  Heart 

Merck  stumbles  as  it  loses 
patent  protection  for  its  heart 
medicines.  Can  a  bet  on  the 
brain  revive  the 
ByRo 
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You  speak  to  a  server  It  recognizes  you  and  actually  knows  how  to  help. 

Imagine  how  many  customers  your  company  could  help  with  a  network  this  smart.  It's  possible  when  Avaya 
transforms  your  voice  and  data  systems  by  getting  them  working  together.  Reliably  Securely.  With  our 
innovations  in  voice  and  in-depth  expertise  in  data,  you'll  continually  build  better  relationships.  Find  out  why 
more  than  90%  of  the  Fortune  500  use  Avaya  communications  to  power  their  business,  visit  avaya.com/nowone. 
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Quotes  &  Research 

Prices,  cliarts  and  a  tear  sheet  of 
financial  and  corporate  data  for 
listed  U.S.  stocks  and  funds. 

Investment  Newsletters 

Picks  and  charts  from  the  invest- 
ment gurus  and  an  opportunity 
to  subscribe  to  their  newsletters. 

People  Tracker 

Follow  executives  at  competitors, 
suppliers,  prospects  and  invest- 
ments via  e-mailed  news  alerts. 

News  by  E-mail 

A  daily  news  briefing  and  seven 
other  free  e-mail  newsletters 
delivered  to  your  desktop  in-box. 

Mobile  Editions 

News  analysis  as  it  breaks,  sent  to 
your  PDA  or  cell  phone. 

Premium  Services  ir 

Investing.  Streaming  Stock  Port- 
folio: Track  your  investments  like 
the  pros — with  real-time  quotes. 
Business.  Worldbid.com:  Locate 
trade  leads  worldwide  for  small 
and  midsize  companies. 


Lifestyle.  Vehicles:  Search  DuPont 
Registry's  gallery  of  luxury  cars. 

Forbes.  Conferences:  Join  the  next 
FORBES  Cruise  for  Investors. 


Sneak  Peak  '02 

Plan  With  Confidence 

Paul  Maidment 

"No  one  can  really  guarantee  the  future,"  Henry  Ford  II 
once  said.  "The  best  we  can  do  is  size  up  the  chances, 
calculate  the  risks  involved,  estimate  our  ability  to  deal 
with  them  and  then  make  our  plans  with  confidence." 

What  better  marching  orders  for  the  coming  12 
months?  In  a  Forbes.com  Special  Report,  William 
Baldwin,  Richard  Karlgaard,  Christopher  Buckley,  James 
Michaels  and  other  writers  and  editors  from  across  the 
FORBES  publications  spectrum  lift  the  lid  on  the  year 
ahead  to  give  you  a  head  start  on  running  your  business 
better  and  investing  more  profitably  in  2002. 

Technology 

Your  Domain,  Wired 

Lisa  DiCarlo 
IT 


Forbes  Magazine 


Coming  tomorrow:  a  router  in  every  liome. 

In  the  home  of  the  future  your  PC  wUl  beam  MP3  files  to 
your  stereo  and  tell  the  W  to  check  the  traffic  and  weather 
reports,  then  reset  your  alarm  clock  and  cofifeemaker 
accordingly.  That  last  bit  of  the  future  isn't  here  by  a  long 
shot.  Yet  companies  such  as  Cisco  Systems  and  Intel  and 
newcomers  such  as  2Wire  are  betting  that  home  network- 
ing will — at  last — ^be  the  next  killer  app.  Forbes.com 
provides  a  primer  to  its  pitfalls  and  profits. 


pjVk»»l^^^|  For  links  to  all  articles  cited  on  this  page,  visit  us 
I  at  www.forbes.com/contents. 


The  Platinum  List 

Interactively  explore  our 
annual  guide  to  America's  40( 
best  companies.  Follow  the 
fortunes  of  Harley-Davidson 
and  the  other  members  of  the 
list  throughout  2002  with  our 
company  tear  sheets,  updated 
daily  with  the  latest  news,  sha 
prices  and  financial  data. 

What  They  Wrought 

Keep  up  to  date  with  the  lates 
developments  in  the  Enron 
bankruptcy  with  Forbes.com' 
special  report,  "Enron's 
Endgame,"  updated  daily. 

Search  Our  Archive 

The  past  five  years  of  FORBES 
magazine  are  available  online 

Forbes  Global 

The  Stubborn  Banker 

Korea's  banking  industry  has 
long  been  mired  in  pesky  gov- 
ernment involvement.  That  ha 
not  stopped  former  stockbroki 
Kim  Jung-tae.  Last  year  Jung-t. 
orchestrated  a  merger  to  creatt 
Korea's  largest  bank.  Now  he's 
refusing  to  lend  money  to  gov- 
ernment-friendly companies. 
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You  see  a  voicemaii  waiting  on  your  laptop.  So  now  you  can  stiare  and  respond 
to  information  however  you  want.  It's  possible  when  Avaya  transforms  your  company's  voice  and 
data  systems  by  getting  them  working  together.  Reliably  Securely  With  our  innovations  in  voice 
and  in-depth  expertise  in  data,  you  stay  accessible,  you  stay  connected.  Find  out  why  more  than 
90%  of  the  Fortune  500  use  Avaya  communications  to  power  their  business,  visit  avaya.com/nowone. 
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Illegal  aliens 
deported 
the  INS  (1 


1.6 


1960s 

Source:  Immigration  &  NaWralizat 
Service. 


Let's  Get  the  Engineers  Next  time  you  stand  in  line 

an  hour  to  have  a  guard  ask  you  for  photo  II),  think  about  tl 
If  our  ertemies  want  to  attack,  the  easiest  part  of  the  plot  will 
making  the  forged  IDs.  We  spend  huge  sums  on  guards, 
waste  many  hours  of  citizens'  time,  to  little  avail.  The  techn 
ogy  is  inept. 

Now  turn  to  page  128,  where 
Dan  Seligman  lays  out  our  na- 
tion's schizophrenic  immigration 
policy.  It's  not  just  that  illegal  en- 
trants can  waltz  past  the  Immi- 
gration &  Naturalization  Service 
or  simply  overstay  a  visa.  It's  that 
we  can't  bring  ourselves  to  make 
up  our  minds  about  them.  It's 
against  the  law  to  employ  undoc- 
umented workers,  but  it's  also  il- 
legal to  discriminate  against  them 
in  employment. 

With  a  little  technology  we  could  strengthen  security  a 
rationalize  immigration  policy  in  the  bargain.  Set  up  an  el 
tronic  national  identity  card  that  would  check  people  randor 
on  street  corners,  in  airports  and  in  tall  buildings.  Electronic 
have  been  talked  about  since  Sept.  1 1 ,  but  only  very  hesitan 
Senator  Jay  Rockefeller  (D-WVa.)  vaguely  endorsed  the  c( 
cept  two  months  ago  but  has  hardly  been  a  statesman  on 
subject.  Oracle's  Larry  J.  Ellison  volunteered  free  software 
make  the  system  work,  but  got  no  takers.  The  Bush  Admir 
tration  is  terrified  of  the  idea. 

If  smart-card  IDs  sound  Orwellian,  remember  that  we  h. 
them  already,  on  a  voluntary  basis,  in  the  INS'  Inspass  systc 
the  quickie  border  check  for  business  travelers.  And  priv; 
does  not  have  to  be  a  net  loser  in  a  world  of  electronics.  L< 
chop  down  some  of  the  intrusive  databases  maintained  by  co 
mercial  enterprises — why  does  your  cell  phone  company  h. 
to  know  your  Social  Security  number? — at  the  same  time 
give  our  government  more  control  of  our  borders. 

Chasing  away  immigrants  sounds  antithetical  to  what  bi 
this  nation.  But  we  chase  away  lots  of  immigrants  anyway, 
the  same  time  we  have,  willy-nilly,  allowed  8  or  1 1  milli 
mostly  unskilled  illegals  to  venture  in,  we  slam  the  door  on  i 
gineers.  A  fair  trade  would  be  to  grant  partial  amnesty  to  the 
legal  aliens  already  here  (they  can  stay,  but  without  welfare  b< 
efits),  stop  the  flow  of  new  ones  and  open  the  door  wide 
high-tech  H IB  visa  holders.  We  need  those  engineers  to  des 
the  smart  cards. 
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Mail  safety:  What  every  concerned 
business  executive  should  know. 


Your  employees,  your  customers,  your  revenue  could  all  be  affected. 
What  can  you  do  to  lessen  the  impact? 


Only  a  few  short  weeks  ago,  opening  an  enve- 
lope was  as  natural  as  picking  up  the  phone. 

Today,  every  piece  of  mail  is  an  object  of 
suspicion.  A  reason  to  think  twice. 

For  American  business,  the  conse- 
quences could  prove  to  be  severe. 

Mail  is  the  circulatory  system  of  com- 
merce. When  it  slows,  commerce  suffers. 

Unopened  invoices  curtail  cash  flow. 
Hampered  mail  centers  reduce  efficiency.  Fear 
diminishes  the  effectiveness  of  direct  mail. 

These  are  just  a  few  of  the  concerns  on 
every  executive's  mind.  Perhaps  you're  won- 
dering where  to  turn  for  advice. 

At  Pitney  Bowes,  the  development  of 
secure  maihng  technologies  has  been  our  core 
competence  for  over  80  years.  We  invest  more 


in  its  research  and  development  than  any  other 
company  in  the  industry. 

Currently,  we're  working  with  the  U.S. 
government,  as  well  as  leading  an  industry 
task  force,  to  improve  the  security  of  our 
nation's  mail  system. 

As  a  company  and  as  citizens,  we  beUeve 
that  the  single  best  way  to  undermine  terror, 
and  those  who  perpetrate  it,  is  with  the  un- 
wavering resolve  to  conduct  business  as  usual. 

To  help  you  keep  your  employees  and 
customers  safe,  we've  published  Mail  and  Docu- 
ment Security:  A  Pitney  Bowes  Executive 
Advisor.  We  offer  it  to  you  free  of  charge. 

We're  also  available  to  answer  any  ques- 
tions you  may  have.  Call  us  at  1  800  672-6937 
and  mention  Program  No.  8845,  or  visit  us  at 
www.  securi  ty.pb .  com 


^  Pitney  Bowes 
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A  Personal  Invitation 

Joe  Quecnan  should  confine  hi.s  rav- 
ings to  his  bimonthly  column  for  GQ, 
hopefully  soon  to  be  his  biennial  col- 
umn there.  He  does  no  good  to  FORBiiS 
magazine.  Nobody's  perfect,  but  in  his 
column  "Seeking  Closure"  (Dec.  10, 
2001,  p.  212)  Joe  manages  to  insult 
three-quarters  of  the  world  where  poor 
people  live  (5  billion  out  of  6).  He  in- 
sults places  where  the  weather  is  in- 
hospitable (Cameroon,  Gabon  and 
North  Dakota),  where  some  folks  are 
of  Mexican  origin  (New  Mexico)  and 
where  terrorism  killed  30,000  people 
(Peru). 

Ten  years  after  we  halted  terrorism,  I 
can  walk  safely  in  Lima,  inflation  is  close 
to  zero,  the  exchange  rate  is  strong  and 
the  economy  is  recovering.  Come  on 
down,  Joe:  We're  waiting  for  you.  If  you 
don't  want  to  stray  so  far  from  your 
Fifth  Avenue  perch,  go  to  Bismarck, 
N.D.  or  Albuquerque,  N.M.:  I'm  sure 
they're  waiting  for  you  there,  too. 

PEDRO  PABLO  KUCZYNSKl 
Minister  of  Economy  &  Finance  of  Peru 

Lima,  Peru 

Marketing  Munis 

While  I  have  a  great  deal  of  respect  for 
John  Bogle,  I  would  suggest  he  check  a 
mutual  fund's  objectives  before  com- 
menting as  he  did  in  "The  Penny 
Pincher"  (Dec.  10,  2001,  p.  165).  The 
AIM  Municipal  Bond  Fund  has  two 
objectives:  a  relatively  stable  net  asset 
value  and  above-average  income.  For 
the  12  months  ended  Sept.  30,  2001  the 
AIM  Municipal  Bond  Fund  ranked  in 
the  top  1 8%  for  yield.  For  the  one,  three, 
five,  and  ten-year  periods  ending  Sep- 
tember 30, 2001,  the  fund  was  in  the  top 
10%  of  least  volatile  funds. 

Investors  buy  muni  funds  for  tax- 
free  income  and  safety.  To  manage  a 
muni  fund  for  total  return  creates  tax- 
able consequences  and  does  not  meet 
investor  objectives.  Thus  relative  returns 
are  not  germane  for  this  asset  class. 

RICHARD  A.  BERRY 
Portfolio  Manager 
AIM  Municipal  Bond  Fund 
Houston,  Tex. 


Reforming  Reinvestment 

"Insider  Enrichment  Act"  (Dec. 
10,  2001,  p.  113)  exposes  how 
John  Utendahl's  Urban  America 
fund  exploits  the  1977  Commu- 
nity Reinvestment  Act  to  help 
certain  wealthy  investors  get 
wealthier.  What  is  missing  is  the 
reason  why  investment  vehicles 
are  able  to  exploit  the  CRA.  Hav- 
ing written  two  books  on  this 
law,  I  can  tell  you  the  reason  is 
that  banking  regulators  in  1993 
allowed  big  banks  to  satisfy  up  to 
half  their  CRA  obligation  through 
investments  and  services  rather 
than  loans.  These  same  regula- 
tors, who  are  reviewing  CRA  a.s 
part  of  a  mandatory  2002  reform, 
should  return  the  law  to  its  origi- 
nal sole  focus  on  low-  and  mod- 
erate-income lending  so  it  bene- 
fits Main  Street,  not  Wall  Street. 

KENNETH  H.  THOMAS 
Lecturer  in  Finance 
The  Wharton  School  of  the 
-  ,  University  of  Pennsylvania 
Philadelphia,  Pa. 


Erring  on  Enron 

"M&A  for  the  Little  Guy"  (Dec.  24,  2L 
p.  120)  states  that  The  Merger  Fu 
avoided  the  Enron  debacle.  I  wis! 
were  true.  Subsequent  to  being  int 
viewed,  we  established  a  small  posit 
in  Enron  that  was  hedged  with  optic 
Our  hedging  strategy,  however,  did  i 
contemplate  the  possibility  that  Eni 
would  file  for  bankruptcy  just  th 
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'ou're  right,  Deil  doesn't  have  one  support  person  with  all  the  answers. 
There  are  thousands  more  where  Carl  came  from. 


Dell  I  Enterp 


rise 

I  am  Dell  Enterprise.  PowerEdge™  servers,  storage,  infrastructure  software,  and  Premier  Enterprise 
Services.  And  1  am  backed  by  thousands  of  service  and  support  people:  on-site,  online  and  on  the  phone.  Each 
able  to  point  to  the  solution,  instead  of  pointing  fingers.  Surprised?  You  shouldn't  be.  Because  when  Dell  builds 
your  custom  Intel"-'  processor-based  server  and  storage  solution,  Dell  also  builds  a  total  knowledge  base.  From 
configs  to  upgrades  to  service,  Dell  puts  your  entire  history  at  your  support  team's  fingertips,  24/7.  All  it 
takes  is  one  walk  down  the  hall,  one  e-mail  or  one  phone  call  to  start  answering  your  questions.  So  you  can 
increase  uptime.  Speed  deployment.  And  cut  costs. 

That's  why  Dell  is  ranked  #1  in  customer  satisfaction  for  Intel*'  processor-based  servers*  To  learn  what 
customers  and  analysts  are  saying  about  Dell  Enterprise,  visit  us  at  dell.com/enterprise2. 


Total  accountability.  On-site,  online,  on  the  phone.  Easy  as 
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Call  1-877-429-DELL  or  visit  vvvvw.dell.com/enterprise2 
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weeks  after  signing  a  definitive  men 
agreement,  an  event  unprecedented  in; 
22  years  as  an  arbitrager. 

FRED  GRI! 
President,  The  Merger  Fi 

Valhalla,  t 

It  stretches  credulity  to  believe  tha 
"Pick  One  Stock"  (Dec.  10,  2001  p.  1 
the  one  best  investment  idea  Micha< 
Mauboussin  of  Credit  Suisse  First  Bos 
could  come  up  with  was  Enron.  By 
time  I  was  reading  the  article  Enron 
fallen  to  around  $0.25  per  share  and 
filed  for  Chapter  1 1  protection. 

HOWARD  W.  BURDl 
Oscoda,  M 

Medical  Malpractice 

Pharmacia's  R&D  President  Goran  Ai 
jokes  in  "Crisis  in  the  Cabinet"  (Dec. 
2001,  p.  133):  "Thank  God  aspirii 
around  because  you  would  never  get  il 
the  market  these  days."  There's  mon 
Ando  brought  aspirin  to  market  nov 
might  cost  $13  a  pill  till  the  patent  expi 
except  in  Maine,  where  the  state  wo 
probably  force  Ando  to  sell  it  for  a  di 
and  Brazil,  where  they  might  declare 
the  public  interest  to  ignore  the  pat< 
Ando  would  devise  a  new  version  (t 
pills  instead  of  white)  to  extend  the  pat 
and  run  ads  convincing  people  they  Y 
headaches.  Headache  activists  would  c 
vince  Ando  to  give  it  for  free  in  Africa. ' 
U.N.  would  back  the  activists  and  I 
trade  representatives  would  agree  for 
of  alienating  residents  of  Chad. 

RICHARD  M.  GORE 
Gainesville, 

Charitable  Evaluation 

The  public  charities  table  in  "Giv 
Smartly"  (Dec.  10,  2001,  p.  178)  o\ 
stated  financial  figures  for  the  Trust 
Public  Land.  Here  are  the  correct  ni 
bers:  total  revenue,  $431  million;  pri' 
support,  $141  million;  charitable  cc 
mitment,  98%;  fundraising  efficier 
99%;  and  donor  dependency,  95%. 
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Clock  with  Full-length  Figure  of  George  Washington 
French,  about  18x5,  bronze,  dark  brown  patina,  and  Siena  marble, 
with  clock  mechanism,  ijVa  in.  high,  23^/4  in.  wide,  SVs  in.  deep 
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The  260-hp  Acura  CL  Type-S.  Whose  bright  idea  was  this?  Right  when  the  race-bred  V-6  VTEC™  engine  is  hit 
its  stride  and  the  Acura/Bose®  Music  System  with  6-disc  CD  changer  is  joyfully  blasting  away,  it  suddenly  appears.  A 
octagonal  piece  of  metal  ordering  you  to  hit  the  brakes.  Is  there  any  justice  left  in  the  world?  (S)/^CZLJR 

ifdOOy  Acurs  Oivision  of  Arri^nton  or  Honda  Motor  Co.,  Ltd  Bosc-'  is  3  regiaered  Iradeinarl:  of  Bose  Corporation.  Make  an  intelligent  decision.  Fasten  your  sc- 

For  more  information,  call  1-800-Tb-ACURA  or  tal<e  a  trip  to  acuri 


aCt  and  comment 

Steve  Forbes,  editor-in-Chief 
/ith  all  thy  getting  get  understanding" 


SO  FAR-PHONY  STIMULUS 


E  AMERICAN  ECONOMY  SHOULD  HAVE  BEEN  ROARING  BACK 

now.  Inventories  have  been  slashed,  the  war  on  terrorism  is  pro- 
ding  successfully  in  Afghanistan  and  soon,  elsewhere.  Technol- 

Y  breakthroughs  continue  to  proliferate  despite  the  dot.com/tele- 

m  shakeout.  Even  some  of  the  regulatory  roadblocks  are 

ginning  to  be  removed,  most  noticeably  by  the  Federal  Commu- 

:ations  Commission,  which  is  finally  raising  and  ultimately  elim- 

iting  bad-service- inducing  spectrum  caps  on  wireless  providers. 
But  the  economy  is  anemic,  and  the  recovery — which  should 

Tie  by  spring — ^won't  be  vigorous  until  two  anti-growth  villains 

:  slain.  Villain  One:  The  Federal  Reserve. 

eenspan  &  Co.  has  made  the  same  mis- 

ce  as  the  Bank  of  lapan:  lowering  the 

ce  of  money  without  providing  adequate 

'dit  to  the  marketplace.  Small  and 

;dium-size  businesses  in  particular  are 

Tering  the  credit  version  of  dehydration. 

oreover,  bank  regulators  have  been  forcing 

nks  to  tighten  lending  standards.  Defla- 

\n  (pressure  on  prices)  is  now  more  of  a 

reat  than  inflation.  Those  who  can  man- 

s  it  are  building  up  cash  balances.  When 

item  is  scarce,  you  tend  to  hoard  it. 


Waving  the  economy  goodbye:  Once  hailed  as 
"the  maestro,"  Greenspan  doesn't  know  how 
to  halt  the  deflation  he  has  inflicted  on  us. 


Villain  Two:  Last  summer's  tax  cut.  It  was  a  mouse  posturing 
as  an  elephant.  The  income  tax  rate  reductions  were  inadequate 
and  were  diluted  by  being  phased  in  over  several  years.  We  also 
need  to  take  a  vigorous  whack  at  the  capital  gains  levy,  but  even 
that  remains  unlikely.  The  tlnal  insult:  The  moratorium  on 
Internet  taxes  was  allowed  to  lapse  last  October. 

The  International  Monetary  Fund  remains  the  scourge  of  the 
developing  world,  mindlessly  forcing  countries  to  raise  taxes 
(thereby  deepening  their  slumps)  and  to  depreciate  currencies 
(which  unleashes  inflation,  raising  the  cost  of  capital  and  moti- 
vating people  to  send  their  money  abroad). 
Argentina  is  writhing  from  IMF-adminis- 
tered medicine,  as  is  critically  ill  Turkey, 
a  crucially  situated,  secular  Muslim  state. 

If  the  Fed,  the  White  House  and  Con- 
gress could  get  their  economic  acts 
together,  growth  would  quickly  return 
(even  in  the  face  of  new  terrorist  out- 
rages) and  stocks  would  once  again  strike 
sourpusses  like  Alan  Greenspan  as  "irra- 
tionally exuberant."  Until  then,  we'll  be 
batting  the  economic  equivalent  of  .250, 
instead  of  .375. 


DON'T  CASTRATE  NATO 


HY  IN  THE  WORLD  WOULD  THE  U.S.  STAND  BY  AND  WATCH  NATO 
neutered?  This  extraordinary  organization  has  proven  its  post- 
)ld  War  effectiveness.  Extending  membership  to  the  Czech 
public,  Hungary  and  Poland  has  given  these  countries  a  sense 
military  and  political  security,  enabling  them  to  make  impres- 
e  progress  from  the  rubble  of  the  Communist  era.  (Admitting 
;  Baltic  states,  Bulgaria  and  Romania  would  help  these  coun- 
es  to  also  realize  such  gains.)  In  spite  of  the  foot-dragging 
;nch,  NATO  demonstrated  in  the  Balkans  that  with  firm  U.S. 
idership  it  could  act  constructively 
d  decisively.  NATO's  post-Sept.  1 1 
claration — its  first  ever — that  the  ter- 
rist  attacks  on  the  U.S.  were  attacks  on 
gave  timely  credibility  to  President 
ish's  charge  that  we  root  out  the  forces 
evil  responsible  for  such  attacks. 

NATO  now  faces  two  mortal  threats: 
e  European  Union's  rapid  reaction 
rce  and  Russia's  machinations. 

Prodded  by  the  French,  the  Euro- 
an  Union  is  moving  to  create  a  mili- 


NATO  forces  in  troubled  Macedonia:  Why  wreck 
this  indispensable  institution? 


tary  entity  made  up  of  troops  and  equipment  from  various 
European  nations,  ostensibly  to  intervene,  NATO-like,  in  hot 
spots.  Why  duplicate  what  NATO  already  does?  Because  sub- 
verting NATO  would  reduce  American  influence  in  Europe. 
Ultimately  the  French  and  other  EU  enthusiasts  see  the  EU  as  a 
separate  political  and  military  power  rivaling  the  U.S. 

One  obstacle  to  Paris'  scheme  has  been  Turkey,  which  has 
NATO's  largest  standing  army  in  Europe  and  doesn't  want  any- 
thing done  that  will  weaken  NATO.  But  having  received  no  firm 
direction  from  the  U.S.,  Ankara  finally 
caved  in  and  agreed  to  the  French  ini- 
tiative. Any  attempt  to  derail  this  mis- 
begotten move  now  would  be  exceed- 
ingly difficult.  Where  were  the  Bush 
diplomatic  and  defense  teams  when 
Turkey's  arms  were  being  twisted? 

Russia?  President  Putin  recently 
scored  a  coup  when,  at  Britain's  behest, 
Moscow  was  given  a  de  facto  veto  over 
NATO  initiatives.  Members  agreed  to  let 
Russia  sit  in  on  critical  meetings,  just  as  if 
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FACT  AND  COMMENX 


it  were  a  member.  Despite  fig-leaf  language  to  the  contrary, 
Moscow  can  now  stop  future  NATO  moves  in  the  Balkans  and 
elsewhere  before  the  regular  membership  has  reached  a  consensus. 


This  is  destructively  idiotic  and  will  ultimately  make  W 
a  nullity,  a  gabfest  incapable  of  timely  action  to  enhance 
cause  of  democracy. 


MAKE  THE  CIA  FEARSOMELY  EFFECTIVE  AGAIN 


PROMPTLY  AFTER  PHARl,  HARBOR,  PRESIDENT  ROOSEVELT 
created  a  high-  powered  commission,  headed  by  Supreme  Court 
Justice  Owen  Roberts,  to  investigate  how  such  a  catastrophic  sur- 
prise attack  could  have  occurred.  Among  other  things,  the  inquiry 
led  to  the  creation  of  a  behind-the-lines  intelligence-gathering 
organizer  of  anti-Nazi  operations,  the  Office  of  Strategic  Services, 
which  was  the  precursor  to  the  Central  Intelligence  Agency. 

Last  May  President  Bush  appointed  a  commission  to  exam- 
ine how  our  intelligence  efforts  should  be  restructured,  but  it 
has  been  no  substitute  for  a  Roberts-like  inquiry.  It  is  rumored 
to  be  recommending  that  the  Pentagon's  three  largest  intelli- 
gence-gathering organizations  be  transferred  to  the  CIA.  What 
were  these  commissioners  smoking — and  inhaling? 

Once  upon  a  time  in  industry  and  government,  bigness  was 
synonymous  with  effectiveness  and  efficiency.  This  is  not  true 
today.  The  commission's  retrograde  rec- 
ommendation would  guarantee  more 
bureaucracy  and  sluggishness.  Thanks  to 
Clintonian  indifference  and  mismanage- 
ment, the  CIA  seems  to  have  morphed  into 
a  timid,  deskbound  organization  too 
reliant  on  gadgetry  at  the  expense  of  on- 
the-ground  agents.  What  makes  these 
commissioners  conclude  that  the  CIA  is 
now  capable  of  running  all  of  our  critical 
information-gathering  efforts?  Post-Sept. 
11 ,  the  CIA  is  trying  to  convey  the  image  of 


Post-Pearl  Harbor  Commission.  We  need  a  simi- 
lar post-Sept.  II  review  to  better  battle  terrorism 


a  spry,  on-top-of-things  entity.  But  this  image  makeover  is  not 
convincing.  At  the  beginning  of  the  fighting  in  Afghanistan, 
instance,  the  CIA  inexcusably  bungled  the  handling  of  the  cha 
matic  anti-Taliban  leader  Abdul  Haq,  who  was  captured  and  « 
cuted  by  the  Taliban  when  he  returned  to  Afghanistan  in  Octo 
The  Pentagon's  intelligence  organizations — The  Natic 
Security  Agency,  handling  code-breaking  and  electronic  intercc: 
the  National  Reconnaissance  Office,  in  charge  of  our  spy  satelli 
and  the  National  Imagery  and  Mapping  Agency,  responsible 
imagery  intelligence  and  mapping — have  not  covered  themse 
in  glory  either.  But  setting  off  ferocious  turf  wars  by  reshuffl 
organizational  boxes  will  not  correct  our  intelligence-gather 
flaws.  Why  would  it  be  better  to  have  military  intelligence 
through  the  CIA  bureaucracy  before  being  sent  back  for  use  by 
military?  More  and  more  we  need  reliable,  real-time  informati 
U.S.  intelligence  needs  the  kind 
risk-taking  and  creativity  characteristi< 
William  "Wild  Bill"  Donovan,  boss/c 
ator  of  the  Office  of  Strategic  Servic 
that  William  Casey  briefly  and  inno 
tively  revived  during  the  early  years  of 
Reagan  Administration — qualities  t 
helped  us  win  the  Cold  War.  If  the  Wl 
House  won't  call  for  a  Roberts-like  inv 
tigation  of  how  our  intelligence 
caught  off  guard  prior  to  and  follow 
Sept.  1 1,  Congress  should.  Immediatel 


HOW  NOT  TO  FIGHT  A  WAR 


Isonzo:  The  For^rtten  Sacrifice  of  the  Great  War — by  John  R.  Schindler 
(Praeger,  $45).  The  first  definitive  English-language  account  of 
WWI's  just-about-forgotten  epic  clash  between  Italy  and  Austria- 
Hungary.  The  dozen  battles  fought  in  the  Isonzo  valley  stand  out 
for  the  scale  of  their  slaughter,  cruelty,  courage  and  ghastly  military- 
command  pigheadedness  in  the  face  of  failure.  After  29  months  and 
1 1  major  offensives,  the  Italian  Army  had  advanced  only  a  few 
miles,  at  a  cost  of  more  than  1.1  million  casualties.  The  Austrians, 
with  the  aid  of  several  German  divisions,  finally  launched  their  own 
offensive,  known  as  "Caporetto."  The  Italians  crum- 
bled, and  soon  the  Austrians  were  threatening  Venice. 

It's  remarkable  how  long  ftalian  troops  fought  and 
endured  in  the  face  of  indescribable  hardship.  The  Ital- 
ian commander,  Luigi  Qidorna,  had  no  concern  for  the 
state  of  his  men.  Trench  conditions  were  appalling; 
medical  facilities,  dreadful  (countless  thousands  of  Ital- 
ian soldiers  died  ft-om  cholera  and  malaria);  leave, 
nonexistent;  and  infantry  army  pay,  the  worst  in  Europe, 
v/hich  meant  incredible  hardships  for  soldiers'  families 
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and  contributed  to  plummeting  morale.  Discipline  was  barbaric 
Austrian  army  leadership  was  vastly  superior.  The  Habsbi 
Empire's  economy,  however,  cracked  under  the  strain  of  w 
Increasing  shortages  of  both  food  and  armaments  sapped 
army  so  that  it  was  unable  to  follow  through  after  its  impress 
breakthroughs  at  Caporetto. 

The  multinational  Austro-Hungarian  Army,  in  which  ten  o 
cial  languages  were  recognized  (officers  were  expected  to  kn 
three  or  four),  was  cohesive  and  effective.  Perhaps  in  the  age 
nationalism  the  Habsburg  Empire  was  doomed, 
its  ability  to  keep  so  many  disparate,  conflict 
groups  effectively  together  is  enormously  impressi 
Excerpt:  Cadoma,  like  most  Italian  soldiers  an  a\ 
admirer  of  all  things  Roman,  resurrected  one  of 
ancient  Roman  Army's  most  loathsome  practices,  de 
mation.  In  this  atavistic  ritual,  regiments  that  failed 
^  achiex'e  their  objectives  were  taken  out  of  the  fightit 
lined  up  in  rows,  and  every  tenth  soldier  was  executt 
to  encourage  his  comrades  to  do  better  next  time. 
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SEE,  HEAR  AND  FEEL  THINGS  LIKE  NEVER  BEFORE 

THE  WORLD'S  FIRST  &  LARGEST  0 
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XTRAWIDE™  (170  DEGREE)  VIEWING  ANGLE  (7) 
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THE  BOOK  OF  (@  BUSINESS 


*Lt:GAL  A'Ort-.-  IBM,  Tivoli.  WebSphere  and  the  e-busmess  logo  and  other  marks  designated  ®  or     are  trademarks  of  International  Business  Machines 


(@  business  infrastructure 


INFRASTRUCTURE: 

THE  MICKEY  MANTLE  ROOKIE 
CARD  OF  E-BUSINESS. 


RETURN  ON  INVESTMENT.  It's  what 
turns  a  five  cent  investment  in  1951  into  a 
$19,500  profit  in  2001.  It's  the  very  principle 
motivating  companies  to  make  investments  in 
their  infrastructure  (hardware,  software  and 
services)  every  day. 

A  relatively  small  investment  in  software 
or  IT  equipment  can  provide  a  huge  payday 
for  companies  that  want  to  grow^  Companies 
that  are  looking  to  streamline  processes, 
attract  new  customers  and  expand  services 
to  existing  customers. 

The  real  issue  lies  in  how  to  recognize  the 
gem  behind  the  stick  of  gum.  There's  no  set 
formula.  An  e-business  solution  for  the  retail 
sector  will  differ  from  one  for  the  automotive 
industry  or  a  large  bank.  If  your  company  is 
going  to  prosper,  you'll  need  help  identifying 
your  optimum  investment. 


Of  course,  you  can  realize  high  returns 
by  simply  cutting  costs.  But  then  again,  you 
could  hit  a  home  run  by  investing  in  open 
standards  with  Linux®- enabled  servers  that 
scale  on  a  simple  pay-as-you-grow  basis. 

You  could  focus  your  spending  on  cost- 
cutting  and  innovative  IBM  software  such  as 
TivoU®  and  WebSpheref  Or  you  could  speak 
to  IBM  Global  Services  about  implementing 
Return  on  Web  Investment  (ROWI)  methods. 
They  help  you  balance  your  spending  by 
providing  a  thorough  framework  to  evaluate 
all  of  your  investments,  whether  they  be  Web, 
IT  or  general  business. 

So  unless  you  have  a  "hunch"  about  this 
one,  caU  us  at  800  426-7080  (ask  for  hivest) 
or  visit  us  at  ibm.com/e-business/roi  for  our 
latest  white  paper,  '"ROI  Methodology  for 
Evaluating  e-business  Infrastructure." 


Corporation  in  the  United  States  and/or  other  countries.  Linux  is  a  registered  trademark  of  Linus  Torvalds.  ©  2001  \BM  Corporation.  All  rights  reserved. 


OTHER  COMMENTS 


Curiosity  is  one  of  the  permanent  and  certain  characteristics  of  a  vigorous  mind. 

—SAMUEL  JOHNSON 


Hold  the  Line  Many  people  have  suggested  that  Radio 
Free  Europe/Radio  Liberty  and  other  U.S.  international  broad- 
casters should  simply  broadcast  a  single  government  "line" 
during  this  [war  on  terrorism].  Such  suggestions  are  misplaced. 
There  is  no  single  U.S.  "line"  on  this  or  other  issues.  We  are  a 
diverse  and  open  society  and  our  very  diversity  is  a  source  of  our 
strength.  [Furthermore,  this]  diversity  of  views  and  ideas  is 
precisely  what  Osama  bin  Laden  and  his  kind  are  trying  to 
destroy.  Were  we  to  move  away  from  this  diversity,  we  would  be 
retreating  on  an  important  front  in  this  war  and  giving  him  a 
victory.  We  are  not  about  to  give  way  on  this  principle. 

— THOMAS  A.  DINE,  president. 
Radio  Free  Europe/Radio  Liberty 

Talking  Turkey  Today's  world  bears  no  resemblance  to 
that  of  1972,  when  the  Anti-Ballistic  Missile  Treaty  was  signed. 
The  global  superpower  and  nuclear  peer  that  was  the  other  party, 
the  Soviet  Union,  has  been  out  of  business  for  over  a  decade.  In 
its  place  is  a  world  awash  with  weapons  of  mass  destruction  and 
rogue  states  seeking  means  of  delivering  them  via  ballistic 
and  cruise  missiles.  President  Bush  has  recognized  [that]  the  U.S. 
could  not  acquire  an  effective  antimissile  system  for  its  people 
and  territory  within  the  limits  of  the  ABM  Treaty.  That's  pre- 
cisely what  the  treaty  was  designed  to  prevent  the  parties  from 
legally  doing.  [But  it]  did  not  keep  the  Soviet  Union  and,  after  its 
demise,  Russia  from  putting  into  place  a  territorial  antimissile 
system.  Former  CIA  analyst  William  T.  Lee  has  accumulated 
irrefutable,  unclassified  evidence  of  a  dirty  litde  secret:  Those 
responsible  for  designing  and  deploying  the  Kremlin's  ABM  sys- 
tem around  Moscow  (which  was  allowed  under  the  treaty)  were 
under  orders  to  use  its  radars  and  8,000  to  10,000  surface-to-air 
interceptors  to  assemble  an  illegal  nationwide  missile  defense. 


"That  is  not  one  of  the  seven  habits  of  highly  effective  people." 


The  existence  of  this  system  renders  absurd  Kremlin  compla 
about  America's  perfectly  legitimate  withdrawal  from  the  trt 
— FRANK  J.  GAFFNEY  JR.,  Center  for  Security  Po 

Wall  Street  Jou 

Reading  Putin's  Mind  Oil  has  been  the  key  to 
economic  success.  After  the  Saudis,  we  are  the  world's  largest  \ 
ducer  of  oil  and  gas,  and  have  never  been  part  of  OPEC.  Gee 
was  so  happy  to  see  us  pumping  away,  breaking  the  monopoly 
bringing  down  prices.  But  [recendy],  I  made  a  deal  with  OPE( 
cut  our  production  and  we're  ready  to  reduce  our  output  m 
more  to  help  our  Arab  friends  push  up  world  prices.  As  the  c. 
talists  taught  us:  Sorry,  George,  business  is  business.  I  felt  I  coulc 
that  without  troubling  the  new  personal  trust  between  George 
me.  At  the  Crawford  [Tex.]  summit,  he  complained  about  my 
of  nuclear  materials  to  Iran,  and  he  wished  we  would  stop  senc 
the  best  Russian  scientists  to  help  the  Iranians  develop  their  ho 
and  multiple-stage  rockets.  I  sympathize,  but  why  stop? 
ayatollahs  pay  in  cash,  and  if  Iran  and  Iraq — and  Israel — wan 
fight  wars,  let  them  be  equals.  Nothing  beats  an  antiterrorist  p« 
I  crushed  my  media  critics.  I  neutralized  NATO.  My  obliterat 
of  Grozny  is  forgotten.  I'm  bringing  prosperity  to  Russia  by  ai 
ing  America's  enemies  and  ftxing  prices  with  the  oil  cartel, 
friend  George  may  be  a  little  ahead  of  me  in  our  nations'  po 
larity  polls,  but  I  have  this  advantage:  He's  not  president  for  1 
— WILLIAM  SAFIRE,  New  York  Ti, 

Imperial  Wisdom  The  great  art  of  governing  cons 
in  not  letting  men  grow  old  in  their  jobs. 

— NAPOLE 

All  for  One  [Italian  Army  commander  Luigi]  Cado 
gave  little  thought  to  the  condition  of  his  armies  or  to  the  moi 
of  his  fighting  men.  Like  too  many  Italian  officers,  his  attiti 
toward  the  mosdy  peasant /flnft  was  dismissive.  He  showed  li 
concern  for  his  soldiers'  living  conditions,  rations  or  water  sup 
even  in  the  scorching  summer  heat.  He  never  visited  the  fr< 
lines  to  see  how  his  armies  were  holding  up  under  the  strain; 
war.  To  Cadorna,  the  Italian  infantry  existed  only  to  win  his  gr 
battle.  The  soldiers'  suffering,  though  perhaps  regrettable,  was 
natural  by-product  of  war.  He  had  no  desire  to  see  it  for  hims 

— JOHN  R.  SCHINDL 
Isonzo:  Tlie  Forgotten  Sacrifice  of  the  Great  V 

Something  to  Remember  If  we  had  no  winter, 

spring  would  not  be  so  pleasant:  If  we  did  not  sometimes  ta 
of  adversity,  prosperity  would  not  be  so  welcome. 

—ANNE  BRADSTREET 
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The  number  one 
commercial  and 
savings  bank  uses 
Autonomy 

What  are  the  others  banking  on? 


•N  more  than  ever,  companies  must  reduce  costs 
j  operate  more  efficiently.  Autonomy's  teclnnology 
omates  the  applications  -  portals,  business 
diligence,  CRM,  e-business  -  that  empower 
npanies  to  use  their  core  resources  more 
Bctively.  With  Autonomy's  power,  computers  can 
jerstand  the  24/7  deluge  of  digital  information, 
nails,  Web  pages,  documents,  voice  mails, 
tures,  audio  files  and  XML  pages  are  categorized, 


prioritized  and  delivered  without  any  manual 
intervention.  No  wonder  that  the  top  FORTUNE  500' 
commercial  and  savings  bank  relies  on  Autonomy  to 
increase  productivity  and  deliver  return  on 
investment. 

To  find  out  what  ROI  Autonomy  can  bring  to  your 
business,  call  us  at  1-877-MYAUTONOMY  or  visit  us 
at  www.autonomy.com 

***** 


Autonomy  - 


Investing  in 
knowledge  is 
more  importai 
now  than  ever 


http;//vvh-execed.whaiton.upenn.edu/2859.cfm 


Executive  Education  That  Works 


Mergers  and  Acquisitions 

January  27-February  i,  2002 
June  9-14,  2002 

Creating  Value  Through 
Financial  Management 

February  3-8,  2002 
July  28-August  2,  2002 

Connecting  with  Customers: 
Making  CRM  Work 

February  10-15,  2002 
September  8-13,  2002 

Finance  and  Accounting  for 
the  Non-Financial  Manager 

April  7-12,  2002 

August  4-9,  2002 

October  27-November  i,  2002 


Our  course  consultants  can  answer  questions  and 
provide  information  on  additional  programs. 
Please  call: 

215.898.1766  or  800.255.3932  ext.  2859  phone 
215.898.2064  (attn.  2859)  fax 
execed@wharton.upenn.edu  (subject  2859)  e-mail 
http://wh-execed.wharton.upenn.edu/2859.cfin  web 


Knowledge  Wharton 

A  Free  Business  Websource.  Register  today: 
http://knowledge.wharton.upenn.edu 


Wharton 


Aresry  Institute  of 
Executive  Education 

The  V\  harton  School 
University  of  Pennsylvania 


URRENT  EVENTS 

Caspar  W.  Weinberger,  Chairman 


CANADA 


ECENT  TRIP  TO  CANADA  LEFT  SEVERAL  LASTING  IMPRESSIONS: 
"he  trade  relationship  between  the  U.S.  and  Canada  is  of 
)rmous  significance  and  is  growing. 

'he  mutuality  of  our  security  interests  is  of  increasing  impor- 
ce.  We  are  strong  allies,  and  each  nation  adds  substantially  to 
other's  capabilities. 

Tie  spirit  of  the  people,  particularly  businesspeople,  is  a  crucial 
nent  of  Canada's  economic  strength.  They  are  much  like  early 
lerican  entrepreneurs,  seeing  everything  as  possible,  willing  to 
risks  and  having  a  deep  love  of  country  and  an  indomitable 
it.  We  are  fortunate  to  have  such  people  as  our  neighbors. 
Various  economic  statistics  reflect  a  somewhat  weakened 
[  ladian  economy,  a  result  of  such  factors  as  a  less-than-power- 
currency,  as  weO  as  of  Sept.  1 1 .  The  economy  is  close  to  reces- 
n,  and  unemployment  is  rising.  The  recently  introduced  bud- 
P  with  its  reaffirmation  of  the  government's  commitment  to 
[nd  and  balanced  fiscal  policies,  is  therefore  heartening, 
f  Two-way  trade  between  Canada  and  the  U.S.  amounted  to 
astonishing  $475  billion  last  year — $1.3  billion  a  day.  Con- 
ry  to  the  fears  of  those  who  criticized  the  adoption  of  Nafta 
t  h  such  venom  and  ignorance,  our  trade  has  nearly  doubled 
ce  that  agreement  went  into  effect.  Canada  is  our  largest  trad- 
partner,  and  it  is  the  number  one  export  market  for  37  of  our 
tes.  In  fact,  this  huge  volume  of  trade  strains  our  countries' 
It  inft^astructures. 

Trucking  is  the  dominant  mode  of  transportation  for  trade, 
nada  ships  about  60%  of  its  manufacturing  output  to  the  U.S. 
i  87%  of  its  exports.  The  U.S.  ships  23%  of  its  exports  to  Canada, 


causing  daily  congestion  at  the  Ambassador  Bridge  near  Windsor, 
Ontario.  The  U.S.  and  Canada  recently  signed  an  agreement  to  cre- 
ate a  "smart  border,"  which  will  help  both  sides  guard  against  ter- 
rorism while  ensuring  the  smooth  flow  of  goods  and  people  across 
the  border.  Perrin  Beatty,  Canada's  former  minister  of  defense  and 
current  head  of  the  Alliance  of  Manufacturers  &  Exporters  Canada, 
is  working  to  increase  the  use  of  new  technologies  for  scanning  both 
cargo  and  commuters  at  the  border.  Delayed  truck  shipments  are 
the  bane  of  both  sides.  It  has  been  said  that  the  enormous  4,000- 
mile  border  is  a  porous  barrier  against  terrorism,  but  it  manages  to 
choke  off  trade.  Because  there  are  only  four  major  border  crossings, 
there  have  been  many  disruptive  traffic  jams.  Many  manufacturers 
therefore  have  produced  large  supplies  of  "just-in-case"  inventory 
instead  of  adhering  to  the  "just-in-time"  inventory  philosophy. 

Brian  Tobin,  Canada's  minister  of  industry,  has  placed  great 
emphasis  on  developing  such  industries  as  fisheries,  petroleum 
and  information  technology.  Many  U.S.  concerns  have  large 
Canadian  operations,  and  vice  versa.  With  Nafta's  removal  of 
trade  barriers  and  obstacles  to  growth  and  with  executives  on 
both  sides  possessing  unquenchable  faith  in  the  future,  stronger 
economic  relations  have  made  the  border  itself  less  relevant. 

Much  can  be  done  by  both  sides  to  improve  our  economies. 
The  Bush  Administration  is  properly  cultivating  improved  eco- 
nomic, business  and  social  relationships  with  Canada.  The  fewer 
barriers  there  are  between  us  and  the  greater  our  recognition  of 
the  importance  of  our  relationship,  the  better  it  will  be  for  both 
countries — and  the  worse  it  will  be  for  advocates  of  terrorism 
who  think  they  can  get  a  foothold  in  either  country. 


RUSSIA  AND  NATO 


kn  THE  INCREASING  CLOSENESS  AND  THE  BROADENING  OF 
urity  relationships  between  the  U.S.  and  Russia,  it  may  seem 
irlish  to  utter  words  of  warning.  However,  the  reflections  of  a 
)bably  churlish  old  man  are  offered  here  at  the  beginning  of  the 
X  for  whatever  they're  worth.  While  Russia,  along  with  a  num- 
"  of  other  countries,  has  been  helpful  in  our  war  against  terror- 
li  in  Afghanistan,  we  should  remember  that  President  Putin's 
p  may  simply  reflect  the  continuing  hatred  Russians  have  for 
^ans,  who  foiled  the  Soviets'  invasion.  We  should  also  remem- 

■  that  Mr.  Putin  has  not  responded  in  any  favorable  way  to  our 
itinued  worries  and  complaints  about  the  amount  of 
aponry,  including  nuclear  components,  that  he  has  been  selling 
Iran  and  Iraq,  two  notably  unpleasant  customers.  To  maintain 

■  proper  perspective,  keep  in  mind  how  often  Mr.  Putin  has 
med  with  China,  and  anyone  else  available,  to  oppose  most  of 
at  the  U.S.  would  like  to  accomplish  in  international  forums. 


It  is  therefore  unsettling  to  be  in  such  a  rush  to  add  to  Russia's 
role  in  NATO.  The  establishment  of  a  new  NATO-Russia  Coun- 
cil, with  its  broad  agenda  that  some  fear  could  give  Russia  a  vir- 
tual veto  over  NATO  decisions,  is  designed,  we  are  told,  to  enable 
Russia  to  give  helpful  advice  about  biological  and  chemical 
attacks.  I  venture  to  suggest  that  anything  leading  Russia,  cor- 
rectly or  incorrectly,  to  believe  it  has  a  veto  over  any  NATO  policy 
could  gravely  weaken  NATO's  effectiveness.  NATO  is  clearly  not 
just  a  military  alliance;  it  is  a  group  of  nations  dedicated  to  simi- 
lar democratic  values  and  respect  for  human  rights.  At  the  very 
least,  Russia's  dedication  to  such  basic  principles  remains  ques- 
tionable. "Trust,  but  verify"  is  as  good  a  policy  now  as  it  was 
when  President  Reagan  first  coined  the  phrase.  The  trust  is  clearly 
there,  but  we  have  a  long  way  to  go  in  verifying  whether,  as  dedi- 
cated and  as  effective  a  Communist  as  he  is,  Mr.  Putin  has  under- 
gone the  major  change  required  for  that  trust  to  be  justified.  F 
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The  CRM  Leader  Extends 
Its  Global  Lead. 


"Siehel  7  breaks  new  ground  by  taking  a  very  functionally 
rich  application  and  wrapping  it  in  a  Smart  Web  Architecture.  It's  designed 
to  proviilc  fast  implementation,  smooth  upgradability,  and  to  help 
(.  iistomers  achicv  c  long-term  reductions  in  overall  costs." 

Mike  l.awric.  Senior  VP  and  Croup  Executive.  Sales  and  Distribution, 

IBM  Corporation,  November  2001 

"Sii  hel  7  combines  Siebel's  unparalleled  knowledge  of  the  business 
problems  being  faced  by  enterjirises  with  a  depth  of  industry  functionality  to 
otfer  an  unrivaled  suite  of  applications  right  out  of  the  box — reducing 

deployment  risks  an  d  accelerating  return  on  investment" 

h>lui  C.  .S'k'v'fn.s()/i.  vr  and  Chief  Information  Officer,  Avaya,  November  2001 

"Wc  still  have  various  legacy  applications,  so  application  integration 
is  critical.  Siebel  7,  with  its  advanced  Smart  Web  Architecture, 
enables  seamless  integration  into  complex  environments  such  as  ours." 

Clemens  Kaiser.  Head  of  eCommerce.  Bayer,  October  2001 

'Competitors  have  reason  to  bc  fearful.  All  of  the  applications  are 
part  ot  a  new  Smart  Web  Architecture  consisting  of  a  zero-footprint  client. 
buih  in  portal  framework,  a  new  and  detail-free  application  network  tor 
third  party  integiation  and  integrated  analytics  across  the  suite..." 

/>Vmr  Richardson.  AMR  Research.  Octobers.  2001 

i  hc  dominant  force  in  the  industry  is  Sicbcl  Systems,  inc" 

New  York  luiacs,  Octobei  1.  2001 

I'o  tmd  out  niore  about  Sicbel  Z  view  a  demo  at  www.siebel.eom  demo 
oreont.Kt  us  at  1  SlH^  .^ll"  :iSl 

Good  service  is  good  business. 

C  \X>'  S>cM  .**vsu-ms.  hw.  All  (»shts  «fsetvt\l  SieK-l  ami  the  SioK-l  Iv^ss^  aiv  uaJctmiKs  i<>  SieNfl  S\sK-ms,  Uk  ,«Ki  mav  N,-  k^isu  kn' 
,\  ••  I    >uns,lKtnM>:t  0(hci  (»usKk  c  names,  vk\<»siwtKms  ^md  l>.»svvinu\  be  tiavK-nuiKs  >.>»  then  (espvviive  v>wiKrs. 


pGITAL  RULES 


:h  Karlgaard, 
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ide  you  in  the  right  direction. 


Only  one  can 
handle  rolling  over  your  401  k. 


Rollover  Specialist.  Sure,  you  can  count  on  a  crossing  guard's  help  at  a  busy 
intersection.  But  with  the  complexities  of  a  401  k  rollover?  At  Charles  Schwab,  our 
Rollover  Specialists  can  assist  you  with  the  entire  rollover  process.  Making  it  as 
simple  as  crossing  the  street. 

Charles  Schwab's  Rollover  Specialists  can  handle  the  details  of  rolling  over 
your  401  k: 

•  ^^?^*'19  you  with  aM  the  related  paperwork  

•  Contacting  your  previous  employer  on  your  behalf  

•  Assisting  with  the  asset  transfer  process  

Once  you've  rolled  over  your  assets  into  a  Schwab  IRA,  you  can 
sit  down  with  us  and  we  can  help  you  decide  how  to  best  invest  those 
assets  for  retirement.  Rest  assured,  Schwab  offers  the  kind  of  expert 
advice  you'd  expect  from  us: 

Objective.  Uncomplicated.  And  not  driven  by  commission. 

Call  to  speak  with  us  today  about  rolling  over  your  401  k  and 
you  will  also  receive  our  guide,  Smart  Strategies  for  Changing  Jobs 


Smart  Strategies 
for  Changing  Jobs 


charles  SCHWAB 


1-800-653-0243 

schwab.co. 

mm 

400  locations  nationwide 

Canadian  residents  call  Charles  Schwab  Canada  Co.  at  1-866-339-0399  or  visit  schwabcanada.com. 

'C;2001  Charles  Schwab  &  Co..  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (1 001  -1 031 5). 

"Mary  Helen"  is  not  a  real  crossing  guard,  but  a  fictional  character  portrayed  by  an  actor.  Any  similanty  to  any  real  person  is  unintended  and  coincidental. 
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Prime 
Time 


After  quietly 
spending  $55  billion 
on  digital 
upgrades,  cable 
operators  are  ready 
to  start  delivering 

on  some  of 
interactive  TV's 
promise.  It  can't 
come  soon  enough. 

BY  PETER  KAFKA 


FOR  A  DECADE  A  SEEMINGLY 
endless  parade  of  dreamers, 
schemers  and  hucksters  ped- 
dled visions  of  interactive  tele- 
vision: 500  channels,  thousands 
of  movies  at  your  fingertips, 
shopping  by  remote  control,  Internet  ac- 
cess— all  of  it  brought  to  you  by  your  local 
cable  company. 

It  never  arrived.  If  anything,  the 
vision  was  hijacked  by  DirecTV'  and  other 
satellite  services,  which  stole  the  cable 
industry's  thunder — and  most  of  its 
growth.  But  now  cable  is  striking  back.  In 
the  last  five  years  cable  operators  have 
spent  $55  billion  revamping  their  systems 


and  replacing  750,000  miles  of  wires — 
"The  biggest  public  works  project  in 
decades,"  says  Time  Warner  Cable  Chief 
Glenn  Britt.  Now  they  aim  to  finally 
deliver  on  promises  they  have  made  for 
years — and  collect  a  fat  payoff. 

On  a  western  strip  of  Long  Island, 
N.Y.,  thousands  of  subscribers  of  Cable- 
vision  Systems  Corp.  have  spent  the  fall 
using  their  remotes  to  instantly  call  up 
episodes  of  Sex  and  the  City,  the  ribald 
HBO  hit,  and  any  of  500  movies.  When  a 
viewer  tires  of  that,  he  can  tap  interactive 
menus  for  updated  sports  scores,  or 
watch  the  local  six  o'clock  news  anytime 
he  chooses,  or  play  a  little  video  blackjack. 


Cablevision,  the  nation's  seveni 
largest  cable  company  with  3.1  milli 
customers,  began  offering  its  n 
iO:  Interactive  Optimum  service  in  Oc 
ber.  Some  10,000  homes  signed  up  the  fi 
month,  paying  an  extra  $26  a  month 
top  of  the  typical  $50  bill. 

•  Cablevision  spent  $2.5  billion  o^ 
seven  years  to  rebuild  its  infrastructu 
Chief  Executive  James  Dolan  is  betting  tl 
most  of  his  customers  will  be  eager  to  en 
the  long-delayed  interactive  era.  "This 
not  an  extension  of  a  product  line,  this  i 
brand-new  product  hne,"  he  says.  "Tl 
takes  us  into  a  new  world  of  connectivir 

Whether  or  not  sofa  spuds  want 


36     FORBES"  lamiarv  7,  2002 


er  brave  new  worlds,  Dolan  and  his  fel- 
'  cable  operators  desperately  want  more 
heir  cash.  Operating  profits  and  sub- 
liber  growth  have  been  slowing  for 
rs,  while  frisky  direct  broadcast  satel- 
companies  poached  viewers  with 
ap  pricing  and  hundreds  of  channels, 
just  six  years  satellite  subscriber  rolls 
oed  from  2.7  million  to  16  million;  an- 
er  3  million  new  customers  came  on- 
;  in  200 1 .  Meanwhile  cable  struggled  to 
1  a  million  subscribers  last  year.  Growth 
;ash  flow,  in  the  sense  of  earnings  be- 
s  interest,  taxes  and  depreciation,  has 
ipped  almost  two  points  since  1997,  to 
^0  in  2000.  Valuations  for  cable  systems, 
;r  climbing  to  $5,900  per  subscriber  in 
)0,  dropped  40%  last  year. 
None  of  Cablevision's  competitors 
;r  as  many  interactive  bells  and  whis- 
i  yet — most  of  their  digital  offerings 
iply  give  customers  the  200  or  more 
mnels  that  satellite  dish  subscribers 
'e  had  for  years,  perhaps  coupled  with 
incy  programming  guide.  But  even 
t's  a  good  defensive  play  for  the  cablers. 
;ital  customers  are  more  likely  to  stay 
mected  and  less  likely  to  defect  to  the 
h.  Cox  Communications  says  cus- 
ners  who  bundle  digital  with  Internet 
[ess  or  phone  service  are  30%  less  likely 
abandon  cable.  In  Comcast  markets, 
ere  99%  of  homes  have  access  to  digi- 
satellite  rivals  have  about  10%  of  the 
il  customers;  satellite  firms  have  16%  of 
market  nationwide. 
But  cablers  are  most  excited  about  the 
ince  to  start  upping  monthly  bills  with 
V  services.  In  a  year,  for  example,  they  ex- 


Sex  on  demand:  Cablevision's  Charles  and 
James  Dolan  are  pushing  digital  services 
that  let  subscribers  order  up  their  favorite 
shows  with  a  touch  of  a  button. 

pect  that  4  million  subscribers  will  have  ac- 
cess to  video  on  demand,  up  from  2  million 
today.  After  tliat,  they'll  start  pushing  phone 
service  using  the  same  wires  that  pump  sit- 
coms into  their  subscribers'  houses. 

lames  Dolan  says  he  can  persuade  his 
best  customers  to  spend  $100  a  month  on 
a  package  that  includes  digital  cable  and 
high-speed  Internet  access.  Pressed,  he 
happily  speculates  about  a  day  when  his 
customers  have  $500  monthly  bills,  which 
could  include  phone  service,  e-commerce 
and  other  novelties.  His  technicians  are 
playing  with  a  "digital  doorbell"  service 
that  connects  a  camera  on  your  front  door 
to  the  TV  set  in  your  den. 

And  if  he  can  do  that,  Dolan  says,  then 


lore  than  13  million  cable  subscribers  already  have  signed  up  for  some  kind  of 
igital  service,  which  typically  offers  an  expanded  set  of  channels.  Now  glitzy 
Batures  like  video-on-demand  are  just  beginning  to  take  off. 

Total  subscribers/ 
Company    digital  subscribers  (mil) 

Features 

AT&T  13.8/3.2 

VOD  in  2  cities,  interactive  programming, 
e-mail  in  1 

Time  Warner  12.7/3 

VOD  in  5  cities;  IP-based  telephone  service  in  2 

Comcast  8.4/2.1 

VOD  in  15  cities 

Charter  7/2 

VOD  in  12  cities;  IP-based  telephone  in  2  markets 

Cox  6.2/1.23 

VOD  in  2  cities;  IP-based  telephone  service 
in  400,000  homes 

surely  valuations  for  his  subscribers  should 
rise,  too.  Dolan  thinks  his  subscribers 
could  eventually  be  worth  $1 0,000  a  head; 
to  get  there  Dolan  would  need  to  at  least 
triple  his  average  monthly  revenue  per 
subscriber  to  $150,  says  Banc  of  America 
Securities  analyst  Douglas  Shapiro. 

Until  now  cable  firms  had  little  to 
show  for  their  interactive  dreams  but 
headlines  and  red  ink.  But  now  technol- 
ogy has  caught  up  with  their  premature 
ambitions.  Set-top  boxes  now  go  for  $300 
a  unit  or  less,  down  from  the  $5,000  mini- 
computers Time  Warner  used  in  its  ill- 
fated  Orlando  experiment  in  1997. 

There  are  plenty  of  kinks  left  to  work 
out.  Time  Warner  had  to  slow  down  its 
Columbia,  S.C.  video-on-demand  roUout 
when  its  order-processing  system  couldn't 
keep  up  with  demand;  the  system  kept 
erroneously  telling  customers  the  pro- 
grams they  requested  weren't  available. 

Moreover,  cable's  biggest  players  must 
overhaul  their  Internet  strategies  in  the 
wake  of  the  bankruptcy-court  travails  of 
their  jointly  owned  access  firm, 
ExciteAtHome.  Cox  and  Comcast  are  rush- 
ing to  set  up  their  own  broadband  services; 
Cox  plans  to  spend  $150  million  develop- 
ing its  own  service,  and  Comcast  has  al- 
ready invested  $75  million. 

And  if  cable  operators  aren't  careflil, 
they  may  find  themselves  overpromising 
yet  again — this  time  about  the  benefits  of 
video  on  demand.  Their  customers  won't 
get  to  see  the  newest  releases  until  the 
flicks  have  been  at  Blockbuster  for  a 
month  or  more,  because  Hollywood  stu- 
dios are  worried  about  eating  into  their 


Once  a  rural  novelty,  satellite  TV  has 
exploded,  while  cable  subscriptions 
have  flattened. 

700  Rate  of  growth,  1994=100 
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video  and  DVD  sales.  Hot  television  shows  are 
locked  up  in  syndication  deals  for  years  to 
come.  (HBO  is  able  to  offer  hits  like  The  So- 
pranos and  Sex  and  the  City  because  it  owns 
the  shows  outright.  And  only  HBO  subscribers 
can  order  up  on-demand  episodes.) 

But  consumers  don't  seem  put  off  by  lim- 
ited libraries  so  far.  DIVA,  which  licenses  video- 
on-demand  software  to  cable  systems,  says 
users  typically  order  twice  as  many  movies  as 
those  with  mere  pay-per-view  access. 

Cablevision's  Dolan  argues  that  the  stu- 
dios will  go  along  once  cable  operators  prove 
there's  money  to  be  made,  just  as  they  over- 
came their  fear  that  selling  DVDs  would  hurt 
video  rentals.  And  who  better  to  convince 
Hollywood,  he  argues,  than  his  cable  empire? 
It  has  a  chokehold  on  some  of  the  nation's 
most  affluent  customers,  clustered  in  Long  Is- 
land, New  Jersey  and  Connecticut.  "If  we  do 
it  in  New  York,"  he  says  "they  can't  ignore  it." 

The  company's  new  digital  package  offers 
more  features  than  any  of  its  peers',  and  all 
at  once.  In  addition  to  the  brace  of  video  and 
music  channels,  Cablevision's  interactive  cus- 
tomers get  video  on  demand,  e-mail  and  gee- 
whiz  toys  like  the  ability  to  control  camera 
angles  while  watching  home  games  of  the 
New  York  Rangers  and  Knicks  (Cablevision 
owns  both  teams  and  the  arena  they  play  in: 
Madison  Square  Garden). 

Dolan,  under  the  watchful  eye  of  his  fa- 
ther, Cablevision  Chairman  Charles  Dolan, 
may  spend  most  of  the  coming  year's  $1.5 
billion  in  planned  capital  spending  on  the 
project.  It's  not  an  ideal  time  for  them  to  be 
spending.  Earlier  this  year  their  slumping 
share  price  forced  them  to  call  ofifa  $1  biUion 
stock  offering  earmarked  in  part  for  digital.  In 
November  Standard  &  Poor's  warned  it  may 
downgrade  Cablevision's  debt  rating  if  the 
Dolans  add  to  their  $5.9  billion  debt  load  to 
pay  for  the  rollout. 

And  James  Dolan's  initial  hopes  were  too 
high,  as  always  in  interactive  TV.  After  a  de- 
layed rollout,  he  had  first  projected  that 
50,000  homes  would  get  the  new  service  by 
the  end  of  2001;  he's  since  backed  off  to 
40,000  or  fewer.  He  won't  predict  this  year's 
pace  at  all.  But  he  insists  his  cable  company 
will  one  day  look  unlike  an)'thing  it  resem- 
bles today:  "We're  looking  at  video  enter- 
tainment as  a  product  that's  reaching  its  mat- 
uration. We're  going  into  new  products  that 
have  all  new  life  cycles."  F 


Vulture  Capital 


Scavengers  pick  through 
a  killing  field  of  corporate 
investment  portfolios. 

BY  GHANA  R. SCHOENBERGER 


IT'S  GARAGE  SALE  TIME  AT 
Polaroid.  Now  in  bankruptcy,  the 
64-year-cld  film  company  has 
sold  its  I.M.  Pei-designed  office 
and  factory  complex,  a  landmark 
building  on  the  Charles  River  in 
Cambridge,  Mass.,  and  its  ID-card 
division.  Also  on  the  block:  an 
investment  portfolio  with  stakes  in  a 
handful  of  tech  startups,  including 
Colorado  MicroDisplay  and 
ActivePhoto  of  Sunnyvale,  Calif. 

Such  clearance  sales  are  becom- 
ing commonplace  at  many  of  the 
companies  that  invested  billions  in 
the  1990s  technology  venture  capital 
boom,  last  year  alone  promising  $63 
billion  in  multiyear  private  equity 
commitments.  The  secondary  mar- 
ket saw  $1.5  bilhon  in  sales  in  2001, 
a  150%  increase  since  1997.  Faced 
with  recession  and  a  collapse  in  their 
once-buoyant  tech  speculations, 
some  firms  are  rushing  to  unload 
venture  portfolios,  either  by  closing 
the  fund  and  writing  down  the  value 
or  by  selling  the  portfolio.  Lucent 


and  mobile  phone  retailer  Hikari 
Tsushin  are  just  two  of  the  comp. 
nies  said  to  be  looking  to  dump  \ 
portfolios. 

One  of  the  scavengers  pickin] 
through  the  detritus  is  Nick  Han 
general  partner  of  Lexington  Par 
ners  in  New  York.  Last  year  Lexir 
ton  paid  $1  billion  for  70  partnei 
ship  interests  from  Chase  Bank 
after  it  acquired  LP.  Morgan.  Lex 
ington  dropped  another  $1  billio 
buying  a  portfolio  from  Royal  Ba 
of  Scotland. 

With  $5  billion  under  manai 
ment  that  it  raised  from  banks, 
insurance  companies  and  othc 
institutions,  Lexington  is  oi 
of  the  biggest  buyers  of  se 
ondary  stakes.  In  the  mid- 
1 990s  buyers  got  an  avera 
25%  discount  from  the  or 
nal  investors'  prices;  today  tht 
buy  at  up  to  40%  discounts.  Dt 
perate  sellers  have  even  given  awa 
their  portfolios  for  free  in  exchan 
for  a  share  of  future  returns.  "In 
some  cases  we're  happy  to  pay  a 
good  price  for  the  assets,"  says 
David  Park  of  Paul  Capital,  in  Sai 
Francisco.  "In  other  cases  they  ne 
to  give  us  an  extreme  discount." 

Vulture  capitalists  like  Park  wi 
likely  have  more  pickings  in  the 
future.  Even  as  companies  abandc 
their  technology  investments,  othc 
are  lining  up  for  punishment.  In 
June  French  bank  Societe  Generalt 
dispatched  two  executives  to  San 
Francisco  with  orders  to  make  10  ; 
20  early-stage  technology  invest- 
ments of  $1  million  to  $2  million 
each  over  the  next  three  years.  Pasi 
Bouillon,  codirector  (with  Richard 
Hababou)  of  S.G.'s  new  Corporate 
Ventures  arm,  isn't  moved  by  the 
recent  carnage:  "We  don't  have  a 
portfolio,  and  a  lot  of  venture  capi 
talists  are  spending  a  lot  of  time  or 
their  own  portfolios." 

True  enough.  But  most  of  ther 
are  just  licking  their  wounds. 
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The  scope  of 

EMERY  WORLDWIDE. 


The  smarts  of 

MENLO  LOGISTICS. 


The  efficiency  of 

VECTOR  SCM. 


(in  the  immortal  words  of  Dr.  Frankenstein,  "It's  alive!  It's  alive!") 


Introducing  Menlo  Worldwide,  a  new  company  capabilities  m  transportation  and  freight  tor- 
that  brings  together  the  experience  and  resources  warding,  we  offer  a  more  intelligent  way  to  help 
of  three  industr\'  leaders. The  result  is  one  wholh'       you  source  supplies,  manage  inventories  and 

distribute  products  anywhere  in  the 
world.  We  can  do  it  faster  and  more 
efficiently  than  ever  beiore.  Interested 
in  a  smarter  way  to  do  business? 
That's  exactly  what  we've  created. 


micijr.Ued  powerhouse  ol  ferine;  a 
superior  way  to  operate  m  a  global 
economy.  By  combining  unparalleled 
expertise  in  logistics  and  supply 
chain  management  with  worldwide 


MENLO 

WORLDWI  Dt 


www,  nun  lowo  rUwide.  com 
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Fine 
Whine 


A  surplus  of  fine  wine  leaves 
California  vintners  seeing 
their  glasses  half  empty. 

BY  QUENTIN  HARDY 


PATRICK  KUI.irrC)  MADE  MILLIONS  IN  CONSTRUCTION 
and  restaurants.  Compared  with  those  businesses, 
squeezing  grapes  should  have  been  a  breeze.  Yet  in 
spending  $20  million  over  the  past  nine  years  on  his 
800-acre  winemaking  property  in  Napa  Valley,  Kuleto 
has  some  nice  buildings  but  no  profits  to  show  for  his  efforts. 
"It's  like  this  culvert  you  stuff  hundred-dollar  bills  into,"  says 
Kuleto,  gazing  over  rows  of  newly  plucked  vines  of  pinot  noir 
and  cabernet  grapes.  "Sooner  or  later  they 
should  come  flowing  out  the  other  end  of 
the  pipe.  I'm  just  not  sure  when." 

Kuleto  will  be  lucky  if  any 


From  grape  expectations  to 
hard  times:  California  vintners. 


greenbacks  spill  out  of  his  winery.  That's  because  Kuleto  and 
Napa  Valley  colleagues  are  in  the  midst  of  a  wine  glut.  Good  n< 
for  consumers,  who  are  already  paying  40%  less  for  their  p 
mium  chardonnay  than  they  did  two  years  ago.  Also  for  ba: 
ruptcy  lawyers  in  the  Valley. 

Big  harvests  in  2000  and  2001 ,  bolstered  by  loads  of  new  hi 
grade  grapes  like  Kuleto's,  have  increased  the  supply  of  premi 
wine  while  pushing  out  marginal,  low-end  producers.  Unfor 
nately,  the  bumper  crops  were  accompanied  by  a  recession  that 
changed  buying  habits.  Restaurants  and  convention  centers,  n 
mally  huge  outlets  for  expensive  wines,  saw  business  collapse  al 
Sept.  1 1  and  have  been  living  off  their  inventories.  While  th. 
caused  many  millionaire  vintners  to  elbow  one  another  for  atti 
tion,  few  have  decided  to  lower  their  yields  or  price  expectatio 
"They  don't  get  it  that  there's  too  many  $35  chardonnays  out  thei 
says  Kimberly  Richard,  who  sells  for  Associated  Wine  Distribut 
in  San  Francisco.  "They  think  it'll  be  romantic,  it'll  be  fiin." 

For  many  growers  the  romance  is  all  that's  left.  Clau 
Blankiet,  a  former  textile  executive,  has  spent  more  than  $5  n 
lion  on  a  winery  that  wifl  probably  yield  just  1 ,200  cases  of  wi 
this  year.  His  wiiiemaker  didn't  like  their  first  vintage,  so  th 
didn't  sell  it.  Their  second  hasn't  hit  the  market  but  will  cc 
$100  a  bottle  or  more.  "It's  definitely  a  labor  of  love,"  he  says. 

Kuleto,  whose  spread  covers  a  rugged  mountaintop  that  u.' 
100,000  gallons  of  water  a  day  in  the  arid  summer  months, 
not  giving  up  his  day  job.  "People  who  are  weak  will  drop  of 
he  says.  "Long  term,  that  makes  the  market  better." 

Unless,  of  course,  you're  on  the  losing  end. 


Compaq  With  the  Devil 

Hewlett-Packard's  run  for  Compaq  is  turning  into  a  soap  opera. 
Compaq  could  provide  an  interesting  twist  in  the  plot. 

BY  QUENTIN  HARDY 


SILICON  VALLEY  HAS  A  REPUTATION 
for  precision  engineering,  not  for 
sloppy,  pointless  feuds.  But  hey — 
things  change. 

For  weeks  the  rebeUion  spearheaded 
by  Hewlett-Packard  cofounder  William 
Hewlett's  son  Walter  against  Hewlett- 
Packard's  proposed  $23  billion  merger 
with  Compaq  Computer  was  met  with 
stony  silence  fi-om  HP  management.  But 
once  Hewlett  found  an  ally  in  the  Packard 
Foundation,  steward  of  cofounder  David 
Packard's  fortune,  HP  Chief  Executive 
Carleton  Fiorina  started  speaking  up. 

Scattered  in  documents  filed  with  the 
Securities  &  Exchange  Commission, 
including  Walter  Hewlett's  charts  on  why 


the  deal  won't  work — particularly  galling, 
since  the  HP  board  member  initially  voted 
in  favor  of  the  deal — were  Fiorina's  own 
memos  to  her  troops  blasting  "critics  on 
the  sidelines." 

Richard  Hackborn,  an  HP  board 
member  and  Fiorina's  biggest  backer,  is 
also  making  noise.  According  to  people 
close  to  the  Hewlett  Foundation,  where 
Hackborn  served  as  a  director,  the  33- 
year  HP  veteran  cut  his  ties  to  the  founda- 
tion because  the  folks  at  HP  believed  he 
had  a  conflict  of  interest. 

But  all  the  noise  in  Palo  Alto  covers 
over  what  may  be  the  real  deal-killer: 
Compaq,  weakened  by  all  the  uncertainty, 
may  be  forced  to  walk  out  on  HP.  Unlike 


hp's,  Compaq's  share  price  hasn't  reco\ 
ered  fi-om  the  selloff  after  the  merger  wi 
announced.  Since  September  Compa 
shares  are  off  23%. 

In  its  filings  with  the  SEC,  Compa 
says  it's  committed  to  the  deal,  though 
must  "maintain  a  pragmatic  view  of  th 
business."  Sometimes  pragmatism  mear 
keeping  away  from  families  that  fight.  I 


You've  been  very,  very  good. 
Now  go  to  your  room. 

Search  for    The  extraordinary.  With  early  check-in. 

From  condos  that  feel  like  home,  to  resorts  you've  only  dreamed  of,  there  are  places  to  stay 
out  there  you  never  imagined.  And  by  negotiating  Expedia  Special  Rates,  we  can  help  you 
get  into  them  as  easily  as  we  help  you  get  to  them.  Easy  and  secure  transactions  backed 
by  24-hour  customer  support.  It's  never  been  easier  to  find  the  trip  you're  looking  for. 

flights       hotels       cars       vacation  packages       cruises      deals  business 

Expedia.com 

Don't  just  travel.  Travel  Right; 


JHiXFRONT 

What 

Recession? 

Amid  war  and  a  bear  market, 
people  still  pay  for  luxury. 

BY  MATTHEW  SWiBEL 

EXPERTS  ARE  PREDICriNG  A  DROP  IN 
sales  of  pashmina  shawls  and  other 
first-class  trappings.  Bah,  humbug! 
Check  out  some  of  these  over-the-top 
purchases. 

•  In  November  a  customer  at  Hermes' 
John  Lobb  shoe  store  on  Madison 
Avenue  rang  up  a  $10,000  bill  on 
handmade  leather  loafers  ($725)  and 
seasonal  patent-leather  evening 
shoes  ($680). 

•  Over  Thanksgiving  a  Los  Angeles  fam- 
ily of  six  paid  Blue  Star  Jets  $24,000  to 

ferry  them  and  two 
nannies  from  New  York 
to  Los  Angeles  aboard  a 
Gulfstream  III.  Catered 
meals  of  caviar  and 
crab  cost  an  extra 
$4,000. 

•  Last  month  a  shopper 
at  Ultimo,  a  tony  bou- 
tique in  Chicago,  spent 
$50,000  on  an  Agnona 
cashmere-and-leather 
coat  ($3,800),  suede 
shoes  and  other  goodies. 
•A  Pasadena,  Calif  cou- 
ple has  been  making 
camp  at  the  The  Ritz- 
Carlton  Huntington 
Hotel  &  Spa  since  Octo- 
ber while  their  house  un- 
dergoes renovation.  The 
$45,000  bill  doesn't  in- 
clude $4,000  in  room 
service. 

•A  recent  customer  at 
Harry  Winston  in  Man- 
hattan paid  $65,000  for  a 
cluster  diamond 
bracelet.  Sales  manager 
James  Haag  claims  to 
have  registered  nearly  a 
dozen  $500,000-plus 
sales  since  September  F 


How  Mexico  stuck  it  to  a  pair  of  high  rollers  from  the  U.S. 

BY  KERRY  A.  DOLAN  AND  LUISA  KROLL 


WILBUR  ROSS  AND  SAMUEL 
Zell  are  two  smart  guys 
who  have  wrung  a  lot  of 
money  out  of  failed  ven- 
tures. Ross,  while  at  Rothschild  Inc., 
earned  the  nickname  "king  of  bank- 
ruptcy" for  his  ability  to  make  a  buck 
from  wrecked  companies  like  Drexel 
Burnham  and  PanAm.  Zell  made  his 
billions  as  a  vulture  investor  by  buying 
distressed  properties  and  flipping  them 
to  freer-spending  buyers. 

But  those  smarts  didn't  protect 
them  fi^om  a  fleecing  in  Mexico. 

Last  February  Ross  bought  $15  mil- 
lion in  bonds  of  Mexico's  second-largest 
sugar  refinery,  Grupo  Azucarero  Mex- 
ico, a.k.a.  GAM.  Ross,  who  got  the  bonds 
on  the  secondary  market  at  a  substantial 
discount  (he  won't  say  how  much),  fig- 
ured the  inefficient  industry  was  ripe  for 
a  cleanup.  His  recipe:  Shut  down  a  mill, 
get  the  government  of  newly  elected, 
probusiness  President  Vicente  Fox  to 
enforce  rules  regarding  sugar  prices  and 
export  quotas — and  coin  money. 

Other  U.S.  bondholders  in  Ross'  boat 
include  Cargill  and  Cigna.  Zell  began  in- 
vesting in  GAA4  in  1995,  eventually  pour- 
ing in  $30  million  for  15%  of  the  publicly 
traded  company's  common  shares. 
Too  bad  Ross  and  Zell  underesti- 


mated Mexican  politics.  Mexican  su 
supply  exceeds  demand,  mills  face  qi 
tas  on  domestic  sales  and  the  sugarc; 
growers'  union  wields  outsize  politi 
heft,  to  name  just  a  few  issues. 

In  early  September  the  sweet  d 
blew  up.  The  Mexican  governmi 
expropriated  27  of  the  country's 
sugar  mills,  including  all  5  GAM  mi 
The  Fox  administration  was  trying 
appease  75,000  sugarcane  growers,  so 
of  whom  were  staging  noisy  protests 
get  paid.  GAM  owed  the  growers  3 
million  and  claims  it  was  planning 
pay  them  by  the  end  of  the  year. 

Ross  and  Zell  are  fuming.  TF 
haven't  gotten  a  penny  back  yet,  wh 
they  say  violates  Nafta  rules  that  gu 
antee  restitution  to  internatioi 
investors  in  companies  that  are  natic 
alized.  "It's  inconceivable  that  [Mexic 
would  abrogate  its  treaty,"  says  Ross 

The  government  says  all  creditt 
•  and  shareholders  will  be  repaid  in  c 
time,  though  the  amount  is  likely  to 
hotly  contested.  The  bonds  are 
longer  traded  and  the  stock  is  delisti 
Meantime,  Ross  and  Zell  learnec 
tough  lesson.  Asked  whether  he  \^ 
concerned  about  the  politics  of  sugar 
Mexico,  Zell  replied,  "Obviously,  r 
concerned  enough." 
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"Just  order  the 
standard  computers. 


Translation:  By  standard  I  mean  configured  just  like  nnine. 


That's  why  we  offer  all  the  brand  name 
technology  solutions  you  might  need. 
Like  software,  PCs,  storage,  networking, 
telephony  and  more.  Plus,  all  the  services  to 
support  them.  You  name  it  and  we've  got  it. 


One-Stop  Solution:  From  systems 
software  to  networking,  no  matter 
what  you  need,  CDW  is  your  one- 
stop  solution.  In  a  flash,  we'll  get 
you  what  you  need,  and  get  it 
shipped  out  -  usually  the  same  day. 


Personal  Expertise:  CDW  assigns  an 
account  manager  and  a  team  of  product 
experts  to  your  business.  So  we  better 
understand  your  IT  needs  and  know 
how  to  make  your  day  a  little  easier. 


eliable  Resource:  CDW  is  your  Direct 
Solutions  Providerr  delivering  com- 
puting solutions  at  competitive  prices. 
Plus,  the  technical  expertise  to  support 
every  purchase  and  the  backing  and 
reliability  of  a  Fortune  500"  company. 


i  )  www.cdw.com 


800.778.4239 


DW  Corrputor  Centers,  Inc 


Computing  Solutions 
Built  for  Business'^ 


Opposites  Attract 

Ronald  Perelman  put  Jerry  Ford  on  the  map 
by  bankrolling  his  deals.  Now  Ford  is  returning 

the  favor  BY  JOHN  GORHAM 


Do  the  Math 

Why  are  Silicon  Valley  workers 
still  looking  over  their  shoulders? 

BY  ELIZABETH  CORCORAN 


FOR  A  LOW-KEY  FELLOW,  GERAl.D  J.  FORD  TRAVELS  IN  SOME 
fast  company.  He's  on  the  board  of  Freeport-McMoRan 
Copper  &  Gold,  the  controversial  outfit  run  by  the  Elvis- 
impersonating  James  (lim  Bob)  Moffett.  The  board  of 
his  real  estate  company  includes  Edward  (Rusty)  Rose  III, 
the  wheeler-dealer  former  partner  of  George  W.  Bush  in  the  Texas 
Rangers,  and  Gene  Bishop,  who 
oversaw  the  1989  coUapse  of  MCorp, 
once  Texas'  second-largest  bank. 

It  probably  came  as  little  sur- 
prise that  the  soft-spoken  Ford  (no 
relation  to  the  former  President)  was 
drawn  a  few  years  ago  to  Ronald 
Perelman,  the  sharp-elbowed  raider 
who  controls  Revlon  and  Panavi- 
sion,  among  other  companies.  As 
the  two  largest  investors  in  the  $60- 
billion-asset  Golden  State  Bancorp, 
the  nation's  second-largest  thrift,  the 
two  make  an  unlikely  team. 

Ford  and  Perelman  joined  forces 
in  1988,  when  Perelman  backed  the 
former  small-town  banker's  bid  for 
a  collection  of  five  busted  Texas 
thrifts  with  $160  million  in  equity. 
When  the  pair  finished  flipping  the 
assets  in  1993,  Perebnan  cleared  an 
$860  million  profit  on  the  deal, 
along  with  $2.7  billion  in  tax  losses 
with  which  to  shelter  income. 

Now  the  tables  are  turned.  With 

his  Revlon  cosmetics  empire  in  dis- 

FY2001 

array  and  his  investments  wiped  out 

Source:  Salomon  Smith  Barney. 


in  the  bankruptcies  of  Sunbeam  and  Marvel,  Perelman's 
stake  in  Golden  State,  valued  at  $1.1  billion,  may  be  his  bij 
claim  to  solvency. 

Almost  all  of  Perelman's  investment  in  Golden  Sta 
pledged  as  collateral  for  his  borrowings.  He's  also  draine< 
$350  million  from  his  Golden  State  investment  over  the  past 
and  a  half  with  stock  sales,  as  well  as  taking  $185  million  in 
from  selling  net  operating  losses  back  to  Golden  State. 

Now,  there's  a  chance  his  stake  in  Golden  State  could  bee 
even  more  valuable.  Ford  makes  no  secret  that  he'd  love  to  pu 
company  on  the  block.  In  a  buyout,  Golden  State  could  fetch 
billion,  a  64%  premium.  "For  somebody  that  had  ambitions  i 
in  California,  we  would  be  very  logical  to  talk  to,"  says  Ford. 

Why  did  this  Perelman  investment  do  so  well?  Maybe 
cause  Perelman  wasn't  running  it.  After  the  Texas  score,  Fc 
next  big  bet,  in  1 994,  was  on  a  rebound  in  California.  He  bo 
an  ailing  thrift  from  Ford  Motor  for  $780  million,  with  Perel 
putting  up  almost  all  of  the  equity.  In  1997  Ford  added  Cal 
Bancorp  and  then  merged  everything  a  year  later  under  the 
brella  of  the  publicly  held  Golden  State.  True  to  form,  Perel 
isn't  doing  shareholders  any  favors  with  his  manic  selling  o 
stock,  which  has  fallen  30%  from  its  52-week  high  of  $35. 

But  Ford  can't  complain.  Thanks  to  Perelman's  backing,  I 
arrived  on  the  most  recent  Forbes  400  with  an  estimated  fort 
of  $800  million.  The  prickly  Perelman  has  even  become  a  g 
ft^iend  of  the  folksy  Texan;  Perelman  was  a  guest  at  Ford's  sec 
wedding  on  Long  Island  last  summer.  "It's  been  a  mutually  t 
eficial  relationship,"  he  smiles. 


T 


ECHNOLOGY  COMPANIES  WERE  RE- 
sponsible  for  more  than  a  third  of  the 
1 .8  million  pink  slips  handed  out  in  the 
first  1 1  months  of  2001,  according  to  out- 
placement firm  Challenger,  Gray  &  Christmas. 
Is  this  enough? 

Take  Intel.  In  early  December  the  chip- 
maker  told  analysts  to  expect  its  fourth-quar- 


$710 


$659 


Cisco  Systems 

revenue  per  employee 
(annualized  in  thousands) 


FY200Z 


ter  revenue  to  be  between  $6.7  billion  ar 
$6.9  billion,  giving  Intel  an  annual  rate  c 
$26  billion.  In  its  third  quarter  Intel  re- 
ported 86,200  employees  worldwide,  do 
from  90,200  at  the  end  of  March.  But  th. 
last  time  Intel's  annual  revenue  hit  the  $. 
billion  mark  was  at  the  end  of  fiscal  199} 
when  the  company  had  64,500  employee 

Ditto  for  Cisco.  Revenue  for  the  netwo 
ing-gear  maker  averaged  $4.5  billion  a  qua 
for  the  three  quarters  through  October,  me 
ing  Cisco  has  been  taking  in  dollars  no  fast 
than  it  did  in  the  middle  of  its  fiscal  year  2C 
Although  it  closed  its  last  quarter  with  37,5 
employees,  Cisco  had  a  mere  26, 100  at  the 
end  of  its  second  quarter  in  fiscal  2000. 

Publicly,  tech  executives  say  they  are  nc 
planning  more  layoffs  unless  the  economy 
deteriorates  still  fiirther.  Privately,  they  ma; 
be  contemplating  more  drastic  action.  Cis4 
John  Chambers  says  he  wants  to  push  up 
revenue  per  employee  from  the  current 
$470,000  to  at  least  $700,000— and  even  i 
$1  million.  There  are  two  ways  to  do  that 
Move  more  goods  or  remove  more  people 
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WE'RE  PUMPED 


SAVING  THE  DAY  FOR  A 

NATIONAL  GLASS  MANUFACTURER 

FACED  WITH  A  LOCAL  FUEL  SHORTAGE 

BY  TAPPING  OUR 

NATIONWIDE 

HRnsS-COMMODITY  NETWORK 


When  a  glass  manufacturer 
loses,  gas  flow,  it's  more  than 
just  a  production  delay.  Fires 
go  out.  Glass  solidifies  in 
furnaces.  Expensive  equipment 
is  scrapped.  Serious  stuff. 
So  when  an  unseasonable 
cold  front  squeezed  local 
gas  supplies,  a  major  glass 
manufacturer  called  Dynegy 
for  a  backup  fuel  supply. 
We  took  the  search  nation- 
wide accessing  our  cross- 
commodity  asset  and 
trading  network  to  make 
ready  a  reliable  propane  supply, 
then  arranged  transportation. 
Saving  the  day  is  a  habit 
of  ourS:  Another  reason 
why  Dynegy  is  a  leading, 
global  provider  of  energy  and 
commimications  solutions. 
If  you  hke  people  with 
creativity,  market  savvy 
and  an  eye  for  opportunity, 
get  to  know  Dynegy.  s 


www.  dynegy.  com; 
877-4-DYNEGY 


Dynegy 

Your  Sucpess.  Our  Passion! 
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A  taxinff  Strategy: 
Robert  Tisch  and  Wellington  Mara. 


First  Down,  $1.8  Million  to  Go 

The  New  York  Giants  football  team  is  disputing  an  Internal  Rev- 
enue Service  claim  that  it  owes  $1.8  million  in  federal  income 
taxes  and  penalties  for  1996  and  1997.  In  court  papers  the  feds 
say  the  club,  co-owned  by  Wellington  Mara  and  Robert  Tisch, 
underpaid  taxes  on  $4.7  million  received  from  expansion  teams 
in  Charlotte  and  Jacksonville.  The  club  isn't  fighting  disal- 
lowance of  $527,000  in  deductions  for  such  categories  as 
"employees'  skybox,"  "press  luncheons"  and  "tickets  to  sport- 
ing events."  For  those  two  years  the  team  reported  a  total  of  $11 
million  in  pretax  ordinary  income. — Janet  Novack  and  W.P.B. 

All  in  the  Family 

in  2000  once-famous  swindler  John  Peter  Galanis  vanished 
from  a  New  York  work-release  program  as  FORBES  was  telling 
how,  while  serving  a  27-year  sentence,  he  apparently  had  helped 
run  son  Jason's  credit-card  business — a  prison  no-no  (Sept.  18, 


2000).  Finally  nabbed  in  Mexico  in  Octobe 
extradited  home  under  guard,  Galanis,  58, 
more  time  behind  bars.  Now,  another 
Derek,  has  pleaded  not  guilty  to  Calif( 
charges  that  he  and  21  others  set  up  a 
lab — using  one  of  his  brother's  businesse 
front.  — Bernard  Co 

May  Be  Easier  to  Learn  Pas' 

In  a  recent  response  to  a  rather  critical  go- 
ment  audit,  the  U.S.  Defense  Department  i 
this  stunning  admission:  It  plans  to  buy  $3' 
lion  of  weapons  systems  that  use  "incomp. 
data  formats"  and  can't  operate  effect 
together.  But  not  to  worry,  the  Pentagon  s.i 
"standing  joint  task  force"  will  be  create 
deal  with  the  "challenge."      — Tomas  Kl 

Don't  Get  Mad,  Get  Even 

Shane  Atchison,  head  of  Seattle  Web  designer  Zaaz,  arrived 
a  colleague  at  Hilton's  DoubleTree  Club  hotel  in  Houstoi 
a.m.  one  day  in  November  to  find  their  guaranteed  reser\  .n 
unhonored  and  a  surly  night  clerk  who  blamed  them  for  coi 
so  late.  So  Atchison  coauthored  a  biting,  funny,  17-slide  Pi  > 
Point  presentation  entitled  "Yours  Is  a  Very  Bad  Hotel 
e-mailed  it  to  hotel  officials — plus,  thanks  to  pass-alongs, 
sands  of  his  associates  and  his  associates'  associates  ant! 
associates.  Scrambling  to  conduct  damage  control,  top  H 
brass  have  offered  apologies  and  free  rooms. — RiShawn  Bi 

Government-Ordered  Cover-Up! 

The  official  instructions  with  IRS  Form  1 120-L,  tax  retun 
life  insurance  companies,  say  that  in  some  instances  the  fin 
question  should  "pencil  in"  figures  on  line  2  and  use  thei 
compute  gross  income  for  a  supplemental  schedule.  The  c 
pany  is  then  directed  to  "erase  the  numbers  penciled  in." — 


During  the  past  few  years  numerous  public  companies  have  generated  funds  by  unloading 


significant  art  collections  assembled  over  time.  Here's  a  sampling. 

COMPANY 

CBS 

Conseco 
Hercules 
IBM 

MGM  Grand 

Reader's  Digest  Association 
Sara  Lee 
7-Eleven 


-Brandon  Copple 

AMOUNT  ($MIL) 


DESCRIPTION 

37  works,  includiiig  a  drip  painting  by  Jackson  PoDock  S 1 0 

58-piece  French  Baroque  art  collection  3 

modern  American  paintings,  including  a  Norman  Rockwell  1 

numerous  works,  including  a  Grant  Wood  self-portrait  3 1 

1 1  paintings  housed  in  a  Las  Vegas  resort  gallery  124 

37  paintings,  including  a  Cezanne  and  a  Monet  93 
nearly  40  paintings  and  sculptures  by  Matisse,  Degas  and  others      35 ' 

photography  collection  4 


'l-stimated  value  of  tax  deductK>n  for  donation  to  Art  Institute  of  Chicago. 
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Look  who's  breaking  through  the  pack  in  the  IT  world. 


For  the  second  consecutive  year,  Ernst  &  Young  has  been  chosen  in 
InformationWeek's  top  500.  In  fact,  gold  citations  for  the  'Technology 
Strategy'  and  'Business  Practices'  categories  have  marked  our  entry 
into  the  top  one  hundred  and  placed  us  first  among  the  Big  Five. 
Imagine  how  our  innovative  IT  initiatives  enable  us  to  deliver 
better  business  solutions  for  you.  It's  time  to  click  together. 
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Enron  Fallout 


WHEN  WE  WROTE  ABOUT  CALPINE 
Corp.  a  year  ago,  the  San  Jose-based 
power  producer's  stock  was  trading  at 
$47  despite  the  California  energy 
crisis.  But  it  hasn't  been  able  to 
withstand  the  collateral  damage  re- 
sulting from  the  Enron  collapse  in 
November.  Investors  are  taking  a 
second  look  at  Calpine's  ambitious 
plan  to  build  and  buy  new  plants. 
After  a  New  York  Times  report  com- 
paring the  company's  "opaque"  fi- 
nancial statements  with  Enron's 
and  a  Morgan  Stanley  analyst's 
downgrading  of  Calpine's  stock  to 
neutral  from  strong  buy,  Calpine 
shares  have  fallen  to  a  recent  $16. 
The  road  ahead  for  Calpine  could 
be  rough.  Over  the  next  18  months 


Flashbacks 


80  YEARS  AGO  IN  FORBES/FEBRUARY  IB,  1922 

Overworked  and  Underpaid  It  Is  better,  it  is  safer  to  be  underpaid 

than  overpaid.  The  streets  today  are  full  of  unfortunates  who  became  overpaid  when 
everything  was  booming.  When  the  collapse  came,  among  the  first  to  be  dropped  were 
those  who  had  jockeyed  their  employers  into  paying  them  more  than  the  employers  felt 
they  were  really  worth. 

25  YEARS  AGO  IN  FORBES/NOVEMBER  15,  1977 

The  More  Things  Change  Brooks  Brothers  seemed  out  of  it  during  the 

days  of  wide  ties,  wide  lapels,  leisure  suits,  jumpsuits,  flare-legged  trousers.  But  it  wasn't 
really  says  David  Waters,  chief  executive  of  Garfinckel,  Brooks  Bros.,  Miller  &  Rhoads. 
For  example,  it  did  offer  one  or  two  leisure  suits— "done  in  the  context  of  what  was  right  for 
its  customers. .  .  .  Now  that  the  fashion  trend  has  come  back  to  traditional  conservative 
clothing,  Brooks'  sales  curve  is  escalating  even  more.  It's  a  great  company  to  have." 
In  November  Italian  entrepreneur  Claudio  Del  Vecchio  bought  Brooks  Brothers  from 
Marks  &  Spencer. 

20  YEARS  AGO  IN  FORBES/FEBRUARY  I,  1982 

Radio  Days  The  comeback  of  local  radio  is  old 

news.  What's  new  is  that  network  radio  has  risen  from  the 
dead  as  the  local  station's  friend.  Over  at  Amway  Corp.- 
owned  Mutual  Broadcasting  System,  the  network's 
hottest  property  since  the  heyday  of  The  Shadow  is  fast- 
talking  Larry  King,  who  hosts  an  all-night  nationwide  talk 
and  call-in  radio  show.  His  head  framed  by  a  pair  of  yellow 
headphones,  King  holds  court  in  a  studio  outside  Wash- 
ington, D.C.,  with  a  laconic  wit  that  draws  as  many  as  3.5 
million  listeners  to  his  midnight-to-5:30-a.m.  show.  He  greets  callers  with  a  "Detroit, 
Michigan,  hello"  and  promptly  cuts  off  meandering  speakers  with  "Rather  than  a  speech, 
let's  ask  a  question"  or  "Gotta  go." 


it  will  need  $3.9  billion  to  finish  c 
struction  projects,  refinance  debt 
support  its  trading  business.  Calpine 
have  to  dip  into  cash  reserves  to  fund 
billion  of  that  amount  or,  in  a  worst 
scenario,  leverage  its  gas  reserves.  It 
also  have  to  renegotiate  a  lucrative  k 
term  contract  with  the  inept  goveriiii 
of  California,  which  in  desperation 
spring  paid  too  much.  Peter  Cartw  ri 
Calpine  founder  and  chief  executive, 
called  the  comparison  with  En 
"ridiculous,"  and  Robert  Kelly,  prcsit 
of  Calpine's  financial  subsidiary,  in. 
liquidity  is  not  a  problem. — Rob  Wh 

MAY  3.  1999 

Sinking  Ship 

IN  OUR  SPOTLIGHT  ON  HOW 
federal  government  subsidized  consti 
tion  of  luxury  cruise  liners,  we  explai 
that  the  Maritime  Administration 
guaranteeing  up  to  $1.1  billion  in  loar 
American  Classic  Voyages.  Controllec 
billionaire  Sam  Zell,  the  company  l 
the  loans  to  build  two  huge  ships 
October  the  floating  pork  barrel  fin 
sank.  Zell's  company  filed  for  banki  up 
blaming  the  falloff  in  business  after  8 
11,  though  it  had  been  bleeding  red 
long  before  the  terrorist  attacks.  Am 
its  liabilities:  $211  million  owed  to 
government.  — Seth  Lid 

DECEMBER  10.  2001 


Disconnect 


TWO  ISSULS  AGO  WE  EXPLORED  A  THEC 
that  AT&T  drove  At  Home,  a  broadb; 
Internet  provider  it  controlled,  to  ba 
ruptcy  as  a  way  to  get  assets  on  the  chi 
Bondholders  pointed  to  the  lowbal 
$307  million,  that  AT&T  had  submittet 
the  bankruptcy  court  to  buy  At  Hon 
subsidiary,  ExciteAtHome.  But  in  e. 
December  AT&T  withdrew  its  bid 
appears  it  was  scared  away  by  thrt 
from  At  Home  creditors  to  cut  off  ser^ 
to  more  than  half  of  AT&T's  1.4  mil 
cable  customers.  — Carleen  Hi, 
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Turn  your  back 
on  time 


The  Tohnson  Family  s 


DIAMOND 
CELLAR 

Sawmill  Road  &  Easton  Fashion  District 
1-800-222-6642 


Reverse 

With  its  pure 
Art  Deco 
teatures, 
unchanged 
since  1931 ,  the 
Reverse  has  a 
unique  identity,  Especially 
when  we  add  the  final 
touch  by  engraving  your 
initials  on  its  pivoting 
cose.  We  invite  you 
to  turn  your  bock  on 
time  OS  elegantly 
as  you  toce  it, 

»Jaeger-leCoultrp» 


_QUJFRONT 


On  My  Mind 


The  Antitobacco  Jihad 

Switching  to  low-tar  cigs  makes  a  difference— contrary  to  the  National  Cancer  Institut 


What  do  the  folks  at  the  National  Cancer  Institute  have  in  com- 
mon with  Nancy  Reagan?  They  both  believe  in  the  "just  say  no" 
approach  to  public  health. 

Just  as  Mrs.  Reagan  v^as  unable  to  tell  teenagers  that  it  was 
better  to  have  sex  with  a  condom  than  without,  or  to  smoke  pot 
instead  of  crack,  the  NCI  people  cannot  bring  themselves  to  admit 
to  smokers  that  it  is  better  to  light 
up  a  Carlton  than  a  Marlboro. 

The  new  NCI  monograph  on 
cigarettes  low  in  tar  and  nicotine 
led  to  headlines  like  "The  Low 
Tar  Myth."  It  claims  that  light  or 
low-tar  cigarettes  are  no  safer 
than  regular  cigs.  Well,  the  NCl's 
claims  are  false  and  misleading;  if 
a  private  company  made  scien- 
tific claims  with  equally  faulty 
backing  it  would  be  prosecuted. 

Let's  be  clear.  Smoking  kills.  It 
is  much  better  to  quit  than  to 
switch  to  a  low-tar  brand.  And 
the  risk  reduction  from  switching 
to  a  cigarette  with  half  as  much 
tar  and  nicotine  is  less  than  50%, 
partly  because  some  people  draw 
harder  when  they  have  a  light  cig- 
arette, or  oversmoke,  and  partly 
because,  as  with  the  federal  man- 
dates on  mileage  efficiency  for 
cars,  products  perform  better  on 
the  test  than  in  real  life. 

But  when  the  NCI  implies  that  there  is  no  difference  between 
cigarettes,  it  is  not  telling  the  truth.  There  is  a  real  benefit  to  be 
had  by  switching  to  cigarettes  low — or  better  yet,  ultralow — in 
tar.  Consider  the  recent  work  of  Sir  Richard  DoU  and  Sir  Richard 
Peto,  two  widely  respected  epidemiologists.  It  was  Doll's  work 
50  years  ago  that  helped  establish  the  link  between  lung  cancer 
and  cigarettes;  indeed,  before  the  study  he  suspected  that  the  rise 
in  lung  cancer  was  due  to  auto  exhaust. 

Despite  the  fact  that  cigarette  consumption  in  British  male 
smokers  aged  35  to  54  has  increased  slighdy,  Doll  and  Peto  show 
a  23%  drop  over  the  last  30  years  in  kmg  cancer  rates  among  this 
group.  These  are  the  smokers  who,  because  of  their  age,  most  ben- 
efited ft-om  the  50%  drop  in  British  tar  levels  in  recent  decades.  In 
another  study,  Peto  shows  that  the  rate  of  heart  attacks  was  10% 
higher  in  medium-tar  than  in  low-tar  cigarette  smokers. 


JEREMY  BULQW 

ECONOMICS  PROFESSOR,  STANFORD  BUSINESS  SCHOOL 
CHIEF  FCONOMIST,  FFOERAI  TRAIM  (  (^mmissIOV,  1408-2001 


"Let's  be  clear.  Smoking  kills.  But  when  the 
NCI  implies  there  is  no  difference  between 
cigarettes,  it  is  not  telling  the  truth." 


A  recent  NCI-sponsored  epidemiological  study  corn 
rates  these  results.  It  shows  that,  even  after  adjusting  for  a 
smoking,  a  reduction  of  50%  in  the  tar  and  nicotine  level 
cigarette  leads  to  a  25%  reduction  in  toxins  received.  Curio 
the  accompanying  NCI  editorial  described  the  reduct 
as  "not  meaningfuL" 

When  an  organization 
claims  smoking  kills  400,000  | 
pie  a  year  says  a  25%  reductio 
toxins  is  not  meaningful,  it  m 
you  wonder  whether  we  she 
be  entrusting  issues  of  pu 
health  to  these  people.  Ind^ 
the  co-scientific  editor  of  the 
monograph  came  to  the  oppt 
conclusion  in  a  report  that  he 
others  submitted  to  the  Amer 
Medical  Association  in  1' 
They  argued  that  the  governn 
should  mandate  reduced  nico 
in  cigarettes  as  a  way  of  helj; 
people  quit.  They  also  do' 
played  the  risks  of  oversmoki 
What's  going  on?  The  po 
cal  agenda  here  is  zero  tolera 
The  NCI  report  lays  the  grou 
work  for  more  lawsuits  aga 
companies  that  sell  light  ci 
rettes.  By  driving  light  cigare 
off  the  market,  the  antitoba 


people  will  ultimately  force  consumers  to  either  quit  or  switc 
regulars.  Those  who  quit  will  benefit,  and  those  who  switci 
regulars — well,  they're  being  treated  as  necessary  casualtie 
the  antitobacco  jihad. 

Three  years  ago  the  Federal  Trade  Commission  was  lobbit ' 
abandon  its  rating  system  for  tar  and  nicotine  content  penc 
the  development  of  an  improved  system  by  Health  &  Hun 
Services.  Did  these  petitioners  really  want  a  better  rating  sysl 
or  were  they  just  hoping  to  eliminate  all  ratings?  Wisely,  the 
said  that  it  would  eagerly  await  the  HHS  improvements  but  \vc 
continue  with  the  current  system.  The  FTC  is  still  waiting. 

The  campaign  against  tobacco  is  having  some  unintended  i. 
sequences.  The  huge  price  increases  generated  by  tort  settlemt 
have  pushed  more  smokers  into  higher  tar  and  nicotine  cigaret 
to  get  more  of  a  kick  for  a  buck.  The  NCI  is  pushing  more  pec 
in  that  direction — and  surely  some  into  their  graves. 
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uniy  bncsson  lets  you 

grow 

your  network 

any  way  you  want 


Ericsson  has  the  industry-wide 
insight  and  resources  to  give 
you  true  freedom  in  developing 
your  business. 
Offering  you  customized  solutions 
that  allow  your  network  to 
develop  as  markets  demand. 
We  provide  solutions  and  integrate 
systems  across  all  standards, 
to  ensure  a  network  is  the  best  in 
its  class.  Another  reason  why 
the  world's  most  powerful 
telecommunication  companies,  like 
Cingular  Wireless,  Deutsche 
Telekom  and  NTT  DoCoMo,  Inc., 
choose  Ericsson.  Again  and  again. 

www.ericsson.com 

ERICSSON  ^ 


Ibrbes 
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How  ENRON  concealed  losses,  inflated  earnings— and  h 
secret  deals  from  the  authorities.  Are  criminal  charges  nex 

BY  DANIEL  FISHER 


Shdl 


\jame 


NRON  CORP.'S  SPECTACULAR  COLLAPSE  MAY  HAVE 
shocked  employees  and  investors,  who  lost  tens  of 
billions  of  doUars.  Could  it  have  been  a  surprise  to  its 
top  executives  or  its  auditors,  Arthur  Andersen?  The 
complex  side  bets  and  partnerships  Enron  used  left  it  extremely 
vulnerable  to  a  drop  in  its  stock  price,  its  bond  rating  or  the  value 
of  fiber-optic  lines.  The  plunge  of  all  three  doomed  the  company. 

This  much  is  apparent  from  some  internal  company  documents 
leaked  to  FORBES:  As  early  as  March  2001  the  elaborate  netv^ork  of 
external  partnerships  Enron  used  to  hedge  against  declining  val- 
ues of  its  assets  was  starting  to  melt  down.  Even  as  former  chief  ex- 
ecutive Jeffrey  Skilling  and  Chafrman  Kenneth  Lay  were  selling  mil- 
lions of  dollars'  worth  of  shares  last  spring,  an  army  of  lawyers  and 
accountants  was  shuttling  money  among  partnerships  to  forestall 
disaster.  They  couldn't.  Finally,  in  November,  Lay  admitted  Enron 
had  taken  $710  million  in  losses  to  unwind  the  partnerships. 

Enron  refrises  to  discuss  the  workings  of  these  parmerships,  be- 
yond the  scanty  disclosures  in  the  recent  10-Q  filed  with  the  Secu- 
rities &  Exchange  Commission.  But  documents  laying  out  how 
some  of  the  parmerships  worked  show  an  ingenious  structure  de- 
signed by  Enron's  former  chief  financial  officer,  Andrew  Fastow. 
The  idea  was  to  use  the  value  of  Enron's  rising  stock  price  to  fi- 


nance a  welter  of  corporations  that  magically  turned  balance-si 
losses  into  gains  on  Enron's  income  statement.  One  round  of  p 
nerships  formed  last  year  hedged  nearly  $2  billion  in  Enron  as; 

The  partnerships  were  originally  designed  to  comply  with  i 
ulation  140  of  the  Financial  Accounting  Standards  Board.  The : 
lets  companies  move  financial  assets  off  thefr  balance  sheets  if  t 
are  put  into  entities  that  are  completely  out  of  the  control  of 
parent  company.  But  Enron  skirted  the  law  by  having  the  p. 
nerships  issue  put  options— -obligations  to  buy  something  in  the 
ture  at  a  specified  price — on  assets  that  were  still  on  Enron's  bo« 

"It's  like  somebody  sat  down  with  the  rules  and  said, 
can  we  get  around  them?'"  says  Douglas  Carmichael,  an 
counting  professor  at  Baruch  College  in  Manhattan.  "They  str 
tured  these  things  to  comply  with  the  letter  of  the  law  but  tot 
violated  the  spirit." 

Only  Enron  knows  how  many  such  partnerships  exist,  d 
Coale,  an  analyst  with  Prudential  Securities  in  Houston,  has  id 
tified  over  3,000  subsidiaries  and  partnerships,  many  of  them  i 
balance-sheet  entities.  Several  were  designed  to  "monetize" 
sets — sell  them  to  a  party  unlikely  to  question  the  value  Enron 
on  them.  Some  deals  require  a  complete  suspension  of  disbelii 

In  June  2000,  for  example,  Enron  sold  $100  million  wortl 
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_iijiron  

"dark  fiber,"  or  fiber-optic  cables  without 
the  electronic  gear  necessary  to  transmit 
digitized  information.  The  "buyer"  was  a 
partnership  run  by  Fastow  called  LJM2  (the 
acronym  reportedly  comes  firom  the  ini- 
tials of  his  wife  and  children),  set  up  in 
1999  to  trade  assets  with  Enron.  On  that 
deal,  Enron  booked  a  $67  million  profit,  a 
significant  piece  of  the  $318  million  gross 
profit  the  company  reported  tor  the  broad- 
band business  in  2000.  LJM2  later  sold  $40 
million  of  the  dark  fiber  to  what  Enron 
refers  to  as  "industry  participants,"  and  the 
remainder  to  another  Enron-related  part- 
nership for  $113  million  in  December. 
What's  curious  is  that  the  value  of  the  fiber 
ostensibly  increased  53%  between  lune  and 
December — during  the  same  time  that,  in 


open  markets  at  least,  the  value  of  dark 
fiber  plunged  by  67%.  LJM2  reaped  a  $2.4 
million  profit  from  the  fiber  trade,  con- 
tributing to  the  $30  million  of  undisclosed 
gains  the  LJM  partnerships  delivered  to  Fas- 
tow,  according  to  Enron. 

Shouldn't  Enron's  top  management  or 
its  auditors  have  sought  the  identity  of  the 
buyers  who  so  overpaid  for  the  fiber  asset? 
One  wonders.  And  where,  by  the  way,  was 
all  this  fiber?  That  $100  million,  say  a  fiber 
broker  and  an  industry  analyst,  would  have 
bought  at  least  33,000  miles  of  single- 
strand  dark  fiber  in  June  2000 — enough  to 
string  up  three  nationwide  networks — and 
considerably  more  by  December.  Enron's 
entire  network,  presumably  consisting  of 
multiple  strands,  was  18,000  miles  at  the 
time,  with  much  of  that  fiber  leased. 

The  deal  went  undisclosed  at  a  time 
when  Skilling  and  Lay  were  talking  up  the 
great  prospects  for  Enron's  broadband  busi- 
ness. There's  something  else  they  negleaed 
to  mention.  Enron  provided  what  its  cur- 


rent 10-Q  calls  "credit  support"  to  the  ulti- 
mate buyer,  guaranteeing  the  debt.  But  if  the 
partnership  defaulted,  Enron  was  on  the 
hook  for  $61  million  of  the  $67  million  it 
booked  as  profits.  Former  employees  say 
Enron's  broadband  business  consisted 
largely  of  such  questionable  deals.  To  win  a 
$20  million  broadband  services  contract 
from  Rice  University  in  Houston,  for  exam- 
ple, Enron  donated  $5  million  to  the  school, 
and  Ken  Lay* s  personal  foundation  kicked  in 
anotlier  $3  million.  Unreported  was  the  fact 
that  Rice  dropped  the  contract  soon  after. 

The  fiber  deal  finally  came  to  light 
more  than  a  year  after  it  closed — in 
Enron's  10-Q  for  the  third  quarter  of  2001. 
Some  of  the  most  exotic  deals  remain  hid- 
den in  the  fdes  at  Enron  and  its  co-in- 


vestors, files  that  disclose  a  welter  of 
Delaware  partnerships  that  Fastow  formed 
in  2000  among  Enron,  LJM2  and  the  so- 
called  Raptor  partnerships,  which  included 
trusts,  limited  liability  corporations  and 
other  entities  through  which  cash,  stock 
and  derivatives  cascaded. 

Code-named  afl:er  Southwestern  ani- 
mals, these  "special-purpose  entities" 
were  curious  beasts  indeed.  One  of  them. 
Bobcat,  was  capitalized  with  6.3  million 
shares  of  Enron  stock  whose  value  was 
protected  by  a  six-month  put  option, 
expiring  in  mid-March  of  2001,  which 
Bobcat  bought  from  Enron.  The  put 
obligated  Enron  to  buy  its  shares  back  at 
$68  each.  Bobcat  in  turn  sold  puts  back  to 
Enron,  protecting  it  from  declines  in  the 
value  of  various  assets. 

One  of  the  weirdest  aspects  of  these 
fancy  derivatives:  When  an  asset  declined  in 
value,  Enron  was  sometimes  able  to  avoid 
booking  the  paper  loss  on  the  asset  at  the 
same  time  that  it  immediately  counted  the 


payout  on  the  protective  put  as  inc( 
Pure  alchemy:  Bad  investments  bee 
profits  on  the  income  statement. 

Wlien  Enron  was  trading  at  $80,  Be 
and  its  cubmates  worked  like  magic, 
losses  on  derivatives  sold  to  Enron  werel 
set  by  an  increase  in  the  value  of  their  Eil 
stock.  But  as  Enron  shares  fell  below  $(l 
mid-March  200 1 ,  Raptor  deals  started  t' 
apart.  While  Enron  declines  to  commei 
what  happened  next,  present  and  for 
employees  describe  a  mad  scramble  a; 
company  tried  to  keep  the  elaborate  st 
ture  Fastow  created.  Solvent  partners 
had  to  prop  up  failing  ones,  while  Enrol 
ecutives  continued  to  bail  out  of  their 
ployer's  stock.  Enron  ultimately  was  fo 
to  admit  that  Fastow's  safety  net  had  fa 


Dec  2:  Enron 
goes  bankrupt. 

I  , 


Nov.  28:  Merger 
with  Dynegy  fails. 


12/13/ 

The  $532  million  in  hedging  gains  ge 
ated  by  the  Raptors  was  wiped  out  by  3 
million  in  losses  created  by  their  coUap 

At  what  point  did  Enron's  top  ex< 
tives  realize  Fastow's  edifice  was  crumbl 
SEC  attorneys  are  surely  trying  to  find 

Pleading  ignorance,  as  Andersen 
before  Congress,  may  not  work.  Ma 
data  about  falling  values  for  internatic 
power  plants  and  dark  fiber  was  rea 
available  throughout  the  period  Enron 
ecutives  were  reporting  inflated  values 
selling  some  $  1  billion  in  stock.  That  t 
of  information  can  be  used  to  establish 
insiders  sold  stock  knowing  it  was  o' 
valued,  says  Jacob  Frenkel,  a  defense  lav 
with  Smith,  Gambrell  &  Russell  in  Wi 
ington,  D.C.  and  a  former  SEC  enforcen 
attorney.  "If  you  intentionally  choose  tc 
ignorant,"  he  says,  "that  can  satisf)^ 
question  of  criminal  intent." 


With  additional  reporting  by  Lynn  Cook 
Rob  WJwrry. 


"DiaJjmg^SJiM  KlarcliloJle^ 


Enron's  rise  to  the  top  of  the  energy  industry  wasn't  quite  as  dramatic  as  its  sudden  plunge  into  bankruptcy. 
>100     Enron's  stock  price   ^ 


AQ 


:Q2 


June  2000:  Sells 
$100  million  of  fiber 
to  off-balance-sheet 
entity.  Insiders  step 
up  stock  sales. 


Jan.  22,  2001: 
Reports  annual  net 
income  rises  32%; 
broadband  business 
loses  $60  million. 


July  12:  As  second- 
quarter  net  jumps 
40%,  broadband 
losses  actually 
reach  $102  million. 

I 


Aug.  14:  Skilling 
resigns.  "Our  growth 
prospects  have  never 
been  better,"  says 
Chairman  Ken  Lay. 


Oct.  18:  Enron 
restates  earnings 
for  the  past  4.5 
years  because  of 
partnership  losses. 


rrn-r  i  :  s  i  ;  ^  t*' i  i  m "i  r'"^ — •  m  :  i  '  ■  i  i  i  i  iii" 
3/3/00         Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 
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»  If  ever  there  was  a  time  to  get 
an  our  energy  from  one  source, 
this  isn't  it. 


^GY:  WHAT'S  EMERGING    >    The  estimates  are  hair-raising.  By  2020,  the  U.S.  will  need 
=  more  electricity.  And  it's  the  little  things  that  are  killing  us:  Your  home  PC 
:ks  up  half  as  much  energy  as  your  refrigerator.  Clearly,  no  one  fuel  can  answer 
i  demand.  Hence,  Exelon's  diversified  energy  portfolio.  We're  generating  nuclear 
?rgy  more  efficiently  than  ever.  We're  working  on  solar  power.  And  early  in  2002, 
'11  be  the  East's  largest  marketer  of  wind  energy.  Because  there's  no  solution 
the  energy  problem.  There  are  several.  >   More  at  exeloncorp.com 


CLEAR 


FOSSIL 


HYDRO 


WIND 


so  LAR 


CONSERVATION 


Exelon 

Welcome  change 


Lb  mmm  erck  &  co.  earned 
^^^B  a  sterling  reputation 
^V^H  as  a  research  power- 
I^B  ^V^H  house  by  developing 
I  ^^^V  |H  breakthrough  med- 
I  ications  for  the  heart. 

I  WM  In   the   1980s  and 

)0s  it  unleashed  an  arsenal  of  powerful 
w  drugs  to  reduce  cholesterol  and 
/er  high  blood  pressure.  Thousands  of 
jple  are  living  longer,  and  Merck  has 
ped  bUlions  in  profits. 
But  much  of  the  Merck  franchise  is 
appearing.  In  six  months  it  could  lose 
billion  in  annual  sales  as  five  aging 
igs  likely  lose  the  last  of  their  patent 
)tection  from  cheap  generics.  Another 
ossal  hit  comes  in  four  years,  when  the 
bQlion-a-year  cholesterol  drug  Zocor 
es  exclusivity. 

Merck's  faltering  grov^th  has  driven  its 
ires  down  38%  in  the  past  year;  the  stun- 
ig  disclosure  last  month  that  profits 
n't  grow  at  all  in  the  coming  year 
ocked  12%  off  the  stock  price  in  two 
^s.  Once  the  world's  biggest  drugmaker, 
:h  2001  drug  sales  of  $21  billion  (its 
rck-Medco  prescription  benefit  arm 
Is  another  $26  billion),  Merck  now  trails 
zer  and  GlaxoSmithKline. 

But  Merck  Chief  Executive  Raymond 
martin  insists  his  company  wQl  return 
glory.  He  is  taking  a  giant  gamble  on 

last  big  frontier  in  medicine:  the 
lin.  Alzheimer's  disease,  stroke,  Parkin- 
I's  and  schizophrenia  afflict  millions 


and  have  long  puzzled  scientists.  Recent 
advances  in  gene  research  have  opened 
up  tantalizing  hints  about  their  causes. 
Merck's  researchers  are  now  pushing  to 
translate  these  lab  findings  into  real- 
world  treatments. 

Merck  will  spend  nearly  $400  million 
of  its  $1  billion  basic  science  budget  on 
brain  research  this  year,  up  tenfold  from 
five  years  ago.  It  now  has  800  researchers 
in  this  heU-bent  pursuit,  up  from  200  in 
1996.  Almost  half  of  the  40  major  drugs 
now  in  preclinical  stages  of  testing  target 
the  brain;  five  years  ago  only  a  few  did. 

"To  remain  dominant  in  the  future, 
we  need  to  dominate  the  central  nervous 
system,"  says  research  chief  Edward  Scol- 
nick.  "It's  a  huge  bet,  but  we  have  always 
made  huge  bets."  Adds  Gilmartin:  "I  have 
no  doubt  about  our  strategy,  because 
we've  got  the  goods." 

The  first  potential  big  winner  is  an 
antidepressant  that  would  create  the  first 
major  new  class  of  antidepressants  in  15 
years.  Objective:  eliminate  sexual  dys- 
function and  other  side  effects  that  mar 
mainstays  Prozac,  Zoloft  and  Paxil.  The 
drug  could  reach  the  market  in  three 
years.  Not  far  behind  is  a  breakthrough 
antianxiety  pill  that  promises  to  be  as  po- 
tent as  Valium  without  being  as  addictive 
or  sleep-inducing;  it  is  now  in  the  second 
of  three  required  stages  of  human  test- 
ing. Other  programs  target  nausea,  obe- 
sity, schizophrenia,  Alzheimer's  and  mild 
age-related  memory  loss. 


But  diverting  Merck's  focus  from  the 
heart  to  the  brain  exposes  it  to  some  seri- 
ous new  risks.  It  has  little  experience  in 
this  medical  realm.  Its  lone  brain  drug, 
the  migraine  headache  medication  Max- 
alt,  generates  less  than  $300  million  in 
sales.  By  contrast,  Pfizer  and  Glaxo- 
SmithKline each  sells  more  than  $4  bil- 
lion of  brain  drugs  annually,  thanks  to 
blockbusters  like  Pfizer's  Zoloft  and 
GlaxoSmithKline's  Imitrex  for  migraines. 

Proving  a  drug's  effect  on  the  brain  is  a 
far  more  subjective  and  complicated  busi- 
ness than  testmg  blood-pressure  drugs,  and 
Merck  has  little  experience  in  brain-drug 
trials.  Its  naivete  showed  three  years  ago 
when  it  tried  to  push  the  new  antidepres- 
sant into  large-scale  human  testing  quickly, 
only  to  be  delayed  for  years  when  a  key  trial 
produced  less-than-definitive  results. 

If  Merck  succeeds,  it  will  be  in  large 
part  because  of  the  dogged  efforts  of  a 
cadre  of  researchers  at  a  distant  outpost 
in  Terlings  Park,  England.  The  300-per- 
son  lab,  Merck's  first  stab  at  neuroscience, 
was  founded  in  1984,  when  brain 
research  was  still  an  immature  field. 
Mired  for  more  than  a  decade  in  studying 
the  basic  biology  of  the  brain,  it  remained 
a  backwater  until  a  few  years  ago. 

The  brain  is  the  most  complicated 
organ  in  the  body,  an  electrochemical 
engine  of  epic  dimensions.  It  contains  a 
hundred  billion  neurons,  each  of  which 
has  thousands  of  intertwined  branches. 
Brain  cells  communicate  through  a  com- 


Rrain 

A  cascade  of  expiring  patents  will  wipe  out 

Mercic's  storied  franchise  of  heart  drugs. 
To  survive,  it  is  waging  a  bold  attacic  on  the 
ailments  of  another  organ. 


BY  ROBERT  LANGRETH 
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MERCK 


Changing  of  the  laboratory  guard: 
longtime  research  chief  Edward 
Scolnick  and  new  gun  Peter  S.  Kim. 


"To  remain  dominant  in  tiie 
future,  we  need  to  dominate  the 
central  nervous  system. 
It's  a  huge  bet,  but  Merck 
has  always  made  huge  bets. 
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plex  electrochemical  cascade  that  involves 
numerous  neurotransmitters  relaying 
messages  among  cells  via  hundreds  of 
highly  specialized  receptors.  For  years  the 
main  approach  to  brain  disorders  has 
been  to  try  blocking  or  stimulating  recep- 
tors with  blunderbuss  chemicals.  Until 
recendy  it  has  been  all  too  difficult  to  teU 


which  receptors  do  what,  making  drug 
development  a  guessing  game. 

But  thanks  to  new  genetic  data,  the 
researchers  at  Terlings  Park  have  gradu- 
ally begun  to  identify  and  locate  subtle 
variations  among  receptors,  enabling 
them  to  develop  drugs  to  target  them  far 
more  precisely. 


The  MK-869  molecule:  Merck  needs  it  tcl 
show  great  results  in  fighting  depression  | 
and  severe  nausea  from  chemotherapy. 

One  obscure  neurotransmitter  t 
spent  years  studying  was  a  mysteri^ 
chemical  that  had  been  discovered  in  1 
in  horses.  It  is  known  only  as  substanc 
apparently  so  named  because  it  dries  i 
a  powder.  It  has  been  thought  to  be 
volved  in  everything  from  arthritis 
asthma.  Since  substance  P  is  activatec 
response  to  noxious  stimuli,  scientists  Ic 
thought  it  might  be  a  central  messen 
for  pain.  But  substance-P-blocking  dr 
proved  mostly  ineffective  as  painkilL 
making  the  neurotransmitter's  real  p 
pose  more  mysterious  than  ever. 

Collaborating  with  colleagues  in 
U.S.  in  the  mid-1990s,  die  Terlings  Park 
searchers  were  the  first  to  show  that  si 
stance  P  might  play  a  role  in  depress 
when  they  noticed  how  guinea  pigs  cr 
out  in  alarm  when  substance  P-like  co 
pounds  were  injected  into  their  brai 
When  they  then  gave  the  animals  a  co 
pound  that  blocked  substance  P,  they  fou 
that  it  also  blocked  the  distress  response 

By  late  1996  Merck  began  human  te 
of  its  leading  compound,  called  MK-869 
depressed  patients.  It  could  become  the  f 
totally  new  type  of  antidepressant  sir 
Prozac  debuted  in  1987.  Blocking  substai 
P  triggers  a  molecular  chain  reaction  tl 
boosts  levels  of  the  neurotransmitter  se 
tonin  but  seems  to  do  so  much  more  seL 
tively  than  Prozac  and  its  sister  drugs 

MK-869  works  on  only  those  areas  of 
brain  involved  in  emotion  while  stayi 
away  fi^om  the  brain's  sex-drive  centers.  I 
suits  so  far  in  hundreds  of  patients  sh 
that  the  compound  can  cure  the  blues  wii 
out  dampening  libido  or  the  ability  to  ej 
ulate,  side  effects  of  Prozac  and  the  like  t 
cause  they  indiscriminately  boost  serotor 
in  the  brain.  A  second  major  role  for  su 
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'ice  P  is  in  stimulating  another  mental 
ady,  nausea.  Merck  is  in  final-stage  tests 
/IK-869  as  a  potent  antinausea  drug  for 
mothcrapy  patients. 
Next  up  in  Terlings  Park's  pipeline  is 
ntianxiety  drug  that  may  have  the 
i:!s  of  Valium  without  the  accompa- 
l;  ^Irowsiness,  temporary  memory  loss 
habit-forming  effects.  Valium  causes 
!  effects  because  it  indiscriminately  as- 
Its  the  brain,  dampening  receptors  that 
trol  everything  from  anxiety  and  sleep 
notor  skills.  The  Terlings  Park  lab  spent 
'jcade  pinpointing  all  the  receptors  Val- 
'1  binds  to  and  determining  which  ones 
>to  the  side  effects  and  which  caused 
f  benefits.  The  new  drug,  now  in  sec- 
il-stage  testing  on  hundreds  of  patients, 
"cks  only  the  receptors  involved  in  fear 
1  anxiety  without  making  patients  feel 
I  py  or  logy. 

li  These  days  brain  research  is  going  on 
i'irtually  every  Merck  lab  around  the 
rid.  In  1999  it  opened  a  new  neuro- 
■nce  research  center  in  San  Diego, 
lusing  on  novel  ways  to  treat  schizo- 
l  enia.  The  target:  a  neurotransmitter 
ed  glutamate  and  its  receptors,  which 
[function  in  the  forebrain  of  psychotic 
ients.  In  Rahway,  N.J.  Merck  is  in  ini- 
human  testing  of  drugs  that  aim  to 
n  off  excessive  hunger  signals  in  the 
ins  of  obese  people.  The  hope  is  that 
h  drugs  would  have  little  effect  on  thin 
)ple,  thus  discouraging  wider  use  by 
ients  who  don't  need  it. 
The  biggest  prize  lies  in  a  treatment 
Alzheimer's  disease,  which  afflicts 
lillion  Americans.  Its  causes  were  long 
cnown,  but  increasing  circumstantial 
Jence  points  to  a  toxic  protein  called 
yloid  peptide,  which  builds  up  into 
ques  and  slowly  chokes  off  brain  cells. 
In  recent  years  scientists  at  Merck  and 
jwhere  have  identified  enzymes 
olved  in  producing  amyloid  peptide, 
rck  is  now  racing  to  devise  the  first 
igs  that  gum  up  the  enzymes  and  slow 
mation  of  the  deadly  amyloid  peptide 
I  plaques.  Such  drugs  could  transform 
heimer's  into  a  controllable  malady,  so 
t  patients  might  be  able  to  live  years 
ger  without  suffering  its  full  symp- 
is.  "In  the  future,  Alzheimer's  disease 
1  be  treated  the  way  heart  disease  is 


today,"  predicts  molecular  biologist 
S.  Kim,  whom  Scolnick  hired  from 
February  to  succeed  him  in  a  year  or  so. 

Kim  has  already  had  a  big  impact:  In 
November  he  lured  star  neurologist  Den 
nis  W.  Choi  from  Washington  University, 
in  St.  Louis  to  help  shepherd  Merck's  brain 
drugs  through  human  trials.  Kim  also 
masterminded  Merck's  purchase  of  ge- 
nomics hothouse  Rosetta  Inpharmatics  for 
$540  million  last  year.  Rosetta  employs  as- 
trophysicists and  computer  scientists  who 
use  software  to  analyze  complex  genetic 
patterns  from  DNA  chips  to  understand 
how  drugs  affect  the  brain  and  other  or- 
gans. The  hope  is  that  such  data  will  allow 
Merck  to  gain  an  early  read  on  how  its 
drugs  are  working  and  thus  accelerate  the 
years-long  clinical  trial  process. 

But  Merck  faces  heavy  competition  in 
almost  every  area  of  brain  research,  espe- 
cially from  Pfizer,  which  has  been  work- 
ing on  substance  P  blockers  for  depres- 
sion and  new,  safer  antianxiety  drugs.  It 
isn't  at  all  clear  that  Merck's  brain  drugs 
will  come  soon  enough,  and  be  successful 
enough,  to  make  up  for  the  expiration  of 
the  Zocor  patent. 

Realizing  that  internal  research  alone 
isn't  enough,  Scolnick  has  appointed  for- 
mer basic  research  head  Bennett  Shapiro 
to  beef  up  Merck's  efforts  to  license  new 
drugs.  Gilmartin  also  has  formed  a  joint 
venture  with  Schering-Plough  to  produce 
a  combo  cholesterol  pill  blending  Zocor 
with  another  agent;  it  would  have  patent 
protection  until  2013. 

But  some  say  nothing  short  of  a 
megamerger  with  Eli  Lilly  or  another  big 
firm  will  do.  "I  don't  see  how  Merck  can 
prosper  without  a  major  merger,"  says 
HKS  analyst  Hemant  Shah. 

Merck  insists  it  will  go  it  alone,  but  it 
is  running  out  of  vv'iggle  room.  The  com- 
pany probably  needs  to  add  four  or  five 
hot  sellers  in  the  next  few  years  to  sur- 
vive Zocor's  passing.  The  bold  bet  on 
brain  science  has  produced  two  likely 
candidates,  but  the  rest  of  the 
Merck  empire  must  provide  a 
few  more.  If  Merck  endures 
a  big  setback,  it  could 
find  itself  on  the  los 
ing  end  of  the  next 
merger  wave.  F 


Tick  A  .  Tick . . .  Tick 

/  Exclusivity  for  $975  million 
hypertension  drug  VASOTEC  expires. 

NOVEMBER  2000 

Merck  shares  touch  alltime  high  of 
$96  on  strong  sales  of 
VIOXX  for  arthritis. 

APRIL  2001 

Patent  for  heartburn  drug  PEPCID 
expires  ($775  million  sales). 

JUNE  200i 
Merck  issues  rare  earnings  warning, 
as  VIOXX  sales  slow.  Stock 
declines  9%  to  $68. 

DECEMBER  2001 

Merck  warns  it  expects  flat  profits 

for  2002.  Shares  fall 
12%  to  $58,  a  new  52-week  low. 

Patent  protection  lost  for  $425 
million  cholesterol  drug  MEVACOR. 

EARLY  2002 
PRILOSEC,  for  heartburn,  likely  to 

lose  exclusivity.  Merck  books 
32%  of  Prilosec's  nearly  $4  billion 
U.S.  sales  in  pact  with  AstraZeneca. 

JUNE  2002 

$965  million  hypertension  drug 
PRINIVIL  loses  patent  protection. 

2003-2005 
New  depression  and  anxiety  drugs 
could  hit  market. 

2005-2006 
$7  billion  ZOCOR  cholesterol  drug 
goes  off-patent. 


Jlanuary  7,  2002  59 


HARLEY-DAVIDSON 


COMPANY  OF  THE  YEAR 


rlnfo 


BY  JONATHAN  FAHEY 

MOTORCYCLES  ARE  SIMPLE.  NO  DOORS.  NO  ROOR  NO  BUMPERS.  WHEN  IT'S  COLD, 
you're  cold.  When  it  rains,  you're  wet.  And  after  a  long  ride,  whether  you  have 
traveled  a  stretch  of  road  that  takes  your  breath  away  with  its  beauty  or  almost 
kills  you,  you  have  been  through  something  profound  with  your  bike,  and  you 
fall  in  love  with  it.  The  love  is  evident  at  rallies  that  draw  half  a  million  riders  to 
stand  around  and  gawk  at  their  machines.  It  is  evident  in  the  tears  bikers  shed 
after  finishing  cross-country  trips.  And  it  is  evident  in  the  performance  of  the 
Harley- Davidson  Motorcycle  Co.,  the  FORBES  Company  of  the  Year. 

In  a  disastrous  year  for  hundreds  of  companies,  Harley 's  estimated  2001  sales 
grew  15%  to  $3.3  billion  and  earnings  grew  26%  to  $435  million.  Its  shares  were 
up  40%  in  2001,  while  the  S&P  dropped  15%.  Recessions  don't  faze  this  profit 
machine.  Harley  grew  right  through  the  last  one,  too.  In  fact,  since  Harley's  ini- 
tial public  offering  in  1986,  the  company  has  put  up  37%  average  annual  earn- 
ings growth.  Investors  who  went  looking  for  tech  sizzle  and  cover-boy  chief  exec- 
utives would  have  done  better  with  hogs.  Since  Harley  went  public,  its  shares 
have  risen  15,000%.  Intel?  A  mere  7,200%  since  1986.  GE?  A  paltry  1,056%. 

All  this  from  a  company  founded  a  century  ago,  making  a  product  that 
hasn't  fundamentally  changed  since  then:  an  internal  combustion  engine 
bolted  between  two  rubber  tires.  Harley-Davidson  turns  love  into  money  by 
leveraging  that  history,  meticulously  designing  bikes  that  recall  machines  built 
decades  ago,  even  as  engines  and  components  are  updated  and  transformed. 
The  bikes,  designed  and  marketed  by  employees  crazy  about  riding,  are  seduc- 
tive. And  Harley  gives  bikers  every  chance  to  swoon,  with  a  640,000-member 
owners  group,  a  720-page  parts-and-accessories  catalog,  and  everything  from 
blue  jeans  to  pickup  trucks  with  the  Harley-Davidson  name  on  it. 

Harley's  success  has  forced  its  chief  executive,  Jefifrey  Bleustein,  into  conjur- 
ing threats  to  the  firm's  dominance.  At  the  company's  annual  employee  meet- 
ing in  November  at  its  headquarters  in  Milwaukee,  he  warned  employees 
against  his  twin  fears,  complacency  and  arrogance:  "We  have  to  pretend  ten 
fiery  demons  are  chasing  us  at  all  times." 

A  mighty  task,  even  for  a  company  that  caters  to  Hells  Angels.  At  a  time 
when  automakers  are  whacking  at  their  profit  margins  with  zero-percent 
financing,  Harley  sells  every  bike  it  makes  and  dealers  often  charge  $2,000  to 
$4,000  above  the  sticker  price. 

But  Harley  faces  some  very  real  demons.  The  median  age  of  a  Harley  buyer 


larley- 
Davidson 
stirs  passion 
in  its  riders, 
its  dealers 
and  its 
employees, 
and 

translates 
that  passion 
into  profit. 


60     FORBES-  lanuarv  7,  2m2 


\ 

1 

PHOTOGRAPH  BY  ERIK  BUTLER  FOR  FORBES  ! 

|i 


FORBES"  January  7,  2002  61 


HARLEY-DAVIDSON 


The  Road  Is  Long 


1903  First 
bike  built 
by  William 
Harley  and 
Arthur 
Davidson. 


1918  Almost  half  of  all  Harleys  go  to 
the  war  effort.  Corporal  Roy  Holtz,  the 
first  American  to  enter  Germany  after 
the  Armistice,  is  on  a  Harley. 


is  46,  up  from  37  in  1990.  If  Bleu.stein  can't  stop  that  annual 
creep,  Harley  owners  will  be  in  wheelchairs  by  2020 — and  not 
from  crashing  their  bikes.  It  is  slowly  losing  market  share 
because  its  production  capacity  isn't  growing  as  fast  as  new  rid- 
ers are  buying  motorcycles.  Competitors  like  Honda,  Yamaha, 
Suzuki  and  Kawasaki  are  siphoning  off  leftover  business,  build- 
ing handsome  and  solid  Harley  look-alikes.  And  new  entrants 
such  as  Polaris  and  Cannondale  are  angling  for  a  piece  of 
Harley's  profits.  The  stock  reflects  some  serious  expectations, 
trading  at  39  times  2001  earnings. 

But  Bleustein,  a  26-year  veteran  who 
has  survived  two  near-collapses  of  the  com- 
pany, is  fanatical  about  making  sure  this  en- 
gine lasts  another  century.  He  is  pushing 
Harley  into  places  it  has  never  gone,  creat- 
ing new  generations  of  bogheads  with  its 
first  small,  cheap  bike  in  more  than  20  years 
and  grabbing  riders  from  rival  brands  and 
abroad  with  a  radical  new  motorcycle,  the 
V-Rod,  that  is  Harley's  biggest  break  from 
tradition  in  65  years. 

A  600-pound  piece  of  jewelry  made 
of  chrome  and  brushed  aluminum,  the 
$17,000  V-Rod  boasts  1  lOhp,  nearly  twice 
the  muscle  of  a  typical  hog.  Standing  still 
it  looks  like  it's  doing  lOOmph;  it  can 
actually  do  140.  Harley  sank  more  money 
into  developing  the  V-Rod  than  in  any 
other  project  in  the  company's  history  (it 
refuses  to  say  how  much).  It  was  designed 
to  appeal  to  two  audiences  Harley  has 
struggled  to  delight:  young,  hip  Ameri- 
cans who  would  rather  ride  a  sexy  Ducati, 
and  Europeans,  who  swoon  for  the  Teu- 
tonic oomph  of  BMWs. 

To  get  to  them,  the  company  teamed 
with  Porsche  to  build  a  liquid-cooled 
engine.  Liquid  cooling  allows  riders  to  rev 
a  little  higher  and  hotter  in  each  gear, 
boosting  acceleration.  It  doesn't  sound 
like  a  big  deal,  but  it  was  a  giant  step  for  a 
company  so  stubbornly  conservative  that 
it  has  made  only  air-cooled  engines  for 
100  years;  its  designers  just  couldn't  bear 
the  idea  of  hanging  a  radiator  on  the 
front  of  the  bike.  The  move  was  such  a 
shock  that  Motorcyclist  put  the  V-Rod  on 
its  October  2001  cover  with  the  headline 
"Cold  Day  ui  HeU." 

"The  V-Rod  is  a  signal  to  the  world 
that  the  iOOth  anniversary  for  Harley- 
Davidson  is  not  an  end  point,  it's  a 
milestone,"  Bleustein  says.  V-Rods  go 
on  sale  this  month.  Good  luck  finding 
one:  Dealers  in  San  Francisco,  Dubuque, 
Iowa,  Gainesville,  Fla.  and  Meredith, 
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1920  Hog  nickname  ' 
coined,  after  its  porcine 
racing-team  mascot. 

1947  Begins  selling 
what  will  become  the 
classic  black-leather 
motorcycle  jacket. 


1969  Easy  Rider 
makes  Harley  choppers  famous 
AMF  buys  the  company. 


1981  Thirteen  execs  complete 
$82  million  leveraged  buyout. 

1886  Goes  public  again. 

2003  250,000  riders  expected  in 
Milwaukee  at  lOOth  birthday  party. 


N.H.  all  say  their  allocations  are  spoken  for. 

The  V-Rod  is  the  first  of  a  new  family  of  bikes  that  rcpi 
Harley's  try  at  "high-performance"  motorcycles.  Harley 
243,000  bikes  a  year,  about  26%  of  the  U.S.  market,  and  al 
all  are  -big,  lumbering  machines.  About  half  are  what  Har 
most  famous  for — cruisers,  like  the  famous  Softail,  low,  1 
bikes  with  big  back  ends  that  cost  about  $  1 5,000.  About  30' 
touring  bikes,  plush,  $22,000  rides  for  grandpa,  with  fiber 
saddle  bags,  cruise  control  and  a  six-CD  changer.  The  rema 
20%  are  Sportsters,  Harley's  oldest, 
plest  model,  that  go  for  about  $8,00( 
Since  1978  all  of  Harley's  bikes 
been  big — more  than  650cc  of  en 
displacement.  But  in  1998  Harley 
pleted  its  acquisition  of  Buell,  a  tiny  i 
ufacturer  founded  by  former  Harley 
neer  Erik  Buell  that  it  had  been  fur 
since  1993.  Harley  unveiled  the  Bla 
2000.  Its  single  cylinder  displaces  4 
and  its  $4,400  price  tag  is  aime 
younger  riders  and  newcomers. 

The  Blast  weighs  just  360  pounds 
the  heft  of  a  hog.  The  turn  signals  I 
instead  of  breaking  off  if  the  bil 
dropped;  the  muffler  is  buried  unde 
frame  so  riders  won't  have  to  w 
about  searing  their  legs;  and  the 
height  is  adjustable  so  shorter  riders 
sit  comfortably.  Just  9%  of  Harley  ri 
are  women.  This  bike  could  win 
more  of  them. 

1        But  unless  you  have  a  friend 
rides,  it  isn't  easy  to  learn.  So  the  c 
pany  that  was  made  famous  by  ou 
gangs  of  bikers  is  reaching  out 
teaching  people  how  to  ride.  In  , 
the  company  launched  an  instruc 
program  called  Rider's  Edge, 
through  dealers.  Rookies  pay  $225  c 
for  a  25-hour  class. 

Students  are  taught  to  ride  on  a  I 
supplied  by  the  dealer,  how  to  ser 
their  bikes  in  a  Harley-Davidson  s 
and  how  to  pick  out  the  right  gear  by 
ing  on  Harley  helmets,  gloves  and 
jackets.  The  program  has  grov/n  tc 
dealers  in  23  states  and  graduated  3 
riders  last  year.  Forty-five  percent 
women.  Eighty-six  percent  buy  soi 
thing,  and  a  quarter  buy  a  Harley- Da 
son  or  a  Buell  within  three  mon 
"Going  into  a  Harley  dealership  car 
intimidating,"  says  Lara  Lee,  who  r 
the  program.  "We  give  them  a  home  t 
and  get  them  riding." 

Neither  Buell  nor  the  Rider's  1 
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HARLEY-DAVIDSON 

program  makes  money.  That's  not  the  point,  yet.  James  Ziemer, 
Harley's  chief  financial  officer,  .sees  both  programs  as  direct 
investments  in  Harley's  future.  "We  don't  need  new  customers 
today,  we  don't  need  them  tomorrow.  But  we  may  ten  years 
from  now,"  he  says. 

Dealers,  a  hard  bunch  to  please,  sound  thrilled.  "Harley  deal- 
erships are  filled  with  graybeards  and  bald  heads.  We  need  some 
young  blood  in  here,"  says  Thomiis  Perkins,  owner  of  Dudley 
Perkins  Harley- Davidson  in  San  Francisco. 

It  hasn't  always  been  so  smooth  for  Harley- Davidson.  The 
company  was  born  when  21 -year-old  William  Harley  and  20- 
year-old  Arthur  Davidson  put  together  a  motorcycle  in  a  10-by- 
15-foot  wooden  shed  in  1903.  But  the  Depression  almost  killed 
the  company,  along  with  most  every  other  of  the  100-plus 
American  motorcycle  companies.  Harley  sold  27,000  bikes  in 
1920;  in  1933  the  entire  U.S.  market  was  6,000.  But  in  1936  it 
unveiled  a  V-Twin  "knucklehead"  engine  that  would  set  land- 
speed  records  and  become  the  engine  Harley  is  known  for. 

After  an  ill-fated  foray  into  golf  carts  and  snowmobiles  in 
the  1960s,  the  company  soon  faced  its  first  Japanese  competition 
and  a  capital  crunch.  Fearing  a  hostile  takeover,  Harley  sold  out 
to  AMF  in  1969.  AMF  provided  cash,  but  expanded  capacity  too 
fast.  Quality  slipped  badly,  and  jokes  were  flying:  "What  do 
hound  dogs  and  Harleys  have  in  common?  They  both  spend  a 
lot  of  time  in  your  pickup  truck." 

Bleustein,  a  former  Yale  engineering  professor,  had  joined 
AMF  in  the  early  1970s  after  tiring  of  the  isolation  of  academia. 
In  September  1975  AMF  asked  him  to  run  Harley's  engineering 
department.  The  Harley  guys  bristled.  "There  was  little  love  lost 
between  the  division  and  the  parent,"  Bleustein  says. 

A  week  into  the  job  he  brought  home  his  first  bike,  a  brand- 
new  Sportster,  after  working  late  one  night.  He  parked  it  in  his 
garage  and  went  inside  to  bed.  The  next  morning,  he  walked  his 
wife,  Brenda,  out  to  the  garage  to  proudly  present  the  mythical 
machine.  A  pool  of  oil  had  collected  under  the  bike  and  was 
spreading  out  on  the  garage  floor. 

Bleustein  spent  the  next  eight  years  developing  an  engine, 
dubbed  "Evolution,"  that  would  put  an  end  to  the  leaks  and 
Harley's  quality  problems.  In  the  process, 
he  won  over  the  Harley  guys.  Nicknamed 
Dr.  Blue-sky  by  a  former  plant  manager 
for  his  cerebral  approach,  Bleustein,  an 
approachable,  unassuming  native  New 
Yorker,  fell  in  love  with  riding  motorcy- 
cles, and  with  Harley-Davidson.  "People 
have  to  feel  that  you're  into  Harley-David- 
son in  your  head  and  your  heart,"  he 
explains.  "Once  you  are  over  that  hump, 
you  are  embraced.  I  must  have  made  it 
over  that  hump." 

When  AMF  got  disenchanted  with  its 
leisure  businesses,  13  Harley  executives, 
including  Bleustein,  bought  the  company 
in  a  highly  leveraged  buyout — $80  of  debt 
for  every  buck  of  equity — in  February 
1981.  His  current  stake,  at  less  than  1%,  is 
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What  Makes  a  Hog  a  Ha 


HERITAGE 

New  Harleys  are  built  to  look  like  old 
ones.  Designers  hide  the  shocks  in 
Softails  to  make  them  look  like 
shockless,  pre-1957  Hardtails. 


2002  SOFTAIL  DEUCE 


Steep  and  Steady 

Harley  stock  has  outpaced  a  strong 
field  since  going  public  in  1986. 

$2  mil 


■90  '95  '01 

Source;  FT  Interactive  Data  via  FactSet  Research  Systems. 


worth  $40  million.  "Before  the  ink  had  dried  on  our  paper 
were  in  violation  of  most  of  our  loan  covenants,"  he  says. 

Citicorp,  Harley's  main  lender,  refused  to  lend  any  m 
money  in  1985.  On  New  Year's  Eve,  four  hours  before  a  n 
night  that  would  have  meant  Harli 
demise,  the  company  inked  a  deal  v 
Heller  Financial  that  kept  its  doors  op 
Seven  months  later,  amid  a  hot  mar 
for  new  stocks,  Harley-Davidson  w 
public  again. 

Harley  was  again  making  money, 
a  scarred  management  resisted  going 
off-the-charts  growth.  Ziemer,  the  cl 
financial  officer  (who  started  at  the  cc 
pany  in  1969  as  an  elevator  operator! 
it  more  bluntly:  "You  throw  cash  at  it, 
to  grow  too  fast,  you'd  destroy  this  thir 
Since  1986,  the  company  has  kept  prod 
tion  growth  to  13%  a  year — enough 
slowly  close  the  demand  gap,  but  nol 
much  that  quality  slips  or  the  bikes  j 
look  too  easy  to  get. 
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CHROME 

Harley  bike 
designers  say 
they're  making 
jewelry.  The 
more  glitter 
and  sparkle, 
the  better 


Potato-Potato 
Potato 

The  Harley  sound 
doesn't  just  happen. 


45-DEGREE  V-TWIN 

Harley  has  left  its  signature  60hp  engine 
exposed  for  all  to  ponder  since  1909. 


BILL  DAVIDSON  HAS  HEARD  A  LOT  ABOUT  HIS 
family's  motorcycles.  Then  he  heard  one 
perform  onstage.  Bill,  his  parents  and  his 
wife  went  to  a  Harley  rally  in  Surfer's  Par- 
adise, Australia  in  1998.  An  aboriginal  mu- 
sician playing  a  didgeridoo  had  stuck  a 
microphone  next  to  an  idling  Sportster's 
exhaust  pipes  as  his  bass  line. 

It  takes  a  lot  of  work  to  make  a 
Harley's  rumble— loosely  translated 
into  "potato-potato-potato"— pre- 
dictable enough  to  double  as  a 
musical  instrument.  The  com- 
pany has  a  25-person  Noise  Vi- 
bration Harshness  team  that  con- 
sults on  everything  from  fenders 
to  cam  shafts.  Every  tweak  to  new 
and  existing  models  is  tested  in  echo- 
free  chambers.  Robotic  arms  covered  in 
microphones  rotate  around  a  running  hog 
to  craft  a  sound  profile.  The  faintest 
whines  and  clicks  are  banished.  Fifteen- 
member  juries  make  the  final  call.  —J.F. 


Harley- Davidson  is  a  cult  brand  and  that  demands  a  certain 
lerence  to  traditions.  In  2000  Harley  balanced  the  engine  on 
Fat  Boy,  a  voluptuous,  670-pound  beast,  to  reduce  vibration, 
jt  the  vibration  couldn't  be  eUminated;  riders  would  revolt  if  it 
In't  feel  like  a  Harley.  So  instead  of  mounting  the  engine  on 
)ber  pads,  as  it  does  with  its  easy- riding  touring  bikes,  the 
npany  spent  two  years  developing  a  counterbalance  system 
;.t  leaves  some  vibration.  "We  changed  everything  without 
imging  a  thing,"  says  William  J.  Davidson,  a  great-grandson 
1  founder  and  the  company's  product-development  director. 
Still,  the  reception,  at  least  at  first,  was  prickly.  Clay  Wilwert, 
ose  family  has  owned  a  dealership  in  Dubuque  since  1959, 
d  some  of  his  best  customers  got  ornery  when  they  heard 
)ut  the  Fat  Boy's  new  engine.  "Right  away  some  said  'Awww, 
n't  going  to  like  that  new  motor,' "  Wilwert  says.  "But  guess 
at,  as  soon  as  they  rode  it,  they  loved  it.  They  said,  'Hey,  this 
eally  cool  that  it  doesn't  shake  my  hands  asleep.'" 
Harley  has  a  simple,  if  time-intensive,  way  of  keeping  up 
h  what  customers  want:  Half  of  the  8,000  employees  ride  a 
rley-Davidson.  Everyone,  including  Bleustein,  has  to  go 
ough  a  dealer  to  get  one,  if  only  to  see  what  the  customers' 
)erience  is  like.  Hundreds  also  hit  rallies  around  the  country 


for  their  own  fun.  They  pick  up  ideas  there,  seeing  riders  cus- 
tomize their  bikes  with  ape-hanger  handlebars,  chrome  throttles 
and  fiery  paint  jobs. 

Three  years  ago  the  company  started  selling  custom  bikes 
packed  with  accessories  at  $9,000  more  than  the  standard 
model.  The  profit  margin  on  these  $25,000  bikes  is  likely  40%, 
four  points  higher  than  on  a  typical  bike.  Harley  has  been  slap- 
ping its  brand  on  sweaters,  jerseys  and  even  women's  clothing 
since  1911. 

Harley's  appeal  straddles  class  boundaries,  stirring  the  hearts 
of  grease  monkeys  and  corporate  titans  alike.  Malcolm  Forbes, 
the  late  owner  of  this  magazine,  was  pivotal  in  introducing 
Harleys  to  the  business  elite  in  the  early  1980s.  L.  Dennis 
Kozlowski,  55,  the  chief  executive  of  Tyco  International,  has  been 
riding  Harleys  since  he  was  16.  He  owns  a  Softail,  a  Fat  Boy  and 
a  Road  King.  He  picks  one,  depending  on  his  mood,  and  heads 
out  early  most  weekend  mornings.  "When  you  are  riding  a 
Harley,  you  feel  like  you're  riding  something  substantial.  Other 
motorcycles  are  wimpy." 

Running  a  company  is  like  riding  a  motorcycle.  Go  too  slow, 
and  you  tip  over.  Go  too  fast,  and  you  crash.  At  the  moment, 
Harley  has  a  perfect  balance.  F 
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War 


Electronic 


I  RANK  C.  LANZA  SEEMED  TO  HAVE  PICKED  AN 
awful  time  to  start  a  defense  company.  It  was  1997 
and  the  government's  defense  budget  had  been 
down  for  a  decade.  A  wave  of  consolidation  had 
left  behind  a  handful  of  $10  billion-plus  behemoth 
contractors.  Domestic  concerns  were  the  order  of 
the  day.  And  the  brightest  engineers  were  off  to 
Silicon  Valley. 

But  Lanza — a  40-year  defense  industry  veteran 
and,  at  the  time,  a  Lockheed  Martin  executive — 
had  been  around  long  enough  to  understand  one 
truism.  "The  only  thing  we  were  sure  of  was  that 
there  was  going  to  be  a  defense  business,"  says 
Lanza,  now  70.  With  $525  million,  including 
financing  from  Lehman  Brothers,  he  bought  ten 
ailing  divisions  from  his  employer  and  formed  a 
new  company,  L-3  Communications.  The  Ls  stand 
for  Lanza,  Lockheed  and  Robert  LaPenta,  company 
cofounder  and  president.  (Lanza  sometimes 
includes  Lehman,  depending  on  his  audience. ) 
Sept.  1 1  proved  how  horribly  right  Lanza  was. 


Good  call:  Frank  Lanza  started  L-3 
just  before  demand  climbed 
for  black  boxes  and  spy  gadgets. 

BY  MICHAEL  FREEDMAN 

L-3's  products  are  used  in  reconnaissance,  surveillance 
communication  technology — precisely  what  was  neede 
Afghanistan.  There,  for  instance,  unmanned  Predator  aire 
flew  25,000  feet  over  Kandahar,  taking  infrared  and  radar  im 
of  enemy  movements  and  instaOations.  L-3  technology  digi 
compressed  those  videos  and  still  images,  encrypted  them 
government-controlled  algorithms  and  converted  them 
wireless  signals  sent  securely  via  satellite  to  command  p 
worldwide.  Almost  instantaneously  ground  troops  and  o 
manders  in  Saudi  Arabia  and  Florida  viewed  the  same  top  st 
pictures  to  plan  their  attack. 

The  military's  demand  for  this  type  of  technology  has  fl 
ished  even  as  government  defense  spending  stayed  flat  betv 
1997  and  2001.  Lanza  has  made  20  acquisitions  in  the  e-wai 
area,  targeting  struggling  electronics  and  aviation-technoi 
companies  or  divisions  of  large  ones.  He  pays  between  $30 
lion  and  $300  million.  The  result:  L-3's  sales  tripled  from 
million  in  1997  to  an  expected  $2.3  billion  this  year.  Earn 
will  grow  from  $12  million  to  an  expected  $115  million, 
since  the  company  went  public  in  mid- 1998  its  stock  has  n 
than  tripled  to  a  recent  $86,  a  rich  32  times  earnings,  valuing 
business  at  $3.4  billion. 

Lanza  is  capitalizing  on  the  dramatic  change  in  mili 
strategy  over  the  last  decade.  In  the  Cold  War  era  U.S.  policy 
built  around  massive  military  installations  in  Europe  and 
craft  carriers  in  the  Mediterranean.  In  the  post-Cold  War  era 
important  thing  is  linking  tanks,  bombers  and  command 
ters,  not  building  more  of  them. 

L-3  makes  hundreds  of  products  that  provide  linkage,  c 
trol  or  vision.  It  makes  things  like  Global  Positioning  Sys 
receivers  and  lightweight  high-resolution  screens  that  al 
commanders  to  watch  a  battle  scene.  L-3  also  makes  devices 
can  be  placed  in  remote  locations  or  on  aircraft  that  pick 
voice  and  data  signals  to  determine  the  enemy's  location.  "It 
a  lot  easier  to  find  where  the  enemy  was  in  Desert  Storm  tht 
is  to  find  where  the  Taliban  is  hiding  in  caves,"  Lanza  explai 

Related,  if  not  strictly  military,  electronic  objects  on 
product  roster:  black  box  data  recorders  for  airplanes  and  set 
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phones  of  the  sort  used  in  embassies  or  to  connect  President 
Bush  to  Russian  President  Vladimir  Putin. 

Lanza  started  in  the  defense  industry  in  1957,  working  at 
two  California  companies  until  1972,  when  Loral  chief  Bernard 
Schwartz  recruited  him  to  take  over  the  New  York  company's 
electronics  division.  Loral  at  the  time  was  a  struggling  $25  mil- 
lion business.  Lanza  rose  up  to  the  number  two  position,  earn- 
ing a  reputation  for  a  keen  understanding  of  technology — and  a 
tough  demeanor.  "There's  nothing  namby-pamby  about  Frank 
Lanza,"  says  Schwartz.  By  the  time  they  sold  Loral  to  Lockheed 
in  1996,  sales  had  hit  $7  billion.  Lanza  stayed  on  for  a  year  after 
the  acquisition  and  pocketed  $41  million  in  the  deal. 

Time  to  retire?  Not  quite  for  Lanza,  who  still  had  one 
achievement  missing  from  his  career:  running  his  own  company 
after  toiling  for  others  for  decades.  Today  his  office  is  in  the  same 
midtown  Manhattan  spot  where  he  sat  as  Loral  chief  operating 
officer.  Appropriately,  his  plan  for  L-3's  growth  mirrors  Loral's 
successful  strategy.  After  acquiring  companies,  often  unwanted 
stepchildren  of  giant  defense  contractors,  he  brings  in  his  own 
senior  executives,  often  poached  from  other  top  defense  compa- 
nies. They  get  the  finances  in  order  and  then  turn  around  to  sell 
the  products  either  back  to  the  giants  that  off-loaded  the  com- 
panies or  directly  to  the  government.  (Like  most  defense  firms, 
L-3  has  connections.  John  M.  Shalikashvili,  chairman  of  the 
Joint  Chiefs  of  Staff  during  the  Clinton  Administration,  sits  on 
L-3's  board,  for  example.) 

In  early  2000  Lanza  paid  $160  million  to  buy  Link  Simula- 
tion &  Training,  a  70-year-old  Texas  pioneer  in  the  flight-simu- 
lation business  that  languished  at  $17  billion  Raytheon.  Lanza 
brought  in  a  new  president  and  chief  financial  officer,  along  with 
some  new  contracts,  and  turned  Link  into  a  profitable  business. 


At  a  military  trade  show  in  Orlando  this  November,  L-3  she 
off  its  newest  flight  simulator — 53  feet  long  with  six  recoi: 
urable  helicopter  cockpits,  a  full  range  of  controls,  sounds  | 
even  seat  vibrations.  A  pair  of  goggles  worn  by  the  pilot  recre 
180-degree  views  of  any  landscape  and  depicts  simulated  im; 
of  1 ,000  different  situations,  including  deployment  of  mis; 
and  ground  troops. 

L-3's  battlefield  simulators  and  training  bring  in  $400  i 
lion  in  sales  each  year,  and  Lanza  expects  demand  to  increast 
15%  to  20%  annually.  In  the  Defense  Department's  rece 
released  quadrennial  review  of  the  military.  Defense  Secre' 
Donald  Rumsfeld  listed  batdefield  simulation  as  a  priority. 

Lanza  is  also  well  positioned  for  the  airport-security  busir 
His  bomb-scanning  devices  now  account  for  just  $25  millioi 
sales.  But  with  a  federal  mandate  for  airlines  to  install  such 
chines  at  450  U.S.  airports  by  2003,  it  could  become  a  $2  bil 
business.  He's  hit  a  snag  here,  though.  Federal  authorities  rece 
questioned  the  reliability  of  I,-3's  bomb-scanning  equipment 
commercial  airlines.  Lanza  says  the  technology  is  improving. 

Overall,  he  now  forecasts  sales  increases  of  at  least  20%  a ' 
in  each  of  the  next  five  years.  Half  will  come  from  acquisitic 
which  will  be  expensive — Lanza  is  not  the  only  defense  exec  \ 
gets  the  message  about  the  military's  future  needs.  Another  i 
son  for  caution  is  that  even  though  the  Defense  Departme 
2002  budget  includes  a  7.9%  increase  in  military  spending, 
largest  in  a  generation,  the  budget  for  procurement  and  resea 
and  development  spending  is  up  just  4%,  to  $109  billion. 

Lanza  always  seems  to  find  a  way  to  carve  out  his  business, 
has  not  missed  earnings  goals  in  25  years,  including  his  tim 
Loral.  If  he  continues  that  streak,  L-3  sales  would  hit  $5.7  billioi 
his  75th  birthday.  Maybe  then  Lanza  could  finally  call  it  quits. 


Not  Available  in  Stores 

The  simulators-and-training  business  produces  $400  million  in  sales  for  L-3.  The  government  calls  these  tools  "critical." 


■s,^M||U|p».         -^m^^.  ———————  . 
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\ST  APRIL,  WE  BROKE  GROUND  ON  THE  NEW  NISSAN  PLANT. 
JT  WE'VE  ALREADY  LAID  THE  FOUNDATION  FOR  MUCH  MORE. 


en  the  state  of  Mississippi  and  Nissan  joined  forces  it  wasn't  just  to  build  a  new  plant,  it  was  to  build  toward  a  bright  future.  Together, 
'ur  new,  leading-edge  facility  in  the  city  of  Canton  is  where  it  all  starts.  It  will  soon  have  the  capacity  to  assemble*  some  250,000 
ssan  full-size  trucks,  full-size  SUVs  and  our  next-generation  minivan.  All  to  meet  the  ever-increasing  demand  for  Nissan  products 
in  North  America.  And  to  infuse  the  local  economy  with  new  jobs  -  potentially  up  to  4,000.  And  as  if  that  weren't  enough,  this 
w  plant  will  spur  further  growth  in  and  around  the  state.  All  of  which  goes  to  show  that  this  new  facility  will  do  more  than  produce 
ncredible  products,  it'll  produce  an  incredible  amount  of  pride  in  all  of  us.  For  more  information,  visit  mississippiandnissan.com. 


'U.S.-Built  Nissans  consist  of  domestic  and  globally  sourced  parts.  Nissan  and  the  Nissan  Logo  are  Nissan  trademarks.  ©2001  Nissan  North  America,  Inc. 


OMNICOM  I  COMPANY  TO  WATCH 


OMNICOM  GROUP  CHIEF  EXECUTIVE  JOHN  WREN 
frowns  at  a  billboard-size  chart  in  his  office  on 
Madison  Avenue.  On  it  are  the  company's  50 
largest  clients,  from  PepsiCo  fo  Clorox,  along  with 
every  segment  of  the  communications  business 
that  Omnicom  manages  for  them — and  those  that 
it  doesn't.  "We  don't  have  Visa's  directory  busi- 
ness," he  says  to  a  visitor,  squinting  at  the  chart.  "Wc  don't  do 
direct  response  for  Visa.  We  don't  handle  incentives  or  field  mar- 
keting for  them.  Why  not?" 

The  answer  to  that  question  could  be  worth  $4  billion  in 
billings  for  Omnicom.  Despite  a  recession  and  the  steepest  year- 
to-year  advertising  decline  since  the  1930s  (4.5%  from  2000  to 
2001),  Wren  is  determined  to  maintain  double-digit  annual  rev- 
enue grovv^h  and  the  company's  record  of  reeling  in  more  than  $4 
billion  in  new  billings  a  year.  He  thinks  he  can  do  that  by  per- 
suading big  clients  they  can  both  save  money  and  be  pampered  if 
they  move  their  accounts  to  Omnicom,  the  world's  third-largest 
communications  holding  company  (estimated  2001  revenues: 
$6.9  billion,  netting  $500  million). 

A  tough  bet  in  a  rotten  economy — especially  since  Sept.  1 1, 
which  clipped  Omnicom's  third-quarter  revenue  by  about  $80 
million — but  Wren  has  defied  the  forces  of  nature  before.  Not 
counting  business  brought  in  with  acquisitions,  Omnicom's 
agencies  have  scarfed  up  more  than  $1  billion  in  new  advertising 
volume  in  each  of  the  past  seven  quarters,  about  $  1 20  million  in 
revenues  per  quarter. 

Madison  Avenue  is  consolidating,  and  Wren  is  in  the  thick 
of  this  trend,  having  acquired  more  than  150  companies. 
Among  the  famous  old  names  wrapped  up  in  Omnicom:  Bat- 
ten Barton  Durstine  &  Osborne  and  Doyle  Dane  Bernbach. 
The  trick  is  getting  some  financial  discipline  at  purchased  agen- 
cies without  damaging  their  creative  talents.  Wren,  49,  seems  to 
have  the  knack.  An  accountant  by  training,  he  was  senior  vice 


com's  revenue,  compared  with  41%  at  Interpublic  Group. 

Wren  is  also  more  willing  than  his  counterparts  at  Interj 
lie  and  WPP  Group  to  gamble  short-term  profits  in  the  hopi 
gaining  long-term  client  loyalty.  In  late  2000  he  scored  Dain 
Chrysler's  $1.8  billion  advertising  account  in  part  by  lowe 
fees  for  200 1 ,  saving  the  client  at  least  $50  million,  in  exchang. 
a  lengthy  five-year  contract.  Wren  uses  a  separate  adverti 
agency,  a  unit  of  BBDO  Worldwide,  to  cater  to  the  auto  giant 
used  the  same  kid-glove  approach  with  PepsiCo  in  Septen 
after  it  handed  over  an  additional  $350  million  in  billings 
Quaker  Oats;  a  newly  created  unit  at  Omnicom  will  hai 
Gatorade,  Aquafina  and  hot  cereals.  Some  rivals  grouse  abou 
precedent  Wren  is  setting  to  appease  his  executives  and  demc 
ing  clients.  But  there  are  unexpected  admirers,  too.  "John  kn 
what  he  wants  to  get  done,  and  he  gets  it  done,"  says  Philip  G 
former  chairman  of  Interpublic. 

These  deals  are  all  the  sweeter  to  Wren  because  he  snatc 
them  from  Foote,  Cone  &  Belding,  an  ad  agency  he  once  ofii 
to  buy  because  of  its  ties  to  those  clients.  He  didn't  get  the  age 
which  was  acquired  by  Interpublic  last  year.  Still,  he  insists, " 
exactly  what  I  was  interested  in.  I  got  DaimlerChrysler.  I  got  Pi 
And  I'm  not  done.  I'll  get  more." 

He  probably  will.  The  recession  is  accelerating  the  nor 
churn  of  clients  who  haggle  over  fees.  Gillette's  Oral  B  left  Ir 
public's  Gotham  and  took  its  $100  million  business  to  BB 
Omnicom  is  vulnerable,  too.  In  the  second  quarter  General  ^ 
yanked  its  $90-million-a-year  business  from  DDB  Worldw 
BellSouth,  which  parks  part  of  its  $120  million  account  at  On 
com's  Merkley  Newman  Harty,  defected  to  Grey  Global  Groi 

Wren  is  a  lot  more  hands-on  than  his  predecessor, 
reserved  Bruce  Crawford,  and  makes  himself  available  to  sele^ 
accounts,  even  negotiating  some  deals.  He  justifies  the  medd 
because,  as  the  industry  cliche  goes,  it's  all  about  holding 
clients'  hands.  They  may  need  plenty  of  reassurance,  given 


What 

Advertising  DownfurnT 

While  his  rivals  writhe,  Omnicom's  John  Wren  thrives.  Here's  ho 

BY  MELANIE  WELLS 


president  of  finance  and  administration  at  the  ad  agency  then 
known  as  Needham  Harper  Worldwide,  which  formed  the 
basis  of  Omnicom  in  1986.  Long  before  competitors  caught  on, 
he  started  putting  Omnicom  into  less  glamorous  operations — 
direct-mail  marketing,  p.r.,  even,  most  recently,  a  company  that 
provides  crisis  management  and  executive-protection  ser- 
vices— to  provide  revenue  during  the  inevitable  dips  in  the  ad 
business.  Nonagency  business  now  makes  up  57%  of  Omni- 


transitions  are  looming  at  a  few  of  Wren's  largest  ad  agcnc 
Competitors  are  quick  to  point  out  that  Omnicom's  agen 
might  lose  cachet  when  creative  types  like  BBDO  Chief  Execu 
Allen  Rosenshine  retire  in  a  few  years. 

The  bean  counter  in  Wren  told  him  to  take  a  pass  on  bide 
for  Deutsch,  an  agency  with  $130  million  in  revenue  that  In 
public  acquired  for  $265  million  last  year.  "I  wouldn't  h 
offered  him  half  [that],"  he  scoffs.  If  Wren  opens  his  purse 
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it  will  be  for  "smallish"  companies  with  ties  to  existing 
ts,  such  as  the  recently  acquired  Promotion  Network  in  Dal- 
vhich  works  for  Gatorade.  Then  there's  Hollywood.  Wren 
s  pieces  of  talent  agencies  to  secure  a  first  look  at  entertain- 
it  properties  and  up-and-coming  celebrities  for  his  clients.  "I 
t  want  just  one  talent  agency;  I  want  four  of  the  five,"  he  says, 
/leantime,  he's  optimistic  about  an  upturn  in  the  second  half 
)02.  "Pharmaceutical  companies,  retailers  and  packaged- 


goods  companies  are  looking  at  the  marketplace  for  media  deals," 
Wrenn  says. 

Wall  Street  thinks  so,  too.  In  a  year  when  one  estimate  has  ad 
spending  up  2.4%,  Omnicom's  top  line  should  grow  12%,  says 
William  Blair  &  Co.'s  Troy  Mastin — versus  5%  for  WPP  and  zilch 
for  Interpublic.  That  upside  may  already  be  built  into  Omnicom's 
stock  price.  At  a  recent  $85.30,  it  is  trading  at  27  times  projected 
earnings.  F 
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STRATEGY,  STAMINA  &  GROWTH 


SThe  Best 


Companies 
In  America 

Who's  on  the  Platinum  400?  Companies 
that  are  better  than  their  competitors, 
with  outstanding  profitability  and  growth. 

The  quest  for  the  Forbes  Platinum  400 — the  Best  Big  Companies  in 
America — begins  by  scanning  a  universe  of  over  a  thousand  publicly 
traded  corporations,  all  with  revenues  of  at  least  $1  billion.  Assigned  to 
one  of  23  broad  industry  sectors,  each  company  is  then  scored  against  its 
industry  peers  on  profitability  (measured  by  return  on  capital)  and 
growth  (sales  and  earnings  per  share).  We  measure  these  values  for  the  most 
recent  year  and  for  the  past  five  years,  then  compile  a  composite  rank  for  each 
company.  This  composite  rank  and  each  firm's  projected  earnings  growth  help 
determine  the  400  finalists.  Firms  tainted  with  negative  news,  suddenly  poor  earn- 
ings prospects  or  bad  stock  market  performances  don't  make  the  final  cut. 

By  ranking  on  the  basis  of  both  long-term  and  short-term  results,  we  give 
some  leeway  to  companies  hurt  in  the  economic  downturn.  For  example,  latest 
12-month  earnings  declined  for  companies  like  Dell  Computer  and  Oracle  Sys- 
tems, but  both  made  this  year's  Platinum  400  because  of  their  strong  results  over 
the  previous  five  years  and  because,  in  our  final  analysis,  these  two  companies 
stacked  up  better  than  most  of  their  peers  in  the  downtrodden  computer  industry. 

Despite  difficult  times,  many  companies  are  still  standouts  in  their  sectors. 
Among  them:  Harley-Davidson,  our  Company  of  the  Year  (page  60).  This  leg- 
endary cyclemaker  has  a  five-year  return  on  capital  of  23%.  The  five-year  average 
sales  growth  of  defense  electronics  maker  L-3  (page  66)  is  an  impressive  55%,  the 
best  of  any  of  its  peers.  Omnicom  (page  70)  is  a  rare  advertising  powerhouse.  In 
this  tough  economic  environment  it  still  continues  to  rack  up  double-digit 
growth.  Its  five-year  return  on  capital  is  24%. 

The  chart  to  the  right  highlights  companies  in  each  of  our  23  sectors  with  out- 
standing five-year  earnings  growth — a  good  road  map  for  stock  picking.  For  more 
data  on  the  Platinum  400  as  v/eil  as  a  list  of  Platinum  400  stock  market  bargains, 
go  to  forbes.com/platinum400.  — Briatt  Zajac 
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The  Fast  Track 

THESE  23  PLATINUM  400  COMPANIES  HAVE 
posted  the  highest  earnings-per-share 
growth  rates  in  their  respective  industries. 
In  most  cases,  the  faster  the  growth  the 
higher  the  P/E  ratio— exactly  what  you  would 
expect.  But  there  are  some  exceptions 
(bottom  of  graph):  American  Eagle 
Outfitters,  American  Axle,  Arkansas  Best, 
Standard  Pacific  and  United  Stationers 
are  cheap  relative  to  their  growth  rates. 
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WasMitgtOR  Mutual 


13.1 


20.2 


8.3 


18.5 


32.1 


40.1 


18,015 


2,694 


35.9 


15.0 


Zions  Bancorp 


12.7 


13.6 


31.7 


10.4 


6.3 


96.9 


2,038 


284 


31.5 


14.0 


See  page  88  for  footnotes. 


AEROSPACE  &  DEFENSE 


Ripples  of  War 


Northrop  Grumman's  unmanned  Global  Hawk  spy  plane  is  keeping  close  tabs  on  the  Taliban  from 
65,000  feet  in  the  air.  Orders  for  more  of  the  $47  million  planes  are  on  the  way,  helping  to  fatten  the 
$1 1.5  billion  (sales)  company's  prospects  for  next  year.  All  told,  procurement  contracts  from  the 
Department  of  Defense  are  expected  to  grow  5%  a  year  over  the  next  five  years.  Pentagon 
strategists  are  asking  for  new  war  machines  that  are  stealthy,  remote,  high  tech  and  flex- 
ible, favoring  companies  like  communication-systems  maker  L-3  and  guided-missile 
manufacturer  Alliant  Techsystems. 

Lockheed  Martin,  the  country's  largest  arms  merchant,  got  a  head  start  on  the  windfall  in  October  by 
winning  the  30-year,  $200  billion  Joint  Strike  Fighter  program — the  largest  defense  contract  ever  awarded. 
But  on  the  civUian  side  things  couldn't  be  much  bleaker.  With  airlines  cutting  capacity  20%,  orders  for  new 
planes  have  frozen  and  backlogs  are  increasing;  Boeing's  deliveries  of  new  airliners  will  probably  hit  500  this 
year  but  are  expected  to  fall  40%  by  2003.  With  60%  of  its  $58  billion  revenues  in  the  commercial-airline  sec- 
tor, once-high-flying  Boeing  is  bracing  for  a  significant  loss  in  revenues  and  profits.  It  is  responding  by  lay- 
ing off  30,000  employees,  a  third  of  its  commercial-airline  work  force.  Plans  to  develop  its  superfast  Sonic 
Cruiser  are  on  hold.  Boeing's  saving  grace?  The  war  effort.  The  Air  Force  is  considering  leasing  up  to  100  of 
Boeing's  wide-bodied  767s,  at  $20  million  a  pop,  to  convert  into  fiael  tankers.  — David  Armstrong 
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1  January  300  milUen  Europeans  in  12  countries  will  wake  up  to  a  new  currencys 

'0.  The  euro  is  not  new:  it  has  been  used  in  electronic  transactions  and  by  banks  and 
ional  businesses  since  January  1999.  But  with  the  upconning  launch  of  euro  banknotes  and 
nyone  who  lives,  does  business  or  is  travelling  in  any  of  the  12  countries  will  benefit  from 
in  just  one  currency. 

Ire  are  seven  euro  banknote  denominations,  which  can  be  recognised  easily  by  their  look 
:  the  larger  the  banknote,  the  higher  the  value.  There  are  also  eight  denominations  of  euro 
3ch  having  a  common  side  and  a  national  side.  The  common  side  shows  the  value  of  the  coin. 
:i.onal  side  differs  from  country  to  country, 
will  be  able  to  use  all  euro  banknotes  and  coins,  in  each  of  the  participating  countries, 
January  when  -  for  the  first  time  in  the  history  of  Europe  -  12  currencies  will  make  way 
one:  the  euro,  www.euro.ecb.int 


1  >&0-' 

500 


The  countrres  sharing  the  euro. 
Austria,  Belgium,  Finland,  France, 
Germany,  Greece,  Ireland,  Italy, 
Lupeemtoourg,  the  Netbertands, 
Portugal  and  Spain. 


THE  BEST  BIG  COMPANIES 


COMPANY 

PROFITABILITY 
RETURN  ON  CAPITAL 

GROWTH 

SALES              EARNINGS  PER  SHARE 

SALES 

NET 
INCOME 

OPER 
MARGIN 

PROFIT 
MARGIN 

DE 
CAP 

5-year 
average 

% 

latest 
12  mo^ 

% 

5-year 
average 

% 

latest 

12  mos 

5-year 
average 

% 

latest 

12  mos 

% 

latest 
12  mos 

(SMIL) 

latest 
12  mos 

(SMIL) 

latest 
12  mos 

latest 
12  mos 
% 

lajjl 

Business  Services 


ABM  Indu 


Administatt 


14.6 


19.3 


15.3 


38.2 


30.4 


2002  est  P/E  29  ■ 


55.9 


7.8 


25.5 


1,930 


4,301 


17 


6.5 


0.9 


0.4 


Automatic  Data 


19.2 


19.3 


14.7 


79 


13.9 


9.6 


7.039 


948 


273 


13.5 


H&R  Block 


18.9 


16.6 


17.2 


14.7 


24.2 


34.5 


Cendant 


9.3 


15.8 


11.4 


42.7 


26.3 


D-P 


3^022 
6,810 


298 


30.0 


9.9 


875 


46.3 


12.8 


A' 
5C 


Cintas 


16.7 


16.5 


26.6 


12.0 


19.5 


12.1 


2,203 


228 


22.2 


10.4 


Concord  EFS 


25.6 


15.9 


60.6 


40.9 


40.5 


-1.3 


1,587 


186 


28.3 


11.7 


Convergys 


19.6 


10.6 


28.0 


11.9 


20.7^ 


-26.4 


2,312 


137 


23.3 


5.9 


DST  Systems 


10.3 


11.7 


25.2 


20.2 


17.4 


33.1 


1,593 


245 


277 


15.4 


Ecolab 


22.5 


22.3 


11.3 


6.6 


17.1 


8.9 


2,360 


207 


20.6 


8.8 


C 


Emcor  Group 


13.5 


14.0 


17.6 


3.2 


37.9^ 


179 


3,486 


47 


3.0 


1.4 


Equifax^ 


25.7 


172 


12.6 


72 


14.2 


-1.9 


1,992 


210 


20.3 


10.6 


6: 
25 


Express  Scripts 


19.7 


12.0 


70.1 


38.2 


NM 


12.1 


8,534 


111 


3.5 


1.3 


First  Data 


17.7 


18.6 


5.9 


8.7 


25.1^ 


-35.0 


6,160 


827 


34.1 


13.4 


3i 
1' 


Fiserv 


12.2 


13.4 


19.4 


14.7 


22.72 


177 


1,828 


199 


24.9 


10.9 


IMS  Health 


24.8 


96.6 


2.1 


-9.6 


25.6 


61.1 


1,339 


263 


37.9 


19.6 


Omnicom  Group 


23.9 


20.4 


23.1 


14.8 


23.3 


0.0 


6,721 


481 


171 


72 


5' 


Robert  Half  inti 


28.7 


21.3 


33.6 


3.3 


33.6 


-9.0 


2,648 


156 


11.8 


5.9 


SunGard  Data  Systems 


16.4 


16.8 


26.7 


15.2 


21.6 


16.1 


1,828 


243 


30.0 


13.3 


value  $2,723(MiL 


2002  est  P/E  19  • 


Avery  Dennison 

18.4 

16.6 

4.7 

-2.1 

14.5 

-9.5 

3,824 

253 

15.3 

6.6 

4( 

Canon 

7.8 

10.4 

3.9 

75 

10.3 

51.8 

23,494 

1,316 

15.3 

5.6 

Daisytek  International 

9.3 

5.3 

20.7 

1.1 

-12.6 

81.3 

1,167 

9 

2.4 

0.8 

3( 

Deluxe 

32.6^ 

52.9 

-8.7^ 

-2.9 

40.8^ 

-6.7 

1,260 

176 

28.9 

13.9 

Diebold 

16.6 

9.3 

12.4 

5.9 

9.4 

-38.9 

1,729 

85 

14.2 

4.9 

- 

HON  Industries 

18.8 

10.9 

19.1 

-5.5 

17.6 

-29.2 

1,885 

75 

12.3 

4.0 

1 

Lexmark  International 

37.7 

32.2 

12.6 

10.0 

44.5 

-10.6 

4,087 

292 

14.1 

71 

1, 

Herman  Miller 

40.5 

23.4 

10.8 

4.2 

31.6 

-23.2 

2,099 

105 

13.4 

5.0 

4( 

Minn  Mining  &  Mfg 

22.8 

18.9 

4.0 

-1.6 

6.1 

-23.5 

16,352 

1,450 

20.8 

8.9 

1: 

Pitney  Bowes 

14.7 

14.0 

2.6 

-2.0 

7.6 

-12.4 

4,010 

546 

26.5 

13.6 

4( 

United  Stationers 

12.8 

9.0 

16.7 

3.5 

71.5 

-34.6 

3,980 

63 

5.6 

1.6 

3( 

Wallace  Computer  Svcs 

8.1 

6.8 

15.8 

8.1 

-12.3 

136.4 

1,693 

53 

11.7 

3.1 

3( 

Capital  Goods 


Ametek 


AVX 


28.4 


19.2 


15.2 


-10.5 


t  2002  est  P/E  19  ■ 


21.0 


5.9 


-25.2 


1,040 


1,981 


72 


292 


■ 


177 


28.7 


6.9 


14.8 


■ 


j4! 
( 


Crane 


15.0 


12.9 


5.2 


4.8 


14.7 


-10.0 


1,571 


97 


15.8 


6.2 


2i 


Danaher 


16.4 


13.9 


21.2 


8.4 


14.1 


11.2 


3,896 


352 


19.6 


9.0 


Donaldson 


21.3 


20.5 


8.4 


0.0 


14.7 


13.2 


1,136 


78 


13.2 


6.9 


Dover 


25.5 


12.6 


5.7 


-79 


20.4 


-29.3 


4,854 


360 


13.6 


74 


Emerson  Electric 


16.2 


12.4 


7.1 


-0.4 


3.6 


-273 


15,480 


1,032 


19.3 


6.7 


2*. 
31 


Federal  Signal 


15.0 


11.5 


6.2 


Genlyte  Group 


16.3 


15.1 


21.0 


1.0 


0.5 


1.3 


-18.2 


1,099 


50 


11.9 


4.6 


33.7 


75 


1,003 


37 


12.2 


3.7 


J.; 

_li 
2i 

a: 
5: 


Illinois  Tool  Works 


17.6 


12.5 


19.9 


-1.1 


20.3 


-13.3 


9,831 


816 


179 


8.3 


Ingersolt-Rand 


13.5 


6.7 


8.0 


11.2 


19.3 


-65.3 


9,391 


252 


12.2 


2.7 


ITT  Industries 


32.1 


18.7 


-13.8 


-3.0 


NM 


8.4 


4,709 


281 


15.3 


6.0 


Oshkosh  Truck 


11.4 


12.4 


27.5 


9.2 


42.8^ 


-3.2 


1,445 


51 


8.8 


3.5 


Parker  Hannifin 


14.7 


9.7 


10.3 


6.6 


7.6 


-35.1 


5,970 


280 


13.1 


4.7 


PerkinElmer 


19.0 


10.3 


2.1 


-13.8 


16.8 


33.1 


1,431 


121 


172 


8.4 


Shaw  Group 


11.4 


11.2 


41.3 


101.8 


22.8 


48.2 


1,539 


61 


9.1 


4.0 


SPX 


9.4 


10.1 


7.6 


30.6 


12.2 


4.1 


3,518 


157 


16.3 


4.5 


Stewart  &  Stevenson 


4.3 


13.9 


-3.0 


271 


NM 


56.3 


1,400 


57 


4.9 


4.0 


Teleflex 


12.7 


12.9 


15.8 


9.7 


15.7 


73 


1,891 


115 


14.8 


6.1 


Tyco  International 


16.2 


20.5 


19.8 


24.6 


68.0^ 


-3.4 


36,048 


4,671 


275 


13.0 


See  page  88  for  footnotes. 
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Into  reality  TV?  piasma  Fiat  hdtv 


Want  real?  The  Panasonic  Plasma  Display  features  an  industry- best  3,000:1  contrast 
ratio  for  a  bright,  beautiful,  razor-sharp  picture.  And,  with  a  3.5"  thin,  hang-on-the-wall 
cabinet,  virtually  any  room  can  be  its  natural  habitat. 


www.panasonic.com 


Panasonic 


Be  sure  to  check  out  the  Plasma  Display  at  the  Panasonic  booth,  Jan.  8th- 1 1th,  2002. 


THE  BEST  BIG  COMPANIES 


COMPANY 

PROFITABILITY 
RETURN  ON  CAPITAL 

GROWTH 
SALES              EARNINGS  PER  SHARE 

SALES 

NET 
INCOME 

OPER 
MARGIN 

PROFIT 
MARGIN 

DEE 
CAPI 

5-year 
average 

latest 

12  mos 

° 

5-year 
average 

% 

latest 
12  mos 

5-year 
average 

latest 

12  mos 

latest 

12  mos 

(SMIL) 

latest 

12  mos 

(SMIL) 

latest 

12  mos 

latest 

12  mos 

late 

% 

Chemicals  |||| 

MEDIANS;  Market  value  $2,904(MiL} 

2002  est  P/E  18  • 

orm  estimated  EPS  growth  i  : 

Air  Prods  &  Chems 

8.6 

9.8 

6.8 

4.6 

NM 

308.8 

5,717 

513 

23.0 

9.0 

33 

Airgas 

5.3 

5.4 

12.9 

2.7 

NM 

13.0 

1,637 

36 

11.8 

2.2 

48 

Ashland 

10.2 

12.1 

-10.1 

-3.0 

12.1 

40.7 

7,719 

406 

3.5 

5.3 

40 

Cabot 

16.4 

9.8 

-2.0 

10.1 

NM 

-70.9 

1,670 

124 

17.8 

74 

25 

Cytec  Industries 

21.0 

16.9 

3.8 

-3.9 

19.0 

6.3 

1,431 

141 

16.5 

9.9 

32 

Engelhard 

X4.0 

lo.o 

lie 

1  9  D 

D,  /  Do 

9  n 

1  Q 

Ferro 

14.0 

10.4 

1.2 

1.2 

NM 

-33.5 

1,452 

50 

9.9 

3.4 

63 

IntI  Flavors  &  Frags 

17.1 

9.3 

NM 

279 

-9.1 

-40.3 

1,809 

88 

21.4 

4.9 

60 

Praxair 

10.3 

7  Q 

/.y 

7  A 

A  A 

/.U 

-33.2 

5,193 

319 

24.1 

6.1 

49 

Rohm  and  Haas 

12.9 

1.1. 

Xl.U 

-lo.o 

MM 
NM 

14.0 

5,976 

431 

18.0 

72 

34 

RPM 

7.1 

D.o 

-1  9 

-7  1 
/.X 

18.6 

1,988 

71 

13.4 

3.6 

51 

:  Sigtna-Aldrtch 

18.9 

1  /I  Q 

9  1 

1  R  d 
XO.H 

-50.4 

1,150 

138 

24.9 

12.0 

11 

'  Valspar 

15.9 

1  9  P 

1.C..O 

XD.3 

94  >ni 

MM 
nivi 

-45.0 

1,921 

52 

13.8 

2.7 

59 

,  Computer  Software 

2002  est  P/E  29  • 

sstJmated  EPS  grow 

37.8 

33.2 

9.8 

10.7 

24.5 

-16.4 

1,320 

251 

38.3 

19.0 

0 

12.0 

11.7 

40.9 

12.4 

29.8^ 

22.6 

2,240 

148 

16.1 

6.6 

56 

8.9 

15.6 

17.6 

24.8 

NM 

D-P 

1,443 

145 

26.1 

10.0 

0 

CoMpuware 

29.2 

9.6 

30.5 

-15.3 

29.7 

-29.6 

1,881 

143 

172 

76 

C 

Ehctionte  Oiitt  Sys 

11.1 

172 

9.1 

10.2 

NM 

49.5 

20,839 

1,303 

171 

6.3 

42.. 

Microsoft 

32.4 

14.2 

23.4 

9.9 

30.2 

-34.7 

25,656 

6.423 

52.3 

25.0 

0  1 

Oracle 

53.9 

371 

21.0 

4.2 

49.3 

-58.7 

10,840 

2,571 

38.8 

23.7 

4 

PeoptoSof) 

14.1 

16.4 

49.6 

26.8 

NM 

61.8 

2,043 

178 

15.2 

8.7 

0.1 

Sfetsel  Systems 

25.4 

177 

103.1 

45.0 

NM 

175.7 

2,149 

268 

23.3 

12.5 

15.1 

Iqmputers 


MEP^IiaititefvabK 


12002  est  P/E  40  ■ 


Altera 

30.9 

16.0 

24.8 

-16.2 

32.8 

-44.8  1,045 

200 

19.6 

19.2 

0. 

:  Amer  Power  ConversMMt 

25.8 

11.0 

23.7 

1.9 

20.4 

-36.7 

1,492 

123 

170 

8.2 

0. 

Analog  Devices 

18.3 

11.1 

173 

-11.7 

21.3 

-41.5 

2,277 

356 

29.6 

15.7 

29. 

Aftpied  Ma^rials 

21.1 

10.5 

17.4 

-23.2 

172 

-62.1 

7343 

775 

20.8 

10.6 

6. 

63.6 

20.4 

44.6 

5.9 

56.8 

-46.3 

31,781 

1,224 

79 

3.9 

9. 

tiit»i 

29.9 

76 

14.5 

-15.0 

20.4 

-71.2 

28,258  2,980 

35.8 

10.5 

2. 

KM 

21.7 

21.1 

4.4 

1.9 

19.4 

9.8 

88,656  8,060 

19.0 

9.1 

42. 

JahiCiraiit 

20.6 

9.1 

42.5 

21.7 

30.0 

-24.4 

4,331 

119 

78 

2.7 

19. 

KLA-Teneor 

16.0 

24.8 

12.3 

38.3 

NM 

76.2 

2,224 

431 

26.6 

19.4 

0. 

Maxan  tBtegratett  Proff 

23.8^ 

14.4 

19.8^ 

-71 

13.7^ 

-33.0 

1,394 

277 

43.2 

19.9 

0. 

Molex 

13.5 

9.4 

11.6 

-77 

74 

-31.9 

2,170 

165 

20.8 

76 

1. 

Nowctliis  Systems 

16.8 

14.7 

20.2 

56.9 

NM 

15.5 

1,530 

221 

24.8 

14.5 

0. 

PNlps  Eleetromcs 

30.5 

37.9 

3.4 

20.4 

25.9^ 

500.0+ 

33,637 

8,508 

13.8 

25.3 

8. 

Plass 

20.4 

12.3 

26.7 

41.3 

26.5 

-12.5 

1,062 

39 

9.4 

3.7 

13. 

Sanyo  Electric 

2.7 

3.4 

4.4 

4.7 

20.0 

-26.0 

17978 

230 

9.2 

1.3 

46. 

Sun  Microsystem 

25.8 

3.3 

21.1 

-8.8 

18.5 

-87.0 

16,066 

291 

9.2 

1.8 

12. 

15.4 

9.1 

48.6 

-77 

35.1 

-21.8 

18,350 

127 

1.9 

0.7 

20. 

Tektronix 

17.9 

11.2 

-9.7 

5.0 

19.0 

-68.2 

1,174 

121 

16.9 

10.3 

10. 

13.9 

10.0 

16.2 

-16.2 

33.1 

-53.0 

1,918 

195 

23.8 

10.2 

13, 

Construction  BHHR 

•         esT  K/t  /  '  lur^i^iHix 

Beazer  Homes 

13.1 

171 

18.0 

18.2 

40.7 

63.6 

1,805 

76 

9.1 

4.2 

53. 

18.5 

12.7 

16.9 

16.8 

37.6 

39.8 

7251 

343 

9.9 

4.7 

45. 

Granite  Construction 

13.1 

11.4 

9.9 

73 

17.7 

-12.2 

1,467 

51 

8.2  J 

3.5 

25 

DR  Norton 

13.2 

13.9 

31.8 

21.9 

33.1 

30.8 

4,456 

255 

10.7 

5.7 

59. 

Hovnantan  Enterprises 

8.9 

12.4 

7.7 

44.1 

NM 

118.5 

1,561 

60 

10.3 

3.9 

57 

Jacobs  Engineering 

13.9 

14.7 

19.4 

15.7 

12.1 

66.8 

3,957 

88 

4.6 

2.2 

23. 

See  page  88  for  footnotes. 
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Computing  the  Damage 


he  computer  industry  has  exhausted  its  playbook  trying  to  fight  the  recession.  Intel  mass-marketed  a  speedy,  2-gigahertz 
Pentium  4  microprocessor,  Microsoft  introduced  Windows  XP  and  boxmakers  slashed  prices.  Yet  when  aU  the  numbers  are  in, 
they'll  show  that  U.S.  personal  computer  sales  probably  tumbled  by  some  14%  last  year.  To  put  it  in  perspective:  The  last  time 
PC  market  actually  shrank,  in  1985,  Microsoft  was  a  private  company  peddling  its  first  version  of  Windows. 
Now  for  the  bad  news:  Don't  bother  to  look  for  sector  growth  until  2003,  and  PC  sales  won't  rebound 
•re-recession  levels  until  at  least  the  year  after  that,  predicts  research  firm  IDC.  Corporate  America 
n't  been  buying  computers  since  it  was  preparing  for  the  Y2K  bogeyman  and,  much  like  the  con- 
ler,  isn't  convinced  it  needs  faster  computers — yet.  After  all,  as  Michael  Dell  puts  it:  "This  is  Amer- 
;You  don't  buy  what  you  need,  you  buy  what  you  want;  and  what  people  want  is  to  manipulate 
ges,  music  and  sound." 

^When  those  primal  desires  resurface,  Dell  will  be  in  a  great  position,  having  spent  2001  cutting 
es  and  stealing  another  6%  of  the  domestic  PC  market  from  rivals  who  couldn't  compete  with 
inely  tuned  direct-sales  approach.  Yes,  Dell  did  bleed  a  bit  as  revenue  fell  3%  and  gross 
•gins  declined  by  300  basis  points.  But  Gateway  lost  $1  billion  and  saw  its  worldwide 
j-ket  share  swoon  by  19%  as  it  retreated  from  Europe  and  Asia,  the  latter  being  the 
jld's  fastest-growing  market.  Even  if  the  $25  billion  Hewlett- Packard/Compaq  deal 
n't  go  through,  look  for  other  firms  to  be  standing  at  the  altar  soon.  — Nathan  Vardi 
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PROFITABILITY 
RETURN  ON  CAPITAL 

GROWTH 
SALES              EARNINGS  PER  SHARE 

SALES 

NET 
INCOME 

OPER 
MARGIN 

PROFIT 
MARGIN 

DEBT/ 
CAPITAL 

5-year 

latest 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

latest 

average 

12  mos 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

12  mos 

latest 

% 

% 

% 

% 

% 

(SMIL) 

(SMIL) 

% 

% 

% 

onstructio 


2002  est  P/E  7 


10.9 

11.3 

24.7 

11.7 

51.3^ 

13.1 

4,367 

199 

9.8 

4.6 

60.7 

13.5 

8.3 

15.1 

11.9 

17.0 

-22.2 

3,165 

211 

17.0 

6.7 

23.4 

16.2^ 

16.6 

45.9 

46.5 

31.5 

82.9 

5,795 

364 

13.6 

6.3 

49.9 

DC  Holdings 

18.2 

23.8 

16.6 

18.8 

52.1 

32.1 

1,988 

148 

13.4 

74 

22.3 

m 

33.3 

60.5 

21.5 

14.6 

72.4 

678 

2,516 

216 

15.3 

8.6 

28.8 

Ite  Homes 

10.9 

15.1 

15.7 

16.6 

26.6 

45.4 

4,724 

268 

10.4 

5.7 

46.6 

Hand  Grotifi 

9.2 

14.1 

8.1 

22.3 

65.1^ 

70.8 

2,663 

123 

9.8 

4.6 

49.6 

andard  Pacific 

14.2 

16.3 

30.9 

21.2 

80.3^ 

43.6 

1,452 

121 

13.0 

8.3 

52.6 

H  Brothers 

12.9 

15.3 

23.3 

33.1 

22.4 

61.0 

2,185 

204 

176 

9.3 

53.4 

iiversa{  Forest  Prod 

12.7 

9.9 

14.7 

5.7 

14.3 

5.3 

1,486 

32 

6.0 

2.2 

35.9 

.IS 

15.9 

8.9 

66.4 

3.5 

29.8 

4.5 

2,252 

54 

9.4 

2.4 

576 

ilcan  Materiais 

17.3 

10.0 

11.9 

10.5 

8.0 

-15.9 

2,726 

212 

23.4 

78 

31.7 

onsumer  Durables 

2002  est  p/E  16  - 

15.2 

12.9 

9.9 

-0.4 

50.5 

-14.4 

3,054 

108 

11.7 

3.5 

64.4 

10.8 

6.0 

15.0 

-13.3 

11.2 

-41.1 

2,365 

72 

13.6 

3.0 

378 

11.4 

13.9 

1.9 

4.1 

NM 

22.6 

11,692 

457 

9.4 

3.9 

31.6 

re  Brands  InH 

12.3 

73 

12.4 

-8.7 

29.2 

-48.0 

1,934 

60 

9.2 

3.1 

33.5 

^  Parts 

15.6 

13.0 

10.3 

-0.4 

5.4 

-0.9 

8,292 

377 

8.7 

4.6 

20.2 

□amdSMi 

22.9 

24.1 

17.4 

14.3 

22.8 

26.8 

3,365 

413 

23.2 

12.3 

176 

Motor 

11.2 

11.2 

7.6 

13.1 

20.8 

14.6 

56,185 

2,307 

10.2 

4.1 

12.7 

J  uk>ofl  Controls 

14.8 

14.8 

15.4 

74 

15.9 

0.4 

18,427 

478 

8.0 

2.6 

30.3 

13.3 

5.3 

19.0 

2.2 

14.1 

-56.9 

2,165 

42 

5.8 

1.9 

18.9 

CSBtt  &  Plaitt 

14.5 

8.3 

15.6 

-1.9 

14.2 

-32.2 

4,153 

197 

13.6 

4.8 

33.7 

23.0 

9.3 

8.8 

1.0 

20.4^ 

-74.2 

4,364 

67 

10.4 

1.5 

62.0 

tsm  Motor 

NM 

16.2 

NM 

1.7 

NM 

D-P 

49,134 

3,163 

12.1 

6.4 

51.9 

Ivis  bMlustncs 

38.0 

35.5 

4.8 

6.7 

76 

10.4 

1,488 

87 

11.8 

5.9 

15.5 

ro 

10.3 

11.4 

8.3 

1.0 

NM 

11.6 

1,347 

49 

9.8 

3.7 

35.7 

ystaMolM 

5.7 

6.4 

3.5 

3.4 

18.0 

40.8 

106,710 

5,482 

12.0 

5.1 

28.3 

!  page  88  for  footnotes. 
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THE  BEST  BIG  COMPANIES 


COMPANY 

PROFITABILITY 
RETURN  ON  CAPITAL 

GROWTH 
SALES              EARNINGS  PER  SHARE 

SALES 

NET 
INCOME 

OPER 
MARGIN 

PROFIT 
MARGIN 

DE 
CAP 

5-year 
average 

% 

latest 
12  mos 

% 

S-year 
average 

X 

latest 
12  mos 

% 

S-year 
average 

K 

latest 
12  mos 

% 

latest 
12  mos 

(SMIL) 

latest 
12  mos 
($MIL) 

latest 
12  mos 

% 

latest 
12  mos 

« 

lar 

..  .  A 

mm 

MEDIANS:  Market  value  $3.82 7<mu  i 

1 

2002  est  P/E  11  •  | 
m 

jng-tern»  < 

'Sfimafnd 

EPS  growth  ll 

7.4 

11.1 

lO.Z 

1/U.b 

O  4 
O.l 

CO  7 

Oo./ 

Q  C07 

y,bo/ 

AC^A 
4b4 

1  o  c 

Xo.b 

A  Q 

4.y 

A* 

4< 

Aniuiadu  Hc^s 

8.8 

20.5 

'3  A  A 

o4.4 

NM 

4o.o 

1  A  01  C 

1  onn 

1  Q  O 

xy.o 

O  A 

0.4 

A  C 

4!: 

Anadarko  Petroleum 

10.2 

9.2 

t  Acz  a 
14b. b 

Jl4  O 

41.0 

iA  n 
/4.U 

Q  OQCS 

y,oyb 

1  occ 
X,<:bb 

AO  O 

1  O  >l 

Xo.4 

oc 

Apache 

8.0 

14.7 

Z1.9 

CO  o 

57.0 

cn  n 
OU.U 

O  QQn 

c,yyu 

yu<i 

7Q  Q 

/  a.o 

on  o 

oc 
ex. 

B  J  Services 

13.4 

27.0 

1Z.3 

4o.b 

04  O 

31.9 

1  oo  c 

lyu.b 

O  OOyI 

o4y 

oo  7 

2o./ 

ICC 

Xb.b 

c 

Burlington  Resources 

lA 

ICO 

za.3 

on  Q 

NM 

OOQ  7 

O  71  >1 
0,l  X4 

Oil  1 

y4x 

CO  Q 

bo.y 

oc  o 

^b.O 

oc 
oc 

Calplne 

9.9 

Q  A 

y.4 

7Z.4 

ocn  c 
obU.b 

CO  o 

1  01  Q 

C  Q7y1 

b,o/4 

bbb 

oi  n 

Q  C 

y.b 

b*- 

ChovronTexaco 

1  7  O 

NM 

ly.b 

NM 

£3C  O 

bb.^ 

XXo,ob4 

o,yuy 

1  Q  1 

Xo.X 

7Q 

oc 

Consol  Energy 

Z4.0 

ol.b 

-X.o 

A  7 
4./ 

o  o 
0.9 

C77 

b/.  / 

O  1  OI 

^,XoX 

1  CO 

xbo 

1  y1  7 
X4.  / 

7Q 

I.M 

A  1 

4J 

DPL 

10.2 

ion 

13.0 

0.4 

O  A 

-0.4 

4  4  7 
11.7 

1  OI  n 
lol.U 

1  o>i  o 
l,<:4o 

o4y 

>1  C  Q 

4b. y 

OO  1 

2o.X 

C" 

b . 

Duke  Energy 

8.6 

1  n  o 

10.2 

3Z.D 

by.i 

7  O 

7.0 

CO  c 

bo.b 

CO  7QO 

bo,/yo 

o  nco 
2,Ubo 

O  A 

0.4 

o  o 
0.2 

oc 
ot 

Dynegy 

1U.9 

y.u 

on  "7 
oU./ 

MM 

NM 

4b. b 

yio  cno 

C7C 

b/b 

o  o 

O.O 

1  c 
X.b 

or 
oL 

Exxon  Mobil 

1Z.7 

1  o  o 

NM 

O  1 

o.l 

O.l 

oi  1 

ono  1 1  Q 
^uo,xxy 

1 7  oon 
X/,ooU 

1  c  c 

Xb.b 

Q  c 
O.b 

Frontier  Oil 

9.9 

ji  1  o 

41. y 

Zg.b 

MM 
NM 

cnn  n* 
OUU.U+ 

o  ncc 

1  1  Q 

xxy 

1  n  1 
XU.X 

c  o 
b.o 

CI 

bi 

GlobalSantaFe 

16.7 

1  o  o 

•too 
lo.o 

AO  O 

MM 
NM 

Ibo.l 

1  OQ7 

OOQ 
£.£.0 

OA  n 
o4.U 

1  7C 

X/.b 

oc 

Holly 

IOC 

oo  o 
oo.o 

lO.O 

1  o  o 

oo  4 

cnn  n* 
bUU.U+ 

1  AO 
X,X4^ 

70 
/  0 

1  o  o 
X2.0 

C  A 

b.4 

Lc 

Kerr-McGee 

11.6 

1  "7  n 
l/.U 

7  o 
7.Z 

b.l 

4  C  O 

O  QQQ 

o.yyo 

ooy 

CO  n 
bo.U 

OI  n 

A  C 
4t: 

MDU  Resources 

8.7 

1  n  1 
lU.l 

oo  il 

00.4 

A  A  Q 

44. o 

4  4  n 
ll.U 

y|  7  n 

O  *iA~I 

1  CO 

Xbo 

IOC 

Xo.b 

7  n 
/.U 

o- 

O  1 

Mitchell  Energy 

13.5 

2o.b 

NM 

AC  C 

4b. b 

MM 

NM 

CO  o 

o  n>i  o 

on7 
oU/ 

oo  c 
oo.b 

1  c  n 
Xb.U 

1  r 

lb 

Murphy  Oil 

10.6 

on  o 

4  o  e 
IZ.D 

1  c  n 

MM 

NM 

A  A  a 
44. b 

/I  OOQ 

4, boy 

OQC 

oyb 

1  Q  7 

xy./ 

O  1 

o.X 

OT 

Nabors  Industries 

10.  Z 

1  O  Q 

lo.y 

ll.Z 

oc  n 
ob.U 

oo  o2 

OCQ  C 

2by.b 

o  1  nc 
2,XUb 

ocn 
obU 

OO  7 

1  c  c 
Xb.b 

4t: 

Nicer 

7.7 

11. U 

A  O 

4.3 

bb./ 

o  c 
-9.D 

oi  n  o 

o  noi 
o,Uol 

1  oo 
Xoo 

1  O  7 

A  C 

4.b 

oc 

Noble  Affiliates 

7  A 

lA 

lb. 7 

•ICO 

15.8 

44. y 

MM 

NM 

CO  yl 

b2.4 

1  700 

l,/oo 

ooo 
^o2 

>l  c  c 

4b. b 

"XO  A 

Xo.4 

o>i 
o4 

Onook 

9.1 

7.4 

oo  o 
33.9 

7e  c 
^  b.b 

4  O  4 
10.1 

n  7 
U./ 

O  1  cc 

o,lbb 

1  cc 
Ibb 

C  A 

b.4 

1  Q 

x.y 

A  C 

4c 

Phillips  Petroleum 

IOC 

lb. 4 

A  A 

4.4 

7  7 
I.I 

MM 

NM 

CO  c 

bo.b 

on  Qi  1 

^u.yii 

o  ooc 
£.,c.c.O 

oo  1 

1  n  c 
XU.b 

O" 

PPL 

O  A 

8.4 

1  n  c 
10. b 

4  o  n 
16.0 

11. b 

4  O  4 

IZ.l 

1  o  c 

lo.b 

C  Q1  O 

b,yio 

cno 
bUo 

oo  c 
2y.b 

1  n  o 
lU.o 

A  C 

4i: 

Questar 

O  A 

8.4 

1  n  1 
10.1 

11.1 

38.6 

O  7 

8.7 

oc  n 
ob.U 

1  coc 

1  cc 
Ibb 

oo  o 
<:o.o 

1  n  Q 

lu.y 

oc 
oh 

Royal  Dutch  Petroleum 

12.3 

19.8 

NM 

11.1 

8.3 

15.4 

143,797 

7760 

18.0 

5.4 

4 

Scana 

7.2 

12.4 

18.0 

374 

1.8 

173.2 

3,902 

586 

20.0 

15.0 

46 

Smith  International 

10.3 

13.9 

23.5 

34.2 

NM 

164.8 

3,407 

140 

12.7 

4.1 

27 

Sunoco 

11.8 

20.8 

3.7 

8.0 

NM 

88.4 

12,739 

548 

9.2 

4.3 

33 

TECO  Energy 

8.5 

10.0 

10.3 

18.3 

6.6' 

19.4 

2,590 

297 

28.6 

11.5 

5C 

Tesoro  Petroleum 

7.9 

12.2 

41.4 

18.3 

-5.8 

48.3 

5,375 

108 

5.0 

2.0 

54 

USX-Marathon 

10.0 

18.3 

20.4 

70 

-7.0^ 

8.6 

30,744 

973 

14.9 

3.2 

13 

UtiliCorp  United 

7.7 

9.3 

59.8 

83.1 

11.6 

41.1 

42,106 

334 

1.9 

0.8 

37 

Valero  Energy 

8.5^ 

21.0 

479 

23.2 

NM 

114.1 

16,248 

605 

8.0 

3.7 

32 

Entertainment 

J 

value  $4,686(Mii) 

2002  est  P/E  21  i 

ong-term  estimated  EPS  growth  12" 

Carnival 

16.7 

13.3 

14.6 

19.0 

16.7 

2.4 

4,427 

1,004 

32.6 

22.7 

27 

Comcast 

10.0 

5.7 

18.0 

21.1 

NM 

22.1 

9,258 

1,330 

29.4 

14.4 

35 

RR  Donnelley  &  Sons 

11.2 

7.4 

-3.6 

-2.7 

32.4== 

-570 

5,482 

134 

13.9 

2.4 

35 

Gannett 

19.9 

9.6 

8.3 

13.5 

22.4 

-478 

6,615 

878 

33.0 

13.3 

46 

Handleman 

9.0 

15.2 

NM 

11.2 

NM 

14.9 

1,280 

44 

76 

3.4 

34 

Hilton  Hotels 

12.3 

5.8 

35.0 

1.5 

8.0 

-6.2 

3,263 

226 

35.2 

6.9 

62 

Hughes  Electronics 

3.9 

3.4 

16.4 

16.1 

43.2 

D-P 

8,040 

580 

5.3 

72 

IntI  Game  Technology 

19.4 

24.5 

9.6 

33.5 

20.4 

40.0 

1,199 

214 

26.0 

178 

76 

Marriott  IntI 

13.1 

10.5 

15.2 

73 

17.3 

18.2 

10,375 

501 

9.7 

4.8 

38 

McClatchy 

8.7 

O.O 

1  Q  1 

Itf.X 

-0.5 

15.4 

-28.6 

1,113 

64 

271 

5.7 

35 

McGraw-Hill  Cos 

20.6 

19.2 

8.1 

9.2 

10.4 

-0.4 

4,617 

486 

26.0 

10.5 

31 

Meredith 

14.9 

9.2 

5.1 

-4.1 

3.7 

-6.8 

1,042 

63 

22.5 

6.1 

44 

MGM  Mirage 

9.3 

4.7 

29.6 

62.1 

12.9 

31.1 

4,185 

215 

29.0 

5.1 

55 

New  York  Times 

14.8 

26.6 

7.1 

-6.8 

34.1 

48.8 

3,187 

508 

20.1 

16.0 

32 

Reader's  Digest  Assn 

32.4 

22.9 

-4.2 

-2.4 

15.8 

-19.4 

2,464 

109 

9.8 

4.4 

0 

Royal  Caribbean 

10.0 

6.9 

20.8 

11.5 

17.1 

-279 

3,131 

324 

24.9 

10.3 

57 

EW  Scripps 

10.7 

10.0 

11.3 

-8.7 

9.2 

8.3 

1,543 

177 

26.0 

11.5 

12 

Washington  Post 

16.7 

11.6 

6.8 

5.1 

NM 

61.2 

2,458 

253 

18.2 

10.3 

33 

See  page  88  for  footnotes. 
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ILLINOIS.  IT'S  ALL  RIGHT  HERE. 

Illinois  understands  how  the  »  nnc»T  i  Ai/r  nr  tah 

merging  of  technology  platforms         >/  i 

I 

is  rapidly  and  radically  altering 
the  competitive  landscape  of  virtually  ^ 
every  industry.  We've  coined  this 
the  "Convergence  Economy/'  And, 
under  the  direction  of  Governor 
George  H.  Ryan,  we  have  the  only  WIRED  TO  Wl^ 


The    National    Center   for  Supercomputinc 


How  can  Illinois  help  your  company 
meet  the  burden  of  unrelenting 
economic  and  technology-driven 
change?  By  offering  intelligent, 
coordinated  access  to  all  of  the 
state's  vast  technological  and 
financial  assets.  Illinois  operates  like 
a  business  to  provide  the  edge  your 
company  needs  to  succeed  in  today's 
Convergence  Economy,  and  to  remove 
the  uncertainties  of  corporate 
relocation  and  business  expansion. 


H  uncHi  lhm:  ur  ihl 


Illinois  enjoys  both  depth  and  breac 
highly-trained  talent,  whether  your  con") 
needs  professional,  technical,  advc 
manufacturing  or  service  support.  Morel 
Internationa  My- recognized  educat 
institutions  like  the  University  of  Chi 
Northwestern  University,  the  Illinois  Ins 
of  Technology  and  the  University  of  II 
continually  replenish  our  diverse  talent  [ 
and  provide  abundant  research  opportij| 
to  develop  new  ideas. 


Applications  (NLbA)  at  tne  university  ot  lllinou 
owns  an  international  reputation  for  innovative) 
applications  in  high-performance  computing! 
visualization  and  grid  technologies.  The  Cente  I 
actively  collaborates  with  global  companies  tc| 
explore  new  technologies  to  give  a  competitive! 
edge  in  the  global  economy.  NCSA  is  a  partner  irj 
the  TeraGrid  project,  pursuing  collaborative) 
scientific  research  and  high-level  problem  solving 


Since  money  is  the  lifeblood  of  busi 
Illinois  can  assist  your  business  in  gettin| 
supply  it  needs.  Bank  One  is  just  one  of  I 
premier  lenders  in  commercial  and  indtl 
loans,  serving  a  wide  variety  of  clients'  c 
needs  to  help  companies  grow.  Just  this! 
year.  Bank  One  loaned  more  than  $55.7  tl 
to  growing  firms  to  become  the  nation's  se\ 
largest  commercial  and  industrial  lender. 


LIGHT.  YEARS  AHEAD 


I'ViMirii^iiitfM'fBdiliiiiiii'iiiiiiiiiTti  ii'inti'i'i'ihwihr  n 


Illuminating  science  for  decades,  the  Argonne  National  Laboratory  is  a  research 
facility  without  peer.The  Advanced  Photon  Source  (APS),  for  example,  generates 
the  country's  most  brilliant  x-ray  beams  which  permit  the  examination  of  materials 
in  greater  detail,  in  shorter  times  and  with  smaller  sample  sizes. This  innovative 
federal  laboratory  is  open  to  researchers  from  industry,  universities,  and  other 
laboratories  across  the  nation  in  many  scientific  fields. 


TTTTT 


From  financing  to  tax  credits,  Illinois  has  a  wide  array  of  resources 
to  assist  businesses.  The  Large  Business  Development  Program 
offers  incentive  financing  for  corporate  relocation,  job  expansion 
or  retention.  The  Economic  Development  for  a  Growing  Economy 
(EDGE)  program  provides  tax  credits  to  qualifying  businesses  that 
create  or  retain  jobs,  and  make  capital  investments  at  certain 
levels  in  the  state.  Illinois  offers  a  broad  spectrum  of  Technology 
Challenge  Grants  to  help  businesses  develop,  transfer  or  commercialize 
new  technologies.  We  also  have  job  training  and  workforce  assistance 
programs  to  retrain  employees  and  upgrade  skills. 


Illinois  provides  the  rare  combination  of  an  excellent 
place  to  work  and  a  great  place  to  live. The  people  are 
hardworking,  open  and  welcoming. The  cost-of-living  is 
affordable.  It's  a  unique  place  where  great  natural  beauty, 
cultural  urban  vitality,  sophisticated  infrastructure 
and  distribution  channels  exist  side-by-side. 


^     You  demand  innovation  and 


responsiveness  from  your 
business  partners.  Now  you  can 


V  expect  the  same  from  our  state.  Call 

HIinois  today  at  877.221.4403  to  get  moving. 
Or  e-mail  us  at  business@illinoisconverge.com 


Illinois.  AIITogether  Now. 


Dear  Friend, 

Illinois  is  at  the  forefront  of  technology  and  innovation.  Leaders  in  business 
and  finance,  science  and  technology,  healthcare  and  life  sciences,  advanced 
manufacturing,  transportation,  and  high-level  research  and  development  have  a 
long  track  record  of  working  together  here  to  ensure  our  great  state  continues  to  be 
competitive  in  world  markets. 

The  most  recent  addition  to  our  corporate  community,  The  Boeing  Company, 
embodies  the  spirit  of  the  Illinois  economy.  Illinois,  like  Boeing,  is  constantly 
looking  to  support  the  development  of  new  innovations  that  will  improve  our 
ability  to  do  business  and  enhance  our  quality  of  life. 

Across  all  industries  in  Illinois,  people  of  vision,  determination,  persistence  and 
deep  commitment  continue  to  push  the  envelope  of  discovery  to  further  exciting 
advancements  in  technology.  Their  innovative  ideas  have  led  to  the  invention  of 
high-speed  global  communications,  created  new  business  enterprises  and  led  to 
discoveries  that  enable  people  from  all  over  the  world  to  lead  healthier,  longer  lives. 

We  are  proud  of  these  visionaries  who  call  Illinois  home. Their  presence  continues 
to  make  this  state  one  of  the  most  desirable  corporate  climates  in  America.  I 
encourage  you  to  learn  more  about  what  Illinois  can  offer  your  business  as  you 
position  your  company  to  be  more  competitive  in  the  global  economy. 

I  invite  you  to  join  us  in  the  world's  premier  location  for  commerce.  Here  in  Illinois, 
we  can  offer  you  deep  roots  in  technological  innovation,  cooperative  opportunities 
with  world-class  companies  and  access  to  the  finest  universities  and  research  and 
development  facilities. 

Respectfully, 

George  H.  Ryan 
Governor 


George  H.  Ryan,  Governor 
Pam  McDonough,  Director 
877.221.4403 
www.illinoisconverge.com 

©  2002  Illinois  Department  of  Commerce  and  Comm'jnit>'  Affairs,  Bureau  of  Technology  and  Industnal  Competitiveness  TTY:  1-800-785-6055 


THE  BEST  BIG  COMPANIES 


iTERTAINMEN' 


Hogwarts^  Airwaves  and  Slot  Machines 


Marry'  Potters  phenomenal  box  office  gross  ($100  million  in  the  first  week)  not  only  helped  boost  AOL  Time  Warner's  over- 
■  hyped  reputation  as  a  marketing  powerhouse  but  also  propelled  the  movie  industry  to  a  record  $8.4  bQlion  in  revenues  last 

I  year,  up  8%  from  2000.  But  that  doesn't  mean  more  people  are  going  out  to  the  flicks.  Attendance  has  barely  budged  in  the  last 
ir  years,  while  ticket  prices  have  jumped  19%.  Last  year  saw  another  spate  of  media  mergers — notably  satellite  broadcaster 
loStar's  pending  acquisition  of  DirecTV.  But  consolidation  hasn't  hurt  advertisers:  Inventories  of  ad 
ice  and  commercial  time  have  increased  16%  since  1997,  according  to  media  consultant  Compet- 
e  Media  Reporting.  Media  buyers  can  now  reach  their  targets  with  wider  and  less  expensive  for- 
ts. The  recession  will  likely  further  drive  down  ad  rates,  too. 

This  means  no  good  news  for  newspapers  and  local  television  stations,  which  have  seen  their 
[-com  ad  revenue  gains  disappear.  Newspaper  ad  spending  fell  by  8%  last  year  to  $45  billion, 
ile  expenditures  on  local  television  dropped  12%  to  $12  billion.  Look  for  chains  such  as  Gan- 
X  to  acquire  more  station  groups  if  the  FCC  lifts  its  media  cross-ownership  restrictions. 

A  vsdnner  this  year?  Bet  on  slot-machine  maker  International  Game  Technology.  Efforts  to  legalize 
nbling  in  New  York  and  other  states  will  provide  new  markets,  while  casinos  are  replacing  aging  one- 
aed  bandits  with  IGT's  cashless  slots,  which  use  vouchers  instead  of  coins.  — RiShawn  Biddle 


OMPANY 

PROFITABILITY 
RETURN  ON  CAPITAL 

GROWTH 
SALES               EARNINGS  PER  SHARE 

SALES 

NET 
INCOME 

OPER 
MARGIN 

PROFIT 
MARGIN 

DEBT/ 
CAPITAL 

5-year 
average 

% 

latest 
12  mos 

5-year 
average 

% 

latest 
12  mos 

5-year 
average 

% 

latest 
12  inos 

latest 
12  mos 

(SMIL) 

latest 
12  mos 

(SMIL) 

latest 
12  mos 

latest 
12  mos 

latest 

"inancial  Services 

^^^^m  value  $17,198(Nn_, 

2002  est  p/e  17  ' 

jng-term  estimated  EPS  growt  ^  , 

ear  Stearns  Cos 

8.4 

5.9 

21.7 

-1.8 

26.5 

-4.2 

9,556 

665 

21.2 

70 

79.4 

apltal  One  Financial 

11.4 

14.3 

40.3 

38.4 

29.5 

30.1 

6,851 

593 

23.0 

8.6 

62.8 

itigroup 

11.2 

11.1 

10.8 

7.5 

17.7^ 

-3.4 

114,700 

13,249 

29.2 

11.6 

578 

□untrywide  Credit 

8.7 

9.0 

25.2 

48.8 

10.7 

19.6 

5,193 

472 

34.5 

9.1 

78.1 

mnie  Mae 

8.0 

7.4 

14.4 

18.2 

16.0 

22.3 

49,767 

5,206 

84.1 

10.5 

96.6 

anklin  Resources 

18.1 

15.2 

6.7 

0.6 

8.4 

-16.2 

2,355 

485 

31.1 

20.6 

12.2 

eddie  Mac 

6.5 

5.6 

25.8 

22.1 

19.8 

46.0 

34,753 

3,541 

62.0 

10.2 

95.2 

eneral  Electric 

13.1 

12.3 

12.8 

-0.6 

14.5 

12.3 

126,919 

13,780 

26.5 

10.9 

578 

ousehold  IntI 

8.1 

8.2 

8.7 

20.3 

19.9 

14.5 

13,545 

1,867 

43.0 

13.8 

84.5 

3gg  Mason 

17.4 

13.7 

25.3 

0.7 

23.2^ 

-14.5 

1,528 

144 

19.8 

9.5 

46.6 

IBIA 

11.9 

11.9 

19.3 

8.8 

6.2 

8.4 

1,120 

563 

75.3 

50.2 

14.6 

IBNA 

15.0 

15.7 

24.9 

26.5 

27.1 

25.9 

9,387 

1,593 

379 

170 

39.1 

lerrill  Lynch 

9.8 

7.4 

14.7 

0.4 

19.7 

-30.0 

42,749 

2,714 

22.9 

6.3 

69.4 

lorgan  Stanley  DW 

14.2 

11.1 

18.2 

6.3 

34.2 

-32.9 

46,344 

3,948 

19.7 

8.5 

670 

Rowc  Price 

37.3 

16.6 

22.0 

-10.6 

28.3 

-26.9 

1,078 

206 

41.1 

19.1 

11.6 

aymond  James  FinI 

18.2 

13.5 

19.4 

-2.4 

7.5 

-25.8 

1,658 

96 

11.2 

5.8 

11.3 

harles  Schwab 

27.5 

5.3 

30.5 

-15.0 

30.1 

-68.7 

5,777 

230 

41.8 

4.0 

15.0 

fate  Street 

18.6 

14.9 

19.4 

7.1 

21.8 

-13.9 

5,939 

605 

16.8 

10.2 

24.2 

rilwell  Financial 

66.5^ 

44.7 

55.7 

-16.7 

50.8^ 

-38.3 

1,752 

382 

45.8 

21.8 

0.0 

ood  Distributors  J 

MEDIANS:  Market  vA\uer$Z,^2^m 

2002  est  P/E  17  1 

Dng-term  estimated  EPS  growth  16%^ 

Ob  Evans  Farms 

11.1 

10.7 

5.2 

5.4 

16.5 

9,9 

1,045 

55 

12.4 

5.2 

6.4 

rinker  International 

13.8 

15.6 

16.6 

15.1 

34.6 

174 

2,575 

150 

13.3 

5.8 

22.4 

asey's  General  Store 

9.8 

6.4 

15.1 

9.5 

9.1 

-26.2 

1,750 

31 

5.9 

1.7 

29.6 

arden  Restaurants 

11.8 

14.9 

4.9 

78 

33.6^ 

13.1 

4,084 

202 

12.2 

5.0 

28.1 

ick  in  the  Box 

19.0 

16.2 

12.6 

12.3 

34.4 

-173 

1,834 

84 

11.9 

4.6 

41.5 

roger 

9.2 

13.6 

13.0 

7.1 

10.1 

70.9 

50,241 

1,129 

7.2 

2.2 

70.3 

larsh  Supermarkets 

6.9 

72 

6.7 

-9.8 

7.2^ 

22.0 

1,620 

14 

4.1 

0.9 

62.5 

utback  Steakhouse 

24.7 

19.1 

22.6 

11.1 

20.2^ 

-5.1 

2,064 

132 

14.6 

6.4 

1.3 

Brformance  Food 

10.7 

8.6 

33.1 

20.8 

16.1 

22.7 

2,995 

38 

3.1 

1.3 

16.0 

oyal  Ahold 

8.3 

4.9 

29.6 

56.3 

17.5 

21.6 

46,616 

721 

7.3 

1.5 

39.9 

afeway 

16.3 

12.5 

15.2 

5.4 

25.4 

9.4 

33,630 

1,199 

10.0 

3.6 

46.6 

/SCO 

18.2 

20.5 

10.3 

11.2 

18.0 

23.1 

22,253 

617 

6.0 

2.8 

30.7 

nited  Natural  Foods 

9.2 

9.7 

23.4 

11.9 

NM 

D-P 

1,017 

13 

3.7 

1.3 

6.4 

'endy's  International 

10.9 

12.1 

4.3 

6.8 

8.2 

4.8 

2,348 

181 

18.9 

7.7 

25.7 

'hole  Foods  Market 

9.9 

13.5 

19.7 

23.6 

NM 

D-P 

2,272 

69 

8.8 

3.1 

40.2 

e  page  88  for  footnotes. 
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See  page  88  for  footnotes. 

FOOD    DRINK  &  TOBACCO  FOOCl  THOUgHt 

A flurry  of  acquisitions  has  changed  the  landscape  of  the  $560  billion  food  industry — a  business  where  scale  is  importa) 
Among  the  new  pairings:  Unilever/Bestfoods,  Kraft/Nabisco,  PepsiCo/Quaker  Oats,  General  Mills/Pillsbury,  Nestle/Ralstl 
Purina,  Kellogg/Keebler,  Tyson/IBP,  Suiza/Dean,  Sara  Lee/Earthgrains.  "When  you  see  a  company  in  Orrville,  Ohio  I 
Smucker  catch  the  fever,  you  know  it's  a  way  of  life,"  says  Prudential  Securities  food  analyst  John  McMillin. 
J.M.  Smucker  Co.,  the  maker  of  jams,  jellies  and  preserves,  is  buying  Jif  peanut  butter  and  Crisco  cooking  oils 
from  Procter  &  Gamble.  Look  for  the  deal  pace  to  slow  a  bit  in  the  new  year.  But  standing  still  is  not  an 
option.  So  while  Kraft  and  Unilever  have  to  digest  recent  acquisitions,  they'll  likely  be  on  the  prowl  again. 

Regarded  as  good  defensive  buys  during  tough  times,  stocks  in  this  category  should  hold  up  well 
throughout  the  recession.  Slower  growth  in  eating  out  is  helping,  too.  Shares  of  Smithfield  Foods,  the 
world's  largest  pork  producer  and  processor,  are  up  70%  over  the  past  year.  Philip  Morris,  a  food,  drink  and 
tobacco  industry  unto  itself — with  a  rich  5.1%  dividend  yield  and  a  trailing  price/earnings  multiple  of  12 — 
is  rated  a  top  pick  by  Credit  Suisse  First  Boston.  But  the  fizz  has  gone  out  of  Coca-Cola,  once  one  of  the 
great  growth  stocks.  Its  shares  have  lagged  the  market  even  at  a  pricey  34  times  trailing  earnings.  With  its 
Dasani  bottled  water,  Coke  is  playing  catch- up  with  PepsiCo's  Aquafina.  And  with  its  purchase  of  Quaker 
Oats,  Pepsi  now  has  a  dominant  85%  market  share  in  sports  drinks  with  its  powerful  Gatorade  brand.  If 
you  have  to  choose  between  the  two  rivals,  pick  Pepsi  over  Coke,  says  Credit  Suisse  First  Boston  beverage 
analyst  Andrew  Conway  — William  Heuslein 
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In  aviation,  the  pursuit  of 
safety  and  security  requires  sub- 
stantial financial  resources.  And  a 
long-term  commitment  to  putting 
those  resources  to  work. 


Netjets  has  been  a  private  avia- 
tion innovator  for  over  35  years. 
Our  safety  and  security  practices 
set  the  standard  for  the  entire 
industry. 


"SPEND  WHATEVER  IT  TAKES  TO 
BE  THE  SAFEST  AND  MOST  SECURE. 
THEN  SPEND  WHATEVER  IT  TAKES 
TO  STAY  THAT  WAY." 

—  Warren  E.  Buffett 

Chairman,  Berkshire  Hathaway  Inc. 


Fortunately,  Netjets® 
has  both — to  a  degree  unmatched 
by  any  fractional  jet  ownership 
company  or  aviation  firm. 

In  part,  this  comes  out 
of  our  special  relationship  with 
Warren  Buffett.  Mr.  Buffett  owns 
our  company.  (He  and  his  family 
fly  over  800  hours  with  us  each 
year — in  exactly  the  same  planes 
and  with  the  same  pilots  and 
service  as  all  Netjets  owners.) 

The  backing  of  Berkshire 
Hathaway,  along  with  our  know- 
how  and  commitment,  allows 
Netjets  to  pursue  the  best  in 
aviation  safety  and  security. 


And  our  commitment  to 
safety  is  just  one  of  the  reasons 
Netjets  is  the  overwhelming 
choice  of  people  who  can  fly  any 
way  they  want. 

To  learn  more  about 
the  entire  Netjets  experi- 
ence, call  1-877-NETJETS 
(1-877-638-5387)  or  visit 
www.netjets.com. 


Netjets 


® 


Every  thing  else  is  just  a  plane." 


Netjels"  is  the  fractional  aircraft  ownership  program  of 
Executive  Jet,  Inc.,  a  Berkshire  Hathaway  company. 
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THE  BE,ST  BIG  COMPANIES  ' 


COMPANY 

PROFITABILITY 
RETURN  ON  CAPITAL 

GROWTH 

SALES              EARNINGS  PER  SHARE 

SALES 

latest 
12  mos 

(SMIL) 

NET 
INCOME 

latest 
12  mos 

(SMIL) 

OPER 
MARGIN 

latest 
12  mos 

% 

PROFIT 
MARGIN 

latest 
12  mos 

•/. 

DEBT 
CAPIT 

lates 

■/. 

5 -year 
average 

% 

latest 
12  mos 

•/. 

5-year 
average 

% 

latest 
12  mos 

% 

5 -year 
average 

latest 
12  mos 

% 

If^Snn^ffl^^HI             MFni  A  WQ-  MnrLot  w=,l, ...  <  11  7qi  r..,,  , 

2002  est  P/E  26  ■ 

sng-term  estimated  EPS  growth  17% 

 :       ■  ■  

35.3 

-.(-JO 

18.2 

6.4  - 

15.1 

lU.O 

-376  15,545 

l,o9U 

1  n  0 
1U.9 

00 

AdvancePCS 

21.1 

5.2 

124.3 

44b. b 

Z4.7' 

50.3 

12,210 

b4 

0  0 

C..C. 

U.O 

o>i  c 

Allergan 

15.2 

ten 

15.0 

8.7 

D.O 

Z5.0 

-0.6 

1,701 

ono 

Oi  0 

100 

AmerisourceBergen 

16.9 

22.3 

20.6 

o 

00.3 

19.8 

10.5 

15,823 

1  OA 

1^4 

1  0 
1.9 

n  0 
U.O 

00  - 
33.1 

Amgen 

36.0 

25.0 

13.6 

D.O 

18.1 

-4.5 

3,843 

1   1  CO 

Iflbo 

49. 0 

on  A 
0U.4 

A  ' 

4.. 

Applera-Applled  Biosys 

27.5 

19.4 

4.9 

1  1  o 

11.^ 

Aft  02 

40.8 

-5.3 

1,622 

19o 

on  *7 

1  0  n 

n  f 

Baxter  International 

14.9^ 

23.8 

10.2 

1  n  o 
lU.o 

14.1 

42.1 

7459 

1,UU9 

Oyl  C 

10c 
lo.b 

41. J 

Biomet 

19.8 

•toe 
18. D 

14.7 

14.1 

H  A  O 

14.9 

12.6 

1.072 

one 
^UO 

o4.o 

i  0  1 
19.1 

n  f 
O.C 

Bristol-Myers  Squibb 

43.3 

45.8 

7.0 

U.D 

18.8 

9.6 

18,925 

A  r%AC 

4,94o 

07  c 
o7.b 

26.1 

0-7  - 
37.1 

Cardinal  Health 

13.7 

14.4 

20.4 

43.3 

OO  >ll 

Z3.4'' 

15.3 

40,015 

fll  A 

914 

A  0 

4.9 

0  0 
2.3 

00  . 

Coventry  Health  Care 

5.1 

13.6 

26.7 

^4.1 

NM 

41.2 

3,051 

OO 

0  c 
3.5 

0  7 
2.7 

n  ^ 

O.C 

D&K  Healthcare 

11.4 

9.4 

Oil  c 

34.6 

A  O  Ol 

16.8 

1,824 

11 

1  0 
1.9 

n  c 
0.6 

oc  . 

Forest  Labs 

15.2 

23. D 

07  jl 

27.4 

01  o 

31. o 

71.4 

102.6 

1,361 

OOQ 

on  0 
30.3 

01  0 
21.2 

n  f 

O.C 

Guidant 

23.7 

dtiA 

oc  n 
25.0 

b.5 

NM 

-22.0 

2,638 

OC7 

0^  c 

10c 
13.5 

oc  ' 

26.^ 

Health  Management 

15.8 

13.1 

21.1 

19.1 

ICO 

11.8 

1,880 

19o 

00  Q 

23.9 

10. 4 

oc 

25. J 

Hillenbrand  Inds 

14.7 

t  A  e\ 

i4.y 

D.8 

0.7 

9.6 

23.0 

2,151 

loo 

1  7  n 
17.0 

7  0 
7.2 

00  t 
23. c 

Johnson  &  Johnson 

IE  E 

25.5 

26.0 

8.8 

n  "7 

9.7 

4  O  4 

IZ.Z 

8.8 

31,709 

5,454 

28.6 

17.2 

8.C 

Medtronic 

24.2 

14.8 

OO  o 

Z3.3 

10.1 

13.6 

-30.2 

5,906 

821 

00  G 

38.6 

ion 

13.9 

o.< 

Merck 

ol.Z 

on  Q 

18.9 

OO  o 

ICO 

16.8 

9.6 

46,625 

7,180 

00  c 

15. 4 

lb.' 

Mid  Atlantic  Medical 

1Z.3 

8.1 

ion 

CO  C2 

59.6 

41  fi 

1  71  Q 

CO 

52 

c  0 

5.2 

0  n 

3.0 

n  r 

O.C 

Patterson  Dental 

22.4 

20.0 

15.1 

14.2 

22.0 

19.8 

1,254 

84 

11.2 

6.7 

O.C 

Pfizer 

28.7 

41.6 

14.8 

8.0 

13.4 

94.9 

31,335 

7252 

375 

23.1 

9.: 

Schering-Plough 

51.3 

36.8 

15.0 

0.5 

22.0 

1.3 

9,748 

2,371 

34.0 

24.3 

1.' 

Stryker 

11.4 

16.9 

23.8 

12.0 

NM 

27.0 

2,505 

257 

25.1 

10.3 

39." 

Tenet  Healthcare 

6.7 

9.6 

14.6 

8.9 

20.42 

108.3 

12,457 

748 

18.9 

6.0 

42.e 

UnitedHealth  Group 

10.9 

20.9 

30.0 

10.4 

22.6 

32.0 

22,819 

876 

74 

3.8 

14.< 

Universal  Health 

10.8 

11.5 

19.6 

272 

176 

31.2 

2,731 

118 

13.6 

4.3 

39.: 

WellPoint  Health 

18.5 

20.5 

23.2 

30.8 

13.5 

18.0 

11,448 

394 

73 

3.4 

30.E 

Household  Products      fljSfijMWWffife  . 

^^^^^^n   Long-term  estimated  EPS  growth  13% 

Alberto-Culver 

13.2 

12.3 

9.0 

11.0 

11.5 

4.4 

2,494 

110 

9.7 

4.4 

29.: 

BIyth 

20.0 

13.0 

29.5 

0.4 

26.6 

-26.5 

1,168 

70 

15.1 

6.0 

29.: 

Colgate-Palmolive 

20.9 

27.7 

2.0 

1.5 

35.9 

12.7 

9,426 

1,138 

23.7 

12.1 

61.' 

Estee  Lauder  Cos 

19.9 

16.0 

8.0 

3.8 

15.6 

-5.6 

4,618 

310 

15.4 

6.7 

18.S 

Jones  Apparel  Group 

24.1 

14.8 

40.7 

1.3 

31.7 

-2.8 

4,148 

268 

16.4 

6.5 

33.C 

Kellwood 

6.6 

6.6 

11.1 

3.0 

NM 

-371 

2,352 

39 

5.6 

1.7 

38.; 

Kimberly-Clark 

21.5 

20.8 

NM 

4.7 

26.5 

-0.6 

14,453 

1,724 

22.5 

11.9 

21.: 

Liz  Claiborne 

18.3 

18.5 

8.2 

9.5 

14.2 

2.8 

3,316 

190 

13.3 

5.7 

37( 

Mohawk  Industries 

15.0 

15.6 

16.5 

0.3 

34.8 

74 

3,241 

169 

12.0 

5.2 

18.C 

Newell  Rubbermaid 

9.6 

72 

7.4 

0.0 

NM 

-270 

6,866 

288 

14.7 

4.2 

31.: 

NIKE 

16.1 

15.7 

5.2 

3.7 

NM 

0.0 

9,466 

584 

12.6 

6.2 

14.j 

Polo  Ralph  Lauren 

17.7 

172 

17.3 

10.5 

NM 

500.0+ 

2,266 

177 

170 

78 

25.: 

Procter  &  Gamble 

19.1 

14.2 

2.6 

-2.4 

NM 

-18.1 

39,041 

2,871 

17.6 

74 

37S 

Reebok  International 

8.3 

12.7 

-4.6 

3.0 

-26.2 

58.1 

2,951 

104 

72 

3.5 

33.: 

Timberland 

23.7 

36.0 

10.5 

13.1 

52.7^ 

8.4 

1,173 

117 

170 

10.0 

O.C 

Tommy  Hilfiger 

18.5 

75 

36.1 

-4.1 

13.2 

22.5 

1,850 

133 

16.4 

72 

22  ! 

Tupperware 

21.5 

14.0 

-5.9 

-0.2 

-14.8 

-43.4 

1,084 

55 

16.5 

5.1 

71 

VF 

13.8 

9.8 

2.7 

0.7 

12.7 

-24.2 

5,686 

261 

12.1 

4.6 

2ZS 

See  page  88  for  footnotes. 
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iming  at  Asia? 


Choose  Korea 

As  Your  Winning  Investment  Destination 

It's  easy  to  hit  better  than  par  in  the  corporate-value  building  game 
with  the  Korea  Investment  Service  Center  (KISC)  as  your  partner. 

KISC  has  helped  top  multinationals  establish  a  profitable  presence 
in  Korea,  Asia's  leading  service  and  manufacturing  platform  with 
an  investment  environment  that  is  second  to  none. 

Swing  by  the  Cyber  KISC  Web  site  to  find  out  more  about  how 
Korea  can  help  you  achieve  your  investment  aims. 

Korea  Investment  Service  Center 

www.kisc.org  www.investkorea.org 

We  Bring  Success  Closer 


;  investors  with  assistance  on  necessary  administrative 
tfers  consultation  on  all  forms  of  investment  including 
intures  and  real  estate  acquisition,  and  gives  advice  on 
tion  matters. 


THE  BEST  BIG  COMPANIES 


1  COMPANY 

PROFITABILITY 
RETURN  ON  CAPITAL 

GROWTH 
SALES              EARNINGS  PER  SHARE 

SALES 

latest 
12  mos 

(SMIL) 

NET 
INCOME 

latest 
12  mos 

(SMIL) 

OPER 
MARGIN 

latest 
12  mos 

,  Jt  

PROFIT 
MARGIN 

latest 
12  mos 

% 

DEB 
CAPn 

lates 

*/, 

5-year 
average 

% 

latest 
12  mos 

% 

5 -year 
average 

% 

latest 
12  mos 

5-year 
average 

% 

latest 
12  mos 

% 

insurance                                        •  2002  est  p/e  12  -  gHQH^ 

Aflac 

15.5 

12.5 

6.3 . 

0.9        15.1  11.8 

9,682  691 

11.3 

7.1 

15. S 

Alleghany 

5.7 

13.9 

11.7 

-11.2 

11.5 

65.7 

1,005 

186 

48.7 

18.5 

13.; 

American  IntI  Group 

12.7 

8.6 

12.3 

31.6 

14.0 

-13.7 

58,512 

5,130 

30.2 

8.8 

37.1 

Cigna 

15.7 

173 

0.9 

-2.6 

39.2 

15.9 

19,279 

1,075 

9.7 

5.6 

20.{ 

Commerce  Group  Inc 

16.7 

15.3 

9.6 

76 

74 

6.3 

1,148 

120 

13.9 

10.5 

o.c 

Fidelity  National  FinI 

19.6 

16.6 

36.3 

59.3 

30.5 

112.2 

3,559 

256 

16.7 

7.2 

24.^ 

First  American 

17.9 

15.5 

20.6 

19.7 

NM 

178.4 

3,440 

147 

12.7 

4.3 

30. E 

Jefferson-Pilot 

14.8 

15.5 

12.7 

9.5 

15.1 

5.4 

3,336 

554 

25.9 

16.6 

3.$ 

Marsh  &  McLennan 

Xo.f 

16.1 

23.3 

-0.7 

16.3 

177 

9,946 

1,116 

26.3 

11.2 

ox.«. 

Mercury  General 

15.7 

10.6 

14.9 

8.6 

5.5 

-6.1 

1,457 

109 

9.9 

75 

10.? 

MGIC  Investment 

23.9 

21.9 

11.8 

21.0 

24.1 

11.4 

1,292 

610 

73.6 

472 

9.] 

Nationwide  Financial 

13.8 

13.9 

11.6 

3.3 

I6.32 

11.2 

3,236 

471 

21.7 

14.5 

i4.e 

Old  Republic  IntI 

12.7 

13.9 

4.6 

13.1 

8.2 

374 

2,294 

351 

22.9 

15.3 

3.£ 

Protective  Life 

13.8 

11.1 

14.5 

11.3 

13.1 

-6.7 

1,886 

153 

15.3 

8.1 

19.£ 

Stewart  Info  Services 

10.4 

12.2 

14.0 

24.5 

44.3 

500.0+ 

1,161 

32 

71 

2.7 

3.£ 

Torchmark 

12.2 

15.2 

5.0 

9.4 

10.4 

19.5 

2,692 

394 

24.9 

14.6 

12.C 

13.0 

24.7     '  6.9 

273 

NM    '  255.7 

2.485 

421 

25.4  16.9 

O.C 

i%H*u       2002  est  P/E  22  •  .MfS^ 

Alcoa 

15.3 

10.3 

11.6 

175 

13.8 

-8.5 

24,238 

1,442 

176 

5.9 

32.2 

Carpenter  Technology 

6.2 

3.6 

73 

11.8 

-15.5 

-573 

1,282 

26 

14.6 

2.0 

33.7 

Commercial  Metals 

74 

5.0 

2.1 

-8.3 

-4.4 

-43.1 

2,441 

24 

5.8 

1.0 

35.1 

Freeport  Copper 

8.4 

10.5 

NM 

4.8 

-20.9 

500.0* 

1,956  1  173 

49.5 

8.9 

59.C 

Mueller  Industries 

15.7 

9.9 

13.3 

-10.7 

15.8 

-26.2 

1,095  72 

14.7 

6.6 

6.3 

Nucor 

15.6 

9.9 

4.9 

-10.7 

2.3 

-45.4 

4,169 

166 

12.8 

4.0 

15.3 

Reliance  Steel 

11.4 

74 

27.4 

-0.2 

18.4 

-26.1 

1,686 

46 

77 

2.7 

36.3 

Worthington  Inds 

6.7 

4.1 

3.5 

-11.7 

-12.5 

-53.2 

1,751 

37 

8.1 

2.1  25.8 

KeTaiiing  mmm^m 

4ftnra«.2002  est  P/E  23 

Dng-terni  estimated  EPS  growth  H 

Abercroinbie  &  Fitch 

68.3 

39.4 

41.5 

14.7 

61.7 

79 

1,338 

167 

22.6 

12.5 

0.0 

American  Eagle  Outfitters 

44.0 

28.5 

29.4 

39.4 

98.1^ 

34.0 

1,331 

111 

15.9 

8.3 

4.3 

Bed  Bath  &  Beyond 

32.3 

23.1 

31.8 

25.0 

33.1 

25.5 

2,638 

189 

13.4 

72 

0.0 

Best  Buy 

27.0 

19.7 

16.6 

25.8 

59.22 

-1.6 

17055 

387 

5.0 

2.3 

15.1 

BJ's  Wholesale  Club 

19.8 

12.0 

13.8 

11.5 

26.2 

-33.7 

5,243 

81 

5.5 

1.5 

0.2 

Burlington  Coat 

11.1 

10.3 

8.2 

8.8 

16.3 

15.9 

2,436 

65 

5.3 

2.7 

1.1 

CDW  Computer  Centers 

37.0 

26.5 

42.5 

11.3 

46.8 

14.2 

3,980 

169 

71 

4.2 

0.0 

Costco  Wholesale 

13.0 

11.8 

12.6 

8.2 

176 

-4.4 

34,797 

602 

3.8 

1.7 

14.4 

CVS 

15.3 

16.1 

16.3 

10.1 

62.3 

3.4 

21,780 

753 

75 

3.5 

15.0 

Dollar  Tree  Stores 

37.8 

20.3 

39.6 

21.4 

37.6 

-5.1 

1,872 

112 

12.7 

6.0 

5.7 

Family  Dollar  Stores 

22.4 

22.8 

16.4 

170 

27.4 

10.0 

3,665 

190 

,  9.9 

5.2 

0.0 

Home  Depot 

19.5 

16.7 

24.5 

13.7 

28.1 

3.8 

50,528 

2,799 

10.4 

5.5 

6.7 

Insight  Enterprises 

21.1 

16.5 

51.2 

9.6 

49.9 

-76 

2,098 

48 

4.6 

2.3 

5.1 

Kohl's 

17.4 

15.3 

25.4 

26.2 

33.8 

39.8 

6,987 

440 

13.1 

6.3 

29.2 

Limited 

26.8 

17.4 

4.7 

-1.2 

NM 

-11.7 

9,747 

431 

9.2 

4.4 

8.9 

Linens  'n  Things- 

14.4 

11.5 

23.1 

16.1 

41.8^ 

-5.5 

1,731 

56 

79 

3.2 

0.0 

Lowe's  Cos 

13.8 

12.6 

21.8 

18.7 

26.0 

13.7 

21,401 

946 

10.1 

4.4 

36.1 

Men's  Wearhouse 

16.2 

12.7 

28.7 

3.8 

28.6 

-14.8 

1,334 

65 

11.0 

4.9 

15.9 

Michaels  Stores 

9.1 

10.3 

11.4 

15.1 

31.72 

0.4 

2,352 

78 

9.2 

3.3 

30.2 

Pier  1  Imports 

17.7 

15.7 

10.9 

10.7 

42.1 

4.7 

1,457 

86 

12.4 

5.9 

4.4 

RadioShack 

21.0 

23.0 

-6.5 

5.3 

50.82 

-172 

4,844 

277 

13.5 

5.7 

39.8 

Ross  Stores 

32.7 

30.5 

13.5 

11.2 

31.1 

5.1 

2,917 

150 

10.6 

5.2 

12.5 

Sonic  Automotive 

16.3 

10.3 

90.1 

73 

84.02 

-5.6 

6,192 

70 

3.6 

1.1 

46.8 

Starbucks 

12.1 

15.4 

30.6 

22.1 

23.9 

878 

2,649 

181 

15.7 

6.8 

0.4 

Stein  Mart 

16.2 

11.7 

19.1 

10.4 

NM 

12.0 

1,274 

24 

3.2 

1.9 

0.0 

Talbots 

13.9 

20.3 

9.6 

10.3 

NM 

30.1 

1,652 

128 

15.8 

7.7 

15.7 

I  See  page  88  for  footnotes. 
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.:::f5o!:^". 
I'm::::.  <5(/)t-o 

GETTING. i<cy. 


IP'S.  PPO'J 
IPO'^SsJdEALTH^: 
« NSU  RANSejyi  AY^" 
CONFUSE  SOT 
PEOPLE,  BUT 
NOTME-^^HKi 

I'M  COLD.  JOHN'S  PROBABLY 
COLD  TOO,  BUT  HE  WON'T  «■ 
ADMIT  IT  1^  ijg      tj?  Cjfi  \X  ir' 


DOES  THE  I 
(K)  STAND  i 
^KANGAROOS 
||«r:..THAT  D  BE 
ISHOULD-.Fy.NNY 
 .  .t-         HAVE  BEEN  i^Jj^ 

TO  BE  BAD?4-:.  AMATApoR.^i| 
OURS  SEEMS '^i'Tm'cOLD. 
REALLY  GOOD.  CRA!G'S<-<-  . 
 '  •  PROBABLY  :^ 

IF  I  FELL,  WHAT  :  COLD  TOO,  :7S+„. 
WOULD  ANNE    BUT  HE.AZ^;  "sldt. 

DO?  THAT'S :  woN'T<-t^:  D?,<°: 
DUMB.  I'M®:  ADMIT  IT ^ :  0?2c 
SAFE.  BUT  :.T.T....'..IJ;.T.:  x-hZ 

WHAT  WOULD  ANNE  DO?  I  iU^ift^ 

WOW,'  'from  'up  'h'e'r'e  o  g  > 

THOSE  CARS  LOOK-^f^f^d 
LIKE  ANTS.  WAIT-^HBdS'^z 
THOSE  ARE  ANTS. SSI  <S)ffic 

A  BABy'o'n  MYA^ 
HEALTH  PLAN.4^^: 
YIKESlTiTiTlTi  ' 


C30:V 
i-o:V!- 


S  CRAIG  KIDDING  WHEN  HE 
CHET  WAS  A  CUTE  : 
'   'OR  A  R"-^^^  - 


tt:-i:Qdii!> 


■  ^S 

I1I<UI 


NOW  THAT  l'M4«- 
FINALLY  GETTINCr' 
MARRIED,  I  HAVE. 
TO  UPDAf  E  MY<-< 
.:  BENEFITS  PLANT 
S*:AND  MY4-<-^w- 
5? :  WARDROBE.-'^S?- 
i..MAYBE  NOT  IN 
'OT^THAT  ORDER. 


>*VlL  UJ  (0  0  tn'Cn  f  AFTER  24 
-WIUMtOS  YEARS,  a. 
Wtt    oD:IU  I'M  NO  Ll\ 
lS£ulO-i  LONGER" 
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L  Re-Tailspin 


If  you  discount  it,  they  will  come"  was  the  mantra  for  retailers  this  holiday  season.  Everyone 
from  Sears  to  Lord  &  Taylor  lowered  prices  to  lure  shoppers  back.  But  it'-s  probably  not 
going  to  be  enough  to  raise  overall  retail  sales  for  the  full  year  to  more  than  $905  bil- 
lion, only  3%  above  2000.  One  of  the  most  successful  performers:  Kohl's,  a  national  chain 
with  382  stores  that  offers  moderately  priced  name-brand  apparel  and  home  furnishings. 
Same-store  November  sales  were  up  26%  from  last  year.  In  trouble:  Gap,  the  once-trendy 
retailer  whose  clothes  have  fallen  out  of  fashion  with  the  20-to-30-year-old  set.  Same-store  sales 
were  off  25%  in  November.  Picking  up  part  of  the  slack:  Chico's,  a  310-store  chain  that  sells 
women's  casual  clothing.  November  sales  were  up  19%.  Traditional  department  stores,  suffering 
from  slower  mall  traffic,  continue  to  have  a  rough  time.  Federated,  which  owns  Macy's  and  Bloom- 
ingdale's,  is  bracing  for  a  14%  December  sales  slump.  Martha  Stewart  towels  and  cutlery  aside, 
Kmart  is  losing  market  share  to  rivals  like  Target,  whose  name-brand  items  carry  more  cachet. 
Kmart's  November  sales  were  off  2.6%  from  a  year  before.  Folks  who  stayed  home  rather  than  travel 
over  the  holidays  spent  money  sprucing  up  their  homes.  A  big  winner  was  Pier  1  Imports,  which  sells  stuff  like  fragrant  cane 
and  tablecloths.  Its  sales  climbed  12.5%  in  November.  But  staying  at  home  didn't  mean  more  shopping  at  home.  Online 
barely  grazed  1%  of  total  sales  for  the  season,  about  the  same  as  last  year.  — Nicole  Rid\i\ 
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MEDIANS:  Market  value  $4,287 
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400  platinum  companies.  'Four-year  average.  H'hree-year  average.  ^Annualized;  projected  over  next  three  to  five  years.  'I 
meaningful.  Sources:  Forbes:  FT  Interactive  Data,  Market  Guide  and  Thomson  Financial/IBES  via  FactSet  Research  Syste 
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r  customers 

am  the  dreams  of  giants 


>•  ••■ 


They  dream  of  a  world  without  disease.  They  dream 
of  a  wireless  world  where  information  flows  effortlessly. 
Where  cutting-edge  electronics  work  flawlessly.  These 
are  not  the  dreams  of  the  timid.  They  are  the  dreams 
of  giants.  And  Agilent  is  providing  technologies  to  help 
make  them  a  reality  faster  than  ever.  Here's  to  the 
dreamers.  And  the  world  they  see  with  their  eyes  closed. 

Agilent  Technologies 

dreams  made  real 
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WORKERS  OUT 
OF  THE  LOOP 


RETURN     ON  COMMUNICATIONS 


ormation  is  useless  if  you  can't  use  it  in  time.  Which  means 
ur  people  in  the  field  need  the  same  resources,  and  the  same 
:ess,  that  they  have  back  at  headquarters.  How  do  you  give  it 
them?  By  turning  each  employee  into  a  walking  branch  office. 
'&T  can  make  it  happen. We're  experts  in  setting  up  secure 
note-access  solutions.  Whether  your  people  are  across  town. 
■  across  the  planet. 

ant  an  example?  Today,  we  provide  Web  and  Audio 


Conferencing  Services  for  GTECH,  a  global  IT  company 
servicing  the  lottery  industry.  Now  its  4,600  employees  can 
send  messages  or  data,  access  key  documents,  or  share 
applications  from  any  location  in  43  different  nations.  Result: 
GTECH  makes  decisions  faster,  and  jumps  on  opportunities 
in  real  time. 

Want  to  keep  your  people  close  (even  when  they're  not)? 
Get  in  touch  with  AT&T. 


ill  AT&T  toll  free  at  I  866  387-9728  or  visit  us  at  www.attbusiness.com/return 


ATfiJ 
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What  do  you  see? 


All  the  detaxls  of  a  complex  support  network? 
Or  can  you  sle  all  the  way  to  the  roots  of  the  tree? 
You  need  to  »eep  all  three  in  your  sights  when  you're 
growing  a  hAlthy  tree  or  a  healthy  company. 

As  one  of  the  world's  largest  companies  ITOCHU  knows  just 
how  hard  it  can  be  to  keep  close  track  of  every  leaf  on  every 
branch.  But  with  over  a  century  of  business  experience,  we  know 
just  how  to  do  that  —  and  we  are  making  each  leaf  an  essential 
part  of  an  attractive  and  powerful  whole. 

That  whole,  trades  in  everything  from  soup  to  satellites,  and 
has  a  reputation  for  investing  in  growth.  That's  why  we  under- 
stand the  different  needs  of  companies  who  have  steady  all-\'ear 
round  profits  and  companies  who  evolve  with  the  seasons. 

Whether  you're  an  acorn  or  a  redwood.  ITOCHU  can  give 
you  the  support  you  need. 

Committed  to  the  global  good. 

ITOCHU  Corporation 

http:/ / www.itochu.co.jp 


Visit  the  Japan  Special  Advertising  Sec 
online  at  Forbes'  flagship  Web  site. 
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A      /  hen  discussing  interna- 
tional  issues  these  days, 
Y     y    all  analysis  seenns  to 
pgin  with  the  war  on  terror.  Every 
ttion  IS  examining  new  relation- 
ips.  and  re-examining  old  relation- 
ips,  in  light  of  the  common  enemy 
e  face  today. 

The  story  of  Japan  and  the 
nited  States,  however,  is  not  about 
hat  has  changed  since  September 
.  Our  story  is  about  what  hasn't 
langed,  a  partnership  that  is  even 
'onger  than  it  was  before,  a  friend- 
ip  that  transcends  historical  differ- 
ices  to  forge  a  common  future. 

We  share  interests  and  values  at 
'ery  level  of  society.  While  parts  of 
e  world  tragically  suffer  under 
ispotism  and  anarchy,  the  United 
ates  and  Japan  enjoy  the  enduring 
tue  of  democracy.  A  year  ago,  in 
presidential  election  of  unprece- 
;nted  closeness,  the  United  States 
owed  the  world  how  in  a  true 
^mocracy  the  peoples'  faith  in  their 
stem  of  government  and  way  of 
2  is  far  stronger  than  any  political 
fferences  that  divide  them.  A  few 
onths  ago,  the  people  of  Japan 
loke  of  their  desire  for  change,  an 


The  Most 

Important 

Relationship 


option  only  available  to  those  fortu- 
nate enough  to  live  in  a  democracy, 
and  their  system  responded,  pro- 
ducing a  strong  leader  for  challeng- 
ing times.  The  voice  of  democracy 
can  be  heard  in  both  countries  loud 
and  clear. 

We  are  the  two  largest 
economies  in  the  world.  Japan  has 
endured  a  decade  of  stagnation,  but 
with  appropriate  financial  and  struc- 
tural reforms,  it  will  recover.  Prime 
Minister  Koizumi  has  committed  his 
government  to  fundamental  reforms 
of  the  Japanese  economy,  and  there 
is  strong  support  in  Japan  for 
change.  President  Bush  has 
expressed  his  support  for  the  Prime 
Minister's  reform  program,  and  our 
two  governments  are  working 
together  through  our  new 
"Economic  Partnership  for  Growth" 
to  find  ways  that  we  can  make  our 
economies  more  open,  more 
vibrant  and  more  successful.  Change 
is  difficult,  especially  when  you  are 
seeking  to  change  a  formula  that  has 
brought  you  great  success,  but 
change  is  essential.  The  United 
States  and  Japan  depend  on  each 
other  for  markets,  ideas  and  compe- 


tition to  fuel  the  economic  and  cre- 
ative growth  our  societies  need. 

Our  friendship  continues  to 
grow,  a  harmony  of  shared  responsi- 
bilities, interests  and  values.  The 
specter  of  terrorism  has  created  a 
new  environment  for  everyone,  but 
I  trust  the  friendship  and  commit- 
ment of  Japan.  Through  mutual 
understanding  and  cooperative 
effort,  we  will  overcome  the  eco- 
nomic and  security  challenges  that 
confront  our  two  nations,  the 
region,  and  the  world.  The  Japan- 
U.S.  relationship  is  often  called  the 
most  important  bilateral  relationship 
in  the  world.  I  welcome  this  oppor- 
tunity to  help  It  become  recognized 
as  the  most  successful  one  as  well. 


Howard  H.  Baker,  Jr. 
United  States 
Ambassador  to  Japan 
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I b€  flowering  of 


Electronic  Devices 


ISemiconduclorsj 


[Crystal  Devices) 


[Liquid  Crystal  Displays] 


Epson  creates  cellular  phone  devices  that 
meet  efficiency-conscious  global  demands, 
through  technologies  based  on  its 
"ENER(;Y  SAVING".  It  holds  a 
commanding  lead  in  active-matrix  c(jlor 
LCDs,  with  a  large  global  market  share. 
Currently  fitted  in  various  cellular  phone 
products  throughout  the  world. 


Power,  Space,  Tinii 

EPSON  innovations  in 
energy-saving  technologies  offt 
the  cutting-edge  solutions 
for  your  next  designs 

EPSON  believes  we  all  benefit  from  great 
products  that  are  gentle  to  mother  earth.  1 
why  we  incorporate  energy-saving  technoh 
in  a  wide-  range  of  electronic  devices  includ 
semiconductors,  liquid  crystal  displays  and 
crystal  devices. 

Our  approach  is  based  on  a  unique,  high- 
integration  of  power-,  space-  and  time-savin 
technologies.  By  rigorously  implementing  t 
approach,  we're  not  only  creating  the  next 
generation  of  products,  we're  also  protectin 
planet  for  the  next  generation  of  people.  It 
policy  that  makes  both  business  and 
environmental  sense. 


www.epson.com 


EPSON  is  a  registered  trademark  of  SEIKO  EPSON  CORPC 


schnology  in  Hand:  The  Customer  in  Mind 


Takashi  Nishioka  President  Mitsubishi  Heavy  Industries,  Ltd. 


rom  the  time  he  was  a  boy,  Takashi  Nishioka,  president 
I  of  Mitsubishi  Heavy  Industries,  Ltd.  (MHI),  has  always  had 
I  a  fascination  with  the  heavens.  In  his  youth  he  would 
set  out  from  home  in  Tokyo  to  seek  a  perfect  spot  in  the 
ryside,  away  from  city  lights,  to  gaze  at  stars  and  constel- 
s,  observe  planets  and  nebulae,  search  for  meteors  and 
ts.  Early  on,  wishing  to  record  his  celestial  discoveries,  he 
Dped  a  passion  for  photography.  "Capturing  heavenly  bod- 

1  film  requires  long  exposures,"  he  notes.  "I  recall  many 
r  nights,  which  is  when  the  stars  are  at  their  brightest, 
•ing  in  freezing  temperatures  waiting  for  a  cherished  shot" 
:ombination  of  passion  and  patience  has  served  Nishioka 

^  his  professional  career. 

Dday,  as  president  of  Japan's  leading  heavy-industrial  manu- 
er,  Nishioka  is  bent  on  instilling  those  same  qualities  in  his 
0  employees,  especially  MHI's  engineers,  who  number  near 
0.  "Human  resources  are  a  corporation's  foremost  asset," 
ers.  "At  MHI,  the  company's  future  rests  most  squarely  on 
loulders  of  our  young  engineers,  for  it  is  up  to  them  to 

2  the  technologies  and  products  that  will  carry  us  forward, 
strength  and  assurance,  in  the  2 1  st  century."  To  foster 
creativity,  Nishioka  has  launched  an  in-house  program 

ig  innovative  ideas  for  tomorrow's  technologies  and  prod- 
In  2000,  more  than  1 ,700  proposals  were  submitted  to 
ind  today  the  company  is  working  toward  implementation 
ht  of  them. 

MHVs  business  is  building 
social  and  economic 


infrastructure;  we  forge 
the  foundations  that 
enable  society  to  function. 


IHI's  solid  rep- 
)n  worldwide 
)ng  been  based 
e  company's 
aled  technol- 

1  capabilities  in 
ad  spectrum 
lustrial  fields, 

iing  defense.  But  because  its  diverse  products  —  in  over 
ategories  —  are  less  obvious  to  the  average  consumer, 
ame  "MHI"  is  less  familiar  to  people  worldwide  than 
ese  manufacturers  of  consumer  goods  whose  names  have 
Tie  household  words.  Yet  in  terms  of  overall  importance 

2  global  community,  Nishioka  stresses  that  MHI's  role  is 
mely  vital.  "MHI's  business  is  building  social  and  economic 
tructure;  we  forge  the  foundations  that  enable  society  to 
ion." 

loing  forward,  Nishioka  says  MHI  aims  to  fortify  its  corpo- 
josition  further  by  focusing  on  four  main  areas  which,  by 
ickoning,  offer  highest  growth  potential.  "The  first  is  ener- 
)wer  plants,  gas  turbines,  alternative  energy  sources,  fuel 
jction  plants.  Second,  transportation:  everything  from  high- 


speed trains  and  luxury  cruise  ships  to  satellite  launch  rockets. 
The  third  area  encompasses  technologies  and  products  friendly 
to  the  environment  waste  treatment  plants,  fuel  cells  and  the 
like.  Finally,  fourth  comes  a  kaleidoscope  of  machinery  to 
enhance  our  lives:  paper-making  machines,  printing  presses, 
machine  tools  and  such  —  items  always  in  demand." 

So  how  will  MHI  maintain  its  No.  I  industry  position  in  these 
economically  embattled  times?  "Above  all,  by  always  remaining 
in  the  vanguard  of  technological  progress,  as  a  way  of  providing 
reliable  products  and  services  to  ensure  wholehearted  cus- 
tomer satisfaction.  Second,  but  with  no  less  dedication,  by  solidi- 
fying the  foundations  we  require  in  this  new  era  of  intense  price 
competitiveness,  an  era  that  demands  an  unyielding  commitment 
to  improving  the  company's  efficiency." 

A  tall  order  to  fill.  But  with  a  stargazer  of  such  zeal,  vision 
and  steady  leadership  as  Nishioka  at  its  helm,  MHI  is  set  to 
meet  the  challenges.  ■ 

Takashi  Nishioka' s  early  fascination  with  the  stars  led  him  to  studies  in  aero- 
nautical engineering  at  the  University  of  Tokyo.  After  joining  MHI.  he  spent  a 
total  of  10  years  in  the  U.S.  as  a  sales  engineer  promoting  the  companv'':  air- 
craft. He  was  named  president  in  1999. 

www.mhi.co.jp/indexe.html 
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v^^H  we  increase 


your  productivity^!^ 

cut  your  printing  costs? 


Sure,  we  pioneered  digital  copiers. 
And  yes,  we're  the  fastest  growing  maker  of 
network  printers  in  key  markets. 
But  what  keeps  our  customers  coming  back 
in  more  than  120  countries  is  our  uncompromising 
dedication  to  individual  output  needs. 
Ik  to  us. 


We're  in  your  corner. 
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3tal  Solution  Power:  Strength  in  Diversity 

Yohsaku  Fuji  President  and  Director  The  Kansai  Electric  Power  Co.,  Inc. 


I  ovember  9,  1965  is  a  day  that  remains  indelibly 
k  I  etched  in  the  memory  of  Yohsaku  Fuji,  president 
'  ^  and  director  of  The  Kansai  Electric  Power  Co.,  Inc. 
sai  EP).  As  a  28-year-old  engineer  at  Japan's  second 
st  power  provider,  Fuji  was  on  a  training  assignment 
sneral  Electric  in  Schenectady,  New  York,  when  a 
ive  blackout  descended  over  much  of  the  northeast- 
Jnited  States,  darkening  New  York  City  and  parts  of 
;rn  Canada.  From  5: 1 5  p.m.  on  that  cold  winter's 
:,  some  30  million  people  were  left  without  electricity 
p  to  I  3  hours.  The  experience  reinforced  in  Fuji  a 
awareness  of  the  critical  need  to  maintain  a  failure- 
power  supply  at  all  times. 

nergy  reliability  has  long  been  a  top  priority  at  Kansai  EP, 
;e  power  grid  in  western  Japan  serves  a  client  base  with 
irements  equivalent  to  the  entire  nation  of  Sweden.  But  as 
sxplains,  the  parameters  of  Japan's  power  industry  have 
ed  to  change  drastically  in  recent  times.  "Since  March 
,  the  industry  has  begun  to  deregulate  for  the  first  time  in 
story,"  he  explains.  "Retail  users  who  contract  for  more 
2,000  kW  received  at  voltages  exceeding  20,000V  have 
dy  acquired  the  liberty  to  take  their  business  to  the  sup- 
of  their  choice.  At  Kansai  EP,  30%  of  sales  (in  kWh)  has 
tionally  derived  from  that  segment,  and  now  we  face 
ecedented  competition  from  new  entrants  in  the  energy 
ly  market." 
Vhat  is  the  company 
I  to  retain  the  loyalty 
longstanding  cus- 
!rs  and  to  attract  new 
?  "First,"  says  Fuji,  "we 
argeting  optimal  cost 
jetitiveness  through 


Industry  deregulation 
is  providing  us  with 
golden  opportunities 
for  expansion  into 
diverse  fields. 

ous  cost  control  and 

Jit  of  maximum  efficiency  in  every  aspect  and  at  all  levels  of 
jperations  —  from  management  and  accounting  to  sales 
naintenance.  Second,  we  are  taking  bold  initiatives  to 
den  the  spectrum  of  our  service  capabilities.  Whereas  ear- 
/e  focused  primarily  on  electric  power  supply,  industry 
gulation  is  providing  us  with  golden  opportunities  for 
nsion  into  diverse  fields  including  gas  supply,  cogeneration, 
ommunications,  security  and  the  Internet  At  Kansai  EP  we 

to  our  new  corporate  stance  as  Total  Solution  Power." 
^n  all-encompassing  platform  of  solutions  demands  a  thor- 

understanding  of  the  evolving  needs  of  today's  customers, 
ai  EP  is  nurturing  its  knowledge  by  strengthening  its  rap- 
and  communication  with  users  and  potential  users.  Active 
gue,  made  possible  by  a  companywide  staff  reorganization 


program  that  has  expanded  and  enhanced  the  sales  segment 
significandy,  gives  the  energy  supplier  keen  insight  into  user 
needs.  Once  those  needs  are  known,  Kansai  EP  then  applies 
Total  Solution  Power  to  forge  and  offer  the  solutions  best 
matching  those  requirements. 

The  scope  of  Total  Solution  Power  extends  beyond  its  own 
business,  however.  Says  Fuji:  "We  have  also  created  a  special 
team  whose  mission  is  to  attract  new  companies,  both  domes- 
tic and  foreign,  to  the  Kansai  area.  By  attracting  new  businesses 
to  the  region,  we  can  simultaneously  achieve  two  goals:  expan- 
sion of  our  client  base,  enabling  sustained  corporate  growth, 
and  the  continuing  development  and  prosperity  of  the  Kansai 
region  in  the  2 1  st  century." 

For  five  decades,  Kansai  EP  played  a  supporting  role  as  the 
Kansai  area  evolved  into  a  commercial  and  industrial  power- 
house. Today,  under  Fuji's  leadership,  the  company  is  becoming 
increasingly  proactive,  to  the  benefit  of  all  concerned.  M 

Fuji  joined  Kansai  EP  in  I960,  after  graduating  from  Kyoto  University  with 
an  engineering  degree.  He  has  over  20  years  of  first-hand  experience,  includ- 
ing three  years  on  company  assignment  to  the  World  Bank,  during  whic'i  time 
he  served  on  projects  in  such  developing  nations  as  Nepal  and  Myanmar. 

www.kepco.co.jp/indexe.htm 
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Unfading  Beauty:  Best  of  East,  West 


Morio  Ikeda  President  and  CEO  Shiseido  Co. 


While  awaiting  Morio  Ikeda,  president  and  chief 
executive  of  Shiseido  Co.,  Ltd.,  visitors  are 
shown  into  a  meeting  room  of  the  utmost  ele- 
gance, beautifully  appointed  with  Western  furniture, 
Japanese  and  Asian  art. 

Ikeda's  business  philosophy  demonstrates  similar  aes- 
thetics. He  says:  "The  21st  century  will  be  one  of  conver- 
gence between  religions,  cultures  and  races.  At  the  very 
least,  we  should  evolve  into  a  society  in  which  we  admit  and 
respect  our  differences  —  and  maybe  even  learn  from 
them."  It  is  in  this  type  of  convergence,  believes  Ikeda,  that 
the  true  strengths  of  Shiseido,  one  of  the  world's  leading 
cosmetics  companies,  lie. 

After  concentrating  on  the  development  of  Western 
markets  for  several  decades  with  very  successful  results, 
Shiseido  is  now  re-examining  its  own  roots.  Explains  Ikeda, 
"Shiseido  is  active  globally  and  the  Shiseido  brand  is  known 
and  respected  as  a  sign  of  high  quality  throughout  the 
world,  but  the  company  began  and  initially  prospered  in 
Asia.  With  this  in  mind,  we  think  we  can  bring  the  scientific, 
logical  approach  of  the  West  and  the  experience-based  wis- 
dom of  the  Orient  into  synergy." 

Shiseido  has  already  begun  searching  for  synergy,  conduct- 
ing research  into  the  ways  of  ancient  Chinese  medicine, 
known  in  Japan  as  kampo,  and  will  soon  establish  a  research 
laboratory  in  China  itself.  The  company  is  not  moving  away 
from  its  links  with  the  West,  however.  Ikeda  is  justifiably 
proud  of  the  10-year  alliance  between  Shiseido  and  Harvard's 
Cutaneous  Biology 

Research  Center,  which  led    77^^  21  St  CentUrj  wUl 
to  the  discovery  that  aro- 
mas have  revitalizing  effects  ^  COtTVeVgeriCe  Ul 

on  the  skin  —  thus  leading  rellgiOHS,  CUltUreS 

to  Shiseido's  development 

of  new  cosmetics  lines.  Cllld  KQCeS. 

Ikeda's  interest  in  these 
new  cosmetics,  targeted  at  the  post  baby  boomers,  seems  to 
be  based  as  much  on  good  business  sense  as  sentiment.  He 
admits,  "As  time  goes  by,  our  customers'  needs  change.  From 
now  on,  as  the  populations  of  most  developed  countries  con- 
tinue to  age,  we  are  going  to  see  the  need  for  products  aimed 
directly  at  older  consumers.  Because  Shiseido  has  always  been 
a  company  that  focuses  on  beauty  and  dignity,  we  will  remain 
at  the  forefront  of  cosmetics  developments." 

As  Shiseido  celebrates  its  130th  anniversary  this  year, 
it  is  glowing  with  health  and  beauty,  the  kind  of  beauty 
that  age  and  wisdom  bestow.  Some  of  the  wisdom  came 
from  Shiseido's  first  president,  Shinzo  Fukuhara,  who 


said,  "Let  the  product  speak  for  itself."  His  successo 
obviously  still  believe  that. 

"Make-up  differs  from  culture  to  culture,"  explains 
Ikeda.  "Through  the  ages,  Shiseido  has  been  a  pioneer 
beauty  for  both  young  and  old,  occidental  and  oriental 
popular  Eudermine  skin  lotion,  a  fusion  of  eastern  and 
western  philosophies,  was  first  introduced  in  1897.  Sin 
then,  we  have  worked  to  supplement  personal  beauty 
self-esteem  throughout  the  world.  We  will  continue  to 
pioneer.  Most  of  all,  we  will  continue  to  respect  and  ca 
for  our  customers. 

"Money  isn't  everything,  after  all.  Like  most  large  corr 
nies,  we  have  shareholders  for  whom  we  must  make  pro 
but  that  is  not  our  only  reason  to  exist.  We  also  play  an 
important  role  in  society,  so  we  have  an  obligation  to  ma 
tain  a  balance  between  our  financial  requirements  and  ou 
quest  for  elegance,  what  you  might  call  noblesse  oblige."  I 


Ikeda  graduated  from  the  Tokyo  Theological  Seminary  in  1961  and 
Shiseido  the  same  year.  He  worked  his  way  up  through  the  ranks,  acq 
expertise  in  administration,  communications  and  environmental  activiti 
was  named  president  in  2001. 

www.shiseida 


In  Harmony:  Optimized  Interfaces 


Yoshio  Tateisi  Representative  Director  and  CEO  Omron  Corpor 


The  entrance  to  the  executive  offices  of  Omron 
Corporation,  a  leading  Japanese  electronics  manufac- 
turer, features  fortified  doors  and  what  looks  like  a 
small  television  set  embedded  in  the  wall.  The  screen  is  blank, 
however.  Only  when  an  individual's  face  is  matched  with  an 
authorized  image  in  Omron's  database  do  the  doors  open. 
This  facial  recognition,  or  biometric,  security  system  is  an 
example  of  what  Yoshio  Tateisi,  representative  director  and 
chief  executive,  sees  as  the  future  of  the  company:  the 
human-machine  interface  (HMI). 

"I  believe  that  the  coming  age  will  be  one  of  optimization," 
says  Tateisi,  "when  one  of  the  main  social  needs  will  be  to 
engender  harmony  between  humans  and  machines.  This  will 
be  achieved  through  the  development  of  machines  with 
human  characteristics  that  will  carry  out  mundane  tasks,  leav- 
ing humans  free  to  be  creative  and  innovative." 

One  example  of  how  far  Omron  has  already  gone  in  this 
respect  is  NeCoRo,  a  robot  resembling,  behaving  and  thinking 
like  a  cat,  which  was  launched  last  October.  The  furry  device 
contains  15  sensors  that  allow  it  to  interact  with  humans  and 
develop  different  personalities  depending  upon  how  it  is  treat- 
ed. If  petted,  it  will  be  content;  if  mistreated,  unhappy. 

Says  Tateisi,  "We  are  not  simply  making  pet  robots,  but 
rather,  machines  that  are  capable  of  adapting  to  situations  and 
reacting  in  ways  that  will  be  recognizable  as  normal  within  our 
accepted  society.  HMI  developments  have  made  it  possible 
for  machines  to  do  many  things  that  have  previously  been 
considered  drudgery.  They  are  capable  of  acting  as  bank 
tellers  or  railway  station  ticket  agents,  for  instance  —  doing 
tasks  that  free  up  humans 
for  higher  pursuits.  In  the 
future,  they  will  be  advanced 
to  an  even  higher  level  of 
user  friendliness." 

The  HMI  concept  also 
demonstrates  Omron's 
commitment  to  improving 
society,  rather  than  simply 
manufacturing  products.  "Because  of  this  commitment,"  says 
Tateisi,  "we  have  to  ensure  that  our  brand  remains  well 
known  and,  above  all,  highly  respected.  A  strong  and  admired 
brand  allows  us  to  make  improvements  in  five  areas:  it  gives 
confidence  to  customers  and  differentiates  our  products;  it 
creates  a  barrier  to  market  entry  by  our  competitors;  it 
allows  us  to  expand  our  customer  base;  it  increases  our  stock 
value,  thereby  enhancing  our  standing  with  stockholders;  and 
it  makes  our  employees  proud  to  work  for  us,  thus  allowing 
us  to  attract  the  best  and  the  brightest." 
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We  foresee  the  future 
needs  of  society 
quicker,  so  we 
develop  technologies 
and  products  fasten 


Tateisi  believes  Omron's  positive  brand  image  reci 
nition  is  a  result  of  an  innovative  approach.  "The  imag 
people  have  of  Omron  is  that  we  are  dedicated  to  ma 
creation  and  proactive  in  responding  to  social  needs, 
explains.  "We  foresee  the  future  needs  of  society  quic 
than  others,  so  we  develop  technologies  and  products 
faster  than  competitors,  which,  of  course,  leads  to  ear 
market  entry  and  bigger  founder's  profits.  It  is  safe  to 
that  our  corporate  DNA  means  that  we  will  continue  tc 
successfully  identify  and  respond  to  social  needs,  and  by 
doing  so,  contribute  to  society." 

Although  admittedly  cute,  like  many  Omron  high- 
products,  NeCoRo  is  more  than  merely  a  robotic  cat; 
reality  it  is  a  concrete  manifestation  of  Tateisi's  deterr 
nation  to  maintain  Omron's  position  as  a  technologica 
leader  in  HMI  products  that  benefit  not  only  his  comp; 
but  society  as  a  whole.  ■ 

A  1962  graduate  of  Doshisha  University  with  a  degree  in  economics.  Tc 
joined  Omron  in  1963,  became  a  director  in  1973  and  was  named  CE 
1987.  He  is  active  in  a  variety  of  economic  organizations  and  has  wt 
several  books  on  business. 

www.omron. 


One  drop.  A  world  of  flavor. 


)ver  300  years  ago,  Kikkoman  created  the  first  drop 
F  a  unique  seasoning  that  today  inspires  the  world, 
sing  only  the  finest  natural  ingredients  including 
>ybeans,  wheat,  salt  and  pure  water,  Kikkoman  soy 
3uce  has  been  naturally  brewed  to  the  same 
aditional  recipe  ever  since.  Today  Kikkoman  is  among 
le  world's  oldest  and  most  well  known  brands, 
ppreciated  around  the  world  for  the  original  taste  it 
rings  to  other  ingredients,  and  its  versatility  in  imparting 
delicious  flavor  before,  during  and  after  cooking. 


To  support  sales  in  nearly  one  hundred  countries, 
Kikkoman  has  production  facilities  in  Japan, 
the  U.S.A.,  Europe,  Asia,  and,  from  2002,  in  China. 
As  a  responsible  corporate  citizen,  Kikkoman  is 
committed  to  working  in  harmony  with  nature 
through  the  responsible  recycling  of  waste,  and  to 
being  an  involved  member  of  the  local  communities 
in  which  we  operate.  This  philosophy,  carefully 
matured  over  time,  is  central  to  our  ability  to  create 
a  world  of  flavor  from  a  single  drop  of  soy  sauce. 


KIKKOMAN 


ikkoman  Corporation  2-1  -1 ,  Nishi-Shinbashi,  Minato-ku,  Tokyo  105-8428,  Japan  (  http://www.kikkoman.com  ) 


The  world's  finest  PowerShot  digital  cameras  are  in  perfect  ^^^^^B^H 
digital  harmony  with  the  .vorld's  finest  Bubble  Jet  printers.  So  smile,  shoot, 

pr;  <■  -?nd  share  with  everything  digital  from  Canon.  KNOW  HOV 
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rue  Globalization:  Accent  on  Quality 


Fujio  Cho  President  Toyota  Motor  Corporation 


enuine  globalization  is  the  priority  of  Toyota 
_  Motor  Corporation  President  Fujio  Cho,  who 
^  believes  that  to  achieve  this,  the  automaker  has  to 
op  all  its  regional  groups  as  true  centers  of  excellence, 
ribing  to  what  he  calls  "The  Toyota  Way."  He  likes  to 
Taiichi  Ohno,  father  of  the  Toyota  Production 
m.  who  encouraged  workers  to  "Always  think  about 
the  next  step  will  be.  Continuously  improving  oneself 
mark  of  the  true  professional."  Says  Cho,  "These 
s  illustrate  a  vital  component  of  the  Toyota  Way." 
ho  is  demanding  that  all  employees  concentrate  indi- 
and  collective  resources  on  four  distinct  reform 
igies:  development  of  new  technologies  for  the  envi- 
ent,  safety  and  IT;  promotion  of  internal  globalization; 
icement  of  cost  competitiveness;  and  expansion  of 
ta's  value  chain,  focusing  on  financial  services, 
ho  has  already  overseen  many  technological  break- 
ghs,  including  the  Toyota  Prius,  the  world's  first 
produced  gasoline-electric  hybrid  vehicle.  In  Japan, 
ta's  hybrid  lineup  now  includes  the  new  Crown 
•n  and  the  Estima  minivan,  which  Cho  uses  for  official 
I  instead  of  the  traditional  black  sedan.  Future  plans 
ven  more  ambitious.  With  Toyota's  growing  variety 
brid  models  and  production  facilities,  Cho  sees  poten- 
'orldwide  sales  for  hybrid  vehicles  reaching  around 
)00  per  year  by  2005. 
he  promotion  of  Toyota 
:ruly  global  corporation 
s  well  under  way.  Its 
nal  headquarters  have 
made  more  responsible 
I  aspects  of  operations  in 
v\th  the  Toyota  Way  and 
local  conditions  and  cul- 
.  This  is  demonstrated  by  the  recent  appointments  of 
ion-Japanese  men  to  head  up  overseas  manufacturing: 
Convis  as  president  of  Toyota  Motor  Manufacturing 
ucky,  and  Alan  Jones  as  managing  director  of  Toyota 
)r  Manufacturing  U.K. 

he  key  to  the  achievement  of  cost  competitiveness, 
Cho,  "is  not  simply  to  cut  the  purchase  prices  of  parts 
naterials  [but]  to  raise  quality  while  lowering  costs." 
accent  on  quality  as  well  as  price  is  typical  of  Cho,  who 
ill  aware  that  because  Toyota  is  Japan's  most  compre- 
ive  automaker  —  making  everything  from  minicars  to 
is  —  the  competition  includes  every  other  automaker, 
■her  large  or  small.  Says  Cho,  "Competitors  are  form- 
prategic  alliances  to  strengthen  next-generation  techno- 


We  must  take 
advantage  of  our 
total  resources  to 
ensure  top  quality 
worldwide. 


logical  development  and  cost  competitiveness.  Therefore, 
we  must  take  advantage  of  the  total  resources  of  the 
Toyota  Group  to  ensure  top  quality  worldwide." 

By  "expansion  of  the  value  chain,"  Cho  means  Toyota's 
diversification  into  activities  not  traditionally  identified  with 
auto  manufacturing,  such  as  financial  services.  Says  Cho, 
"The  launch  of  the  TS'  Card,  a  new  Toyota  credit  card,  evi- 
denced our  goal  of  supporting  customers  and  offering  one- 
stop  financial  services.  We  will  offer  a  variety  of  linked 
services  that  create  synergies  yielding  great  conveniences 
and  benefits  for  all  customers." 

Cho  realizes  that  the  individual  is  the  key  to  Toyota's 
success.  He  says,  "Only  companies  that  energetically  culti- 
vate human  resources  and  develop  enthusiastic  personnel 
who  can  take  the  lead  in  overcoming  problems  will  sur- 
vive." And  that  is  one  achievement  Fujio  Cho  is  determined 
to  realize.  ■ 


Clio  joined  I'oyota  ajicr  f^imliwliiifi  in  law  from  llic  Univcisily  of  Tokyo  in 
1960.  A  produclion  specidlisi,  he  was  nwnioi  cd  hy  Toyolu  Prodiu  lion  Sy\li'ni 
f-urii  Taiichi  Ohno.  and  opened  Toyota  ',v  first  wholly  owned  factory  in 
America  in  I9HH.  A  third  dan  in  kendo,  Cho  became  president  in  I'-JW. 

WWW.  global,  toyota.  com 
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JR  East  Group  —  Creating  new  lifestyles  with 
railway  business  at  the  core. 


JR  East  —  Japan's  most  extensive  railway  network, 
covering  the  Tokyo  metropolitan  area  and  five  Shinkansen  routes. 

In  accordance  with  its  mid-term  management  plan,  JR  East  enhanced  its  group  management  activities  with 
the  establishment  of  a  lifestyle  service  business  that  complements  its  railway  services. 

Anticipating  full  privatization  this  year,  JR  East  continues  to  strengthen  its  management  in  a  bid  to 
promote  greater  customer  and  shareholder  satisfaction. 


v^iN  inc.  l\L^wVw/l\l>' 


umanware:  More  Passionate  Support 


Yoshihiro  Yasui  Representative  Director  and  President  Brother  Industries,  Ltd. 


ere  is  one  word  that 
cribes  Yoshihiro 
ui,  representative 
Dr  and  president  of 
2r  Industries,  Ltd.,  it  is 
70te.  He  talks  ardently 
all  Brother's  integrat- 
)duction  activities  — 
encompass  everything 
levying  machines  to  the 
itest  in  IT  equipment 
i  sees  the  company's 
ir  history  as  an  evolu- 
rom  machine  manu- 
2r  through  software 
)per  to  'humanware' 
ier." 

sui  defines  humanware 
oducts  and  services 
romote  heart-to-heart 
unications."  One  such 
2,  provided  by  Brother 
iary  Xing  Inc.,  lets 
DoCoMo  i-mode  sub- 
rs  select  from  8,000 
ies  and  download  ring- 
les  for  their  cellular 
s. 

Dur  aim  nowadays," 
asui,  "is  to  become 

Drid  leader  in  cus-  — 
satisfaction.  To  do 

'6  not  only  have  to  provide  excellent  products  at  rea- 
e  prices,  but  also  add  a  little  bit  of  magic  —  that  some- 
;xtra  that  other  companies  can't  provide  —  joy." 
le  provision  of  joy  should  only  enhance  Brother's  tra 
al  strengths.  Long  the  supporter  of  global  SOHO 
office/home  office)  clients  with  its  broad  range  of 
equipment  —  such  as  printers,  fax  machines,  multi- 
DH  peripherals,  labeling  machines  —  the  company  is 
aking  a  bite  out  of  the  corporate  office  pie.  Yasui 
ns  that  extensive  market  research  has  identified  sev- 
iasible  market  segments.  He  calls  these  COHO,  for 
rate  office/home  office. 

Ve  are  in  an  age,"  he  explains,  "when  there  are  many 
;  working  from  home,  who  are  not  necessarily  self- 
yed  as  in  SOHOs,  but  who  belong  to  large  corpora- 
md  who  —  for  one  reason  or  another  —  are  working 


We  not  only  have  to  provide  excellent 
products,  hut  also  something  extra 

—joy- 


out  of  main  offices,  remote 
offices  or  at  their  homes. 
These  people  cannot  share 
printers,  fax  machines  or 
copiers  with  their  fellow 
workers,  so  they  need  dedi- 
cated equipment  at  their 
workplaces.  Unlike  a  SOHO 
procurement  process,  they 
are  corporate  purchasers 
with  a  centralized  procure- 
ment system  for  large-scale 
purchases  once  their  equip- 
ment standardization  has 
been  decided. 

"Our  other  new  corpo- 
rate demand  area  derives 
from  the  fact  that  large 
offices  are  being  increasingly 
organized  into  small  work 
groups,  each  needing  its  own 
output  and  communication 
devices  for  purposes  of  pro- 
ductivity and  efficiency.  These 
are  the  market  segments  we 
are  now  aiming  at;  not  to 
replace  SOHO  sales,  which 
remain  our  primary  target, 
but  to  complement  them." 

The  fact  that  more  people 
are  working  from  their 
homes  also  means  greater 
demand  for  more  attractive  home  work  environments,  anoth- 
er of  Yasui's  passions.  "Besides  our  ceaseless  quest  for  high- 
value  products,"  he  says,  "we  have  to  minimize  the 
environmental  impact  of  production,  from  design  to  the  end 
of  the  product's  lifecycle.  Brother  has  five  Rs  in  our  environ- 
mental policy.  The  three  Rs  {reduce,  reuse,  recycle)  are  nothing 
new,  but  we  have  added  refuse  and  reform." 

Yasui  notes  that  Brother  is  "passionately  pursuing"  ISO 
14001  certification  for  most  of  its  existing  plants  by  the  end  of 
March  2002,  and  also  hopes  to  earn  certification  for  two  new 
plants  about  to  come  onstream.  ■ 


Yasui  has  been  president  of  Brother  since  1989.  He  joined  the  firm  in  1961, 
studied  industrial  management  at  MIT  and  later  worked  on  the  development  of 
the  world's  first  high-speed  dot  matrix  printer.  He  has  made  eco-frieudh 
initiatives  a  primary  focus  of  the  company. 

www.brother.com 
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A  Better  City  Life:  Revitalizing  Japan 

Minoru  Mori  President  and  CEO  Mori  Building  Co^ 


Standing  with  a  radiant 
smile  next  to  a  giant 
l/200th-scale  model  of 
his  Roppongi  Hills  flagship 
project,  to  be  completed  in 
the  spring  of  2003,  Minoru 
Mori  says:  "This  is  going  to 
be  a  totally  new  model  for 
Tokyo  lifestyles  in  the  2 1  st 
century.  It  is  also  the  most 
meaningful  to  me,  as  this 
project  will  become  the 
actual  materialization  of  my 
Urban  New  Deal  policy  rec- 
ommendation to  the 
Japanese  government. 

"Today,  in  this  border- 
less world  after  the  IT  revo- 
lution," Mori  continues,  "a 
global  competition  between 
megacities  such  as  New 
York,  London,  Berlin  and 
Shanghai  is  taking  place  to 
attract  more  people,  goods, 
information  and  money.  But 
Japan  has  been  neglecting  its 
cities  for  a  long  time,  distrib- 
uting public  funds  to  the 
countryside.  Revitalizing 
Tokyo  and  other  major 
cities  is  the  best  way  to  revi- 
talize the  Japanese  economy. 

I  have  been  saying  this  for  many  years,  beginning  as  a  mem- 
ber of  the  Economic  Strategy  Council  of  Prime  Minister 
Obuchi.  Now,  for  the  first  time  in  postwar  history,  the 
Koizumi  government  has  included  urban  revival  as  one  of  the 
key  items  in  its  Structural  Reform  Plan. 

"My  proposal."  he  explains,  "is  to  enhance  the  city's  attrac- 
tiveness by  doubling  the  urban  floor  space  available  for  a  safe 
and  fulfilling  life,  and  by  doubling  the  time  you  can  spend  freely. 
Can  you  believe  that  an  average  of  nearly  three  hours  is  spent 
evei7  day  by  everyone  who  commutes  to  work  in  central 
Tokyo?  This  is  the  negative  result  of  the  sprawled  city,  hori- 
zontally dense  but  vertically  flat.  By  reassembling  those  parcels 
of  land  into  a  larger  site,  which  allows  for  taller  buildings  that 
make  effective  use  of  vertical  space,  you  make  more  space  for 
greenery,  which  will  contribute  to  a  better  environment. 
Shorter  commutes  also  mean  less  pressure  on  the  CO2  emis- 


To  implement  a  true  urban  renaissance, 
you  first  need  a  Grand  Design 
elaborated  by  strong  leadership. 

vided  for  all  aspects. 


sion  problems,  and  by  f 
up  this  time  spent  unpr 
tively  in  those  infamous 
muter  trains,  people  w< 
have  more  options  in  tl 
lives.  Compact,  comple 
cities  will  provide  enhar 
safety  against  earthqual< 
and  fire  and  will  allow  p 
to  live,  work  and  enjoy 
selves,  all  within  walkinj 
tance.  That  fits  the  lifesi 
of  people  in  this  highly  i 
matized  society,  as  the 
between  homes  and  off 
work  and  leisure  becon 
increasingly  blurred.  An 
am  convinced  that  this 
allow  for  a  new  urban  c 
to  be  born." 

Culture  is  a  crucial  c 
ponent  of  Mori's  conce 
"As  I  studied  Franklin  C 
Roosevelt's  New  Deal 
further,  I  recently  came 
realize  that  an  importar 
place  was  given  to  culti 
renewal.  It  struck  me  t\ 
my  own  Urban  New  D 
was  not  just  mimicking 
name,  but  was  a  truly  c 
prehensive  concept  thn 
He  has  dedicated  the  top  floors  o 
main  office  building  at  Roppongi  Hills,  the  largest  urban 
velopment  in  Japanese  history,  to  create  an  independeni 
top-quality  museum  of  contemporary  art.  "I  want  Roppi 
to  become  the  true  cultural  heart  of  Tokyo,"  he  says. 

Obviously,  Mori  is  beyond  business.  Often  described 
visionary,  his  vision  will  shortly  reach  an  expanded  audien 
"In  order  to  implement  a  true  urban  renaissance,  which 
badly  needed  for  our  counti7,"  says  Mori,  "you  first  need 
Grand  Design  elaborated  by  strong  leadership,  as  well  as 
establish  a  process  to  form  consensus."  ■ 

lV/i;7<'  still  a  student  at  the  University  of  Tokyo  in  1959,  Mori  cofowuh 
Building  with  his  father.  He  became  president  in  1993.  He  is  a  nu  n 
.lapan  '.v  Ec  onomic  Strategy  Council,  an  advi.sor  to  the  Tokyo  mem 
government  and  is  a  trustee  of  the  Institute  of  International  Education. 

www.mori.co.jp/en 


int.  i\i::v^wr\L^ 


r  Readiness:  Built-in  Agility  

Tadashi  Okamura  President  and  CEO  Toshiba  Corporation 


"  ough  times  call  for  tough  measures.  For  long-standing 
information  technology  (IT)  companies  facing  life 
after  the  bursting  of  the  dot-com  bubble,  with  new 
ost  competitors  from  Asia  and  a  global  economic  slow- 
,  conditions  could  hardly  be  more  brutal.  Which  is  why 
:hi  Okamura,  president  and  chief  executive  of  Toshiba 
oration,  has  launched  the  radical  01  Action  Plan. 
|e  explains:  "Essentially,  we're  dividing  our  businesses 
ihree  types:  the  innovator  type,  where  we  can  effi- 
gy do  everything  ourselves  from  development  to  pro- 
pn  and  sales;  the  integrator  type,  where  we  ally  with 
banies  that  complement  our  core  strengths;  and  the 
trm  type,  where  we  will  use  specific  competence  to 
e  Toshiba's  competitive  advantage.  These  classifica- 
give  us  a  better  focus  in  defining  specific  goals  and 
ess  strategies.  They  will  also  allow  us  to  build  winning 
ess  models  and  to  integrate  operations  into  one 
g  complex  electrical  and  electronics  company." 
he  plan  clearly  signals  a  move  away  from  any  residual 
invented  here"  thinking,  and  takes  an  ax  to  unprof- 
!  businesses  and  redundant  assets.  "Any  operation 
sxperiences  losses  for  four  consecutive  business 
s  —  that's  a  period  of  two  years  —  will  be  consid- 
candidates  for  divestiture  or  termination,"  says 
mura.  Each  operation  will  be  evaluated  using  Toshiba's 
on  of  the  EVA  (Economic  Value  Added)  concept.  "To 
ied  in  this  new  era," 
'ding  to  Okamura, 
have  to  make  full 
)f  management  tools 
iix  Sigma,  and  we 
to  enhance  our 
ating  efficiency 
jgh  IT.  We  must 
reduce  our  assets,  so  that  we  do  more  with  less."  he 
stressing  that  these  demanding  measures  are  being 
duced  only  to  prepare  Toshiba  for  a  brighter  future, 
romoting  an  Internet-ready  Toshiba  is  a  central  element 
2  plan,  which  is  being  achieved  through  a  ¥3 10  billion 
2.5  billion)  IT  investment  program  that  will  run  to  the 
)f  fiscal  2003.  As  Okamura  puts  it:  "By  Internet  ready,  I 
1  that  all  operations  must  make  full  use  of  IT  and  the 
net,  from  design  through  sales,  in  a  system  that  gives  us 
3ols  and  agility  to  meet  the  demands  of  our  business 
onment.  One  early  target  is  to  cut  our  procurement 
by  ¥560  billion  (US$4.6  billion)  in  a  two-year  period." 
he  ultimate  goals  of  all  these  changes?  "By  2003,"  says 
nura,  "we  must  be  in  a  position  to  offer  just  the  right 


We  have  to  enhance 
operating  efficiency 
through  IT  and 
reduce  our  assets  to 
do  more  with  less. 


products  and  services  for  the  second  phase  of  the  IT  revo- 
lution. That  means  a  customer-centric  business  approach 
that  enhances  our  ability  to  respond  to  and  lead  dynamic 
and  fast-changing  markets." 

One  tool  the  company  is  using  is  the  Toshiba  brand. 
"It  is  essential  that  we  differentiate  ourselves  from  our 
competitors,"  notes  Okamura.  "The  Corporate  Brand 
Management  Division,  established  in  April  2001,  is 
charged  with  doing  that." 

In  one  of  its  brand-enhancing  moves,  Toshiba  is  the  offi- 
cial IT  Partner  of  the  2002  FIFA  World  Cup  Korea/Japan 
and  2006  FIFA  World  Cup  Germany.  "It's  a  truly  global 
sports  event,  watched  by  soccer  fans  everywhere,"  says 
Okamura,  "and  Toshiba's  wide-ranging  expertise  in  IT  will 
contribute  to  its  success.  We  want  to  convey  a  powerful 
message  about  our  leading-edge  capabilities  to  people  all 
over  the  world."  ■ 


Okamura  joined  Toshiba  in  1962,  after  earning  a  law  degree  from  the 
University  of  Tol<yo.  He  received  an  MBA  from  the  University  of 
Wisconsin  in  1973  and  put  it  to  good  use  forging  glolial  IT  and  teltLoms 
alliances  for  Toshiba.  He  was  named  president  in  2000. 

WWW.  toshiba.  co.jp/index.htm 
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We've  been  keeping  up  appearan 


Hemlines  rise  and  fall.  What's  "in"  today  is  "out" 
tomorrow.  How  can  anybody  keep  up  with  changing 
fashions  and  times?  At  Shiseido,  we've  stayed  ahead 
since  1  872  —  not  by  focusing  on  styles  that  change, 
but  on  ideals  that  don't.  Ideals  like  beauty  and 
welibeing.  Guided  by  these  timeless  principles, 


we  continually  explore  new  fields  and  disciplines. 
Fuse  time-honored  Eastern  traditions  with  breakthrou; 
Western  technologies.  And  embrace  unconventiona 
ideas  and  lifestyles.  The  result?    Highly  inventive 
cosmetics  that  beautify  the  body,  soothe  the  mind  ar 
delight  the  senses  —  cosmetics  with  integrated  bene 


universal  appeal.  Today,  Shiseido  products  are 
ching  women's  (and  men's)  lives  in  over  70  countries, 
r  so  many  generations,  this  is  certainly  cause  for 
bration.  And  a  sure  sign  that  the  values  that  made  us 
world's  4th  largest  cosmetics  company  will  keep  you 
(ing  your  best  for  another  1  30  years. 


JUI^EIDO 


Looking  Ahead:  Anticipating  Needs 


Masamitsu  Sakurai  President  and  COO  Ricoh  Co. 


Masamitsu  Sakurai, 
the  dynamic 
president  and 
chief  operating  officer  of 
Ricoh  Co.,  Ltd.,  knows  full 
well  that  the  individual 
needs  of  clients  are 
becoming  ever  more 
diverse.  With  this  in  mind, 
he  is  determined  to  posi- 
tion Ricoh  at  the  forefront 
of  the  document  solutions 
market,  in  fact,  the  word 
"solution"  is  the  key  to 
Sakurai's  global  strategies 
for  the  company. 

"Traditionally,"  he  says, 
"Ricoh  has  been  a  manu- 
facturer of  office  equip- 
ment. In  other  words,  we 
were  happy  just  to  provide 
stand-alone  hardware  and 
that  was  it.  However,  the 
past  decade  has  witnessed 
a  dramatic  change  from 
stand-alone  products  to 
networked  digital  equip- 
ment. This  logically  means 
that  we  should  become  a 
solutions  provider,  rather 

than  a  mere  box  manufacturer.  But  it  doesn't  mean  that 
we  are  totally  transforming  ourselves.  We  are  superim- 
posing our  solutions  capability  on  top  of  our  manufactur- 
ing excellence." 

Sakurai  believes  that  the  future  of  Ricoh's  business  is 
not  simply  to  provide  solutions  to  existing  problems, 
however  important  they  may  be,  but  to  solve  problems 
that  clients  have  long  ago  given  up  hope  on  or  have  not 
yet  perceived.  "I  know  that  many  companies  have  basical- 
ly stopped  asking  for  solutions  to  certain  problems 
because  they  honestly  believe  they  won't  receive  help," 
says  Sakurai.  "So  at  Ricoh,  we  must  develop  the  ability  to 
anticipate  needs  before  our  customers  realize  that  they 
exist,  then  we  must  develop  viable  solutions." 

Perhaps  this  is  the  new  face  of  Japanese  business.  In 
the  past,  manufacturers  responded  to  customer  problems 
in  reaction  to  specific  trouble,  but  with  today's  multitude 
of  alternatives,  they  are  forced  to  speed  up  and  be  more 
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We  need  to  develop  solutions  based  on 
latent  customer  needs. 


responsive.  Even  this, 
Sakurai,  is  not  enough 
"We  need  to  aim  for 
customer  satisfaction, 
no  good  being  at  the  t 
the  world  with  a  majo 
market  share  in  a  part 
business  sector,  if  eve 
of  our  customers  is  le 
than  100%  satisfied.' 

According  to  Sakui 
there  are  three  levels 
customer  satisfaction, 
first  is  merely  to  respe 
to  claims  or  meet  the 
needs  of  clients  after  ( 
ucts  have  been  install^ 
The  second  is  to  resp« 
to  explicit  customer  ni 
by  providing  approprii 
products  and  services. 
But  in  this  new  centur 
third  and  most  import 
level  of  customer  satis 
tion  is  to  respond  to  c 
tomer  needs  before  th 
actually  realize  they  hi 
them. 

By  adding  value  to  i 
document  solutions,  as 
as  by  making  acquisitions  that  support  its  globalization 
goals,  Ricoh  is  reinforcing  its  capabilities  and  increasing 
overseas.  Sakurai  is  keenly  aware  that  times  have  chan 
"In  the  past,"  he  explains,  "there  was  inevitably  a  winn 
group  in  each  market  sector  with  a  number  one  comp 
as  well  as  a  No.  2  and  a  No.  3.  However,  in  these  days 
winner-takes-all  competition,  we  must  become  totally 
inant  in  the  sectors  we  serve.  In  other  words,  Ricoh  rr 
become  the  top  document  solutions  provider  in  the  w 
We  can  no  longer  simply  sell  boxes,  we  must  also  enh 
customer  productivity.  Only  by  becoming  number  one 
our  field,  can  we  provide  the  leading-edge  services  anc 
solutions  our  customers  deserve."  ■ 


The  first  Ricoh  president  with  a  technology  background,  Sakurai  grc 
from  Waseda  University  and  joined  Ricoh  in  1966.  In  1996,  he  was  ch 
head  the  company  over  several  more  senior  candidates.  He  led  thi 
Group  to  a  seventh  consecutive  year  of  growth  in  fi.scal  2001. 

www.rico 


educe  manufacturing 
raste  going  to  landfills^ 


TOMORROW 


Reduce  land  going 
to  waste 


TOYOTA 


Each  year  Toyota  builds  more  than  one 
million  vehicles  in  North  America.  This 
means  that  we  use  a  lot  of  resources  — 
steel,  aluminum,  and  plastics,  for  instance. 
But  at  Toyota,  large  scale  manufacturing 
doesn't  mean  large  scale  waste. 

In  1992  we  introduced  our  Global  Earth 
Charter  to  promote  environmental 
responsibility  throughout  our  operations. 
And  in  North  America  it  is  already  reaping 
significant  benefits.  We  recycle  376  million 
pounds  of  steel  annually,  and  aggressive 
recycling  programs  keep  18  million  pounds 
of  other  scrap  materials  from  landfills. 

Of  course,  no  one  ever  said  that  looking 
after  the  Earth's  resources  is  easy.  But 
as  we  continue  to  strive  for  greener  ways 
to  do  business,  there's  one  thing  we're 
definitely  not  wasting.  And  that's  time. 


www.toyota.com/tomorrow 


Improving  your  world,  enhancing  your  future 


For  over  50  years,  Omron  has  been  pioneering  'sensing  and  control'  technology  for  the  betterment  of  mankind.  Our  innovations 
have  had  a  huge  impact  on  the  world  through  our  contribution  to  industry  and  society. 

In  the  last  century,  Omron  led  the  world  in  creating  devices  that  could  perceive  and  act  on  information.  In  the  next  century, 
Omron  intends  to  go  beyond  by  enabling  such  devices  to  also  process  information.  This  leap  into  the  future  will  yield  further 
product  advancement  and  innovation  in  all  of  Omron's  global  business  divisions. 

Industrial  Automation  Business       Electronic  Components  Business       Social  Systems  Business  Healthcare  Business 

Providing  syslems  and  control  com-       Advanced  electronic  components  to       Automation  systems  that  make  a       Creating  positive  awareness  of  health 
ponents  for  the  automation  industry.       make  life  easier  Ensuring  peace       valuable  contribution  to  society,  at       issues  in  the  nevif  Millennium. 
Making  the  future  more  efficient  for      of  mind,  safety,  convenience  and      any  time  and  any  place, 
manufacturers.  comfort  in  security. 

Sensing  Tomorrow 

^^^^^  ^jl^^^^ 

/ 


omRon 


Kyoto  head  office:  Shiokoji  Horikawa,  Simogyo-ku,  Kyoto,  600-8530  Japan  Tokyo  head  office:  3-4-10  Toranomon,  Minalo-ku,  Tokyo,  105-0001  Japan 


http://www.omron.com 
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jy  Sauce  Market:  Approaching  Fusion 

Yuzaburo  Mogi  President  and  CEO  Kikkoman  Corporation 


ood  culture,"  says  Yuzaburo  Mogi,  president  and 
chief  executive  of  Kikkoman  Corporation,  the 
world's  leading  soy  sauce  manufacturer,  "is  one  way 
sate  global  prosperity."  In  fact,  the  name  Kikkoman 
iS  from  the  Japanese  words  kikko,  meaning  tortoise 
and  man,  meaning  10,000.  In  Japanese  folklore,  tor- 
5  are  said  to  live  10,000  years  and  are  naturally  a 
ol  of  longevity  and  good  fortune.  Thus,  a  metaphori- 
terpretation  of  Kikkoman  might  be  "long  life  and  qual- 
^s  Mogi  puts  it:  "Food  is  the  one  thing  that  we  all 
to  achieve  fulfillment." 

he  fact  that  eating  is  a  basic  human  need,  compound- 
jiith  the  growing  global  awareness  of  Japanese  cuisine, 
s  Kikkoman  in  the  enviable  position  of  being  minimal- 
i2Cted  by  the  ongoing  Japanese  recession  and  the  pos- 
:  worldwide  economic  downturn.  Says  Mogi,  "Last 
we  hoped  the  U.S.  economy  would  recover  and  help 
,apan  out  of  the  doldrums,  but  the  terrorist  attacks 
:d  great  uncertainty.  However,  we  are  confident  of 
ving  reasonable  global  growth.  In  2000,  Kikkoman's 
seas  sales  grew  by  approximately  10%,  and  in  2001 
Iso  anticipate  maintaining  good  sales  growth." 
ecause  the  Japanese  soy  sauce  market  is  mature,  with 
Dman's  products  in  almost  every  home  and  restau- 
future  growth  will  have  to  come  from  international 
ations.  Mogi  believes  there  are  two  steps  in  the 
duction  of  foreign 

The  21st  century 
will  be  one  of 
globalization.  We 
must  be  conscientious 


world  citizens. 


culture  overseas: 
ange  and  fusion, 
hange,"  he  explains, 
hen  a  new  product 
'roduced  and  usage 
lited,  resulting  in 
ively  slow  growth, 
usion  occurs  when 
>roduct  becomes  a  regular  part  of  a  nation's  diet.  In 
"egard,  the  U.S.  market  is  now  in  fusion,  whereas  the 
pean  market  is  still  in  the  exchange  period.  But  things 
ilso  going  well  there." 

ales  growth  is  not  Mogi's  only  target,  however. 
Oman  was  the  first  Japanese  company  to  sign  up  to 
J.N.'s  Global  Compact,  which  aims  to  eliminate  the 
tive  effects  of  industry  on  labor,  human  rights  and  the 
•onment.  Kikkoman  now  manufactures  in  five  coun- 
outside  Japan  and  sells  in  over  100.  The  company's 
domestic  plants  have  all  earned  ISO  14001  environ- 
tal  certification,  and  overseas  plants  are  currently  pur- 
l  accreditation.  Says  Mogi,  "The  21st  century  will  be 


one  of  globalization.  We  have  to  understand  that  global- 
ization, by  its  very  nature,  can  have  negative  impacts.  Our 
company  has  much  to  gain  from  globalization,  which  opens 
up  new  markets,  so  we  must  do  everything  we  can  to  be 
conscientious  world  citizens."  In  fact,  Kikkoman  sub- 
scribes totally  to  this  philosophy,  even  going  so  far  as  to 
print  business  cards  on  nonwood  paper  mixed  with  soy 
sauce  residue. 

Despite  growing  sales  and  a  positive  environmental 
stance,  Mogi  remains  concerned  over  the  state  of  Japan's 
economy.  He  explains,  "Our  economy  is  now  much  worse 
than  when  Prime  Minister  Junichiro  Koizumi  was  elected, 
but  he  must  continue  with  the  drastic  reforms.  Japan  is  cur- 
rently in  a  serious  situation  that  can  only  be  rectified  by 
strong  government  leadership.  Unfortunately,  we  will  have 
to  experience  considerable  pain  over  the  next  two  to  three 
years  if  the  economy  is  to  regain  robust  health."  ■ 

Mogi  graduated  from  Keio  University  in  1958  and  joined  Kikkoman.  In  1961, 
he  became  the  first  Japanese  to  earn  an  M.B.A.  at  Cohunhia  University.  He 
was  named  Kikkoman  president  in  1995.  Mogi  .serves  on  several  international 
committees  and  is  the  author  of  many  books  on  business. 

www.kikkoman.com 
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For  over  100  years,  Mitsubishi  Heavy  Industries  has  wielded  the  baton  as 
pioneer  and  technological  leader  of  Japan's  modern  industrial  era.  Today, 
our  century  of  experience  and  comprehensive  technical  capabilities  have 
crescendoed  into  a  symphony  of  products  ranging  from  power  systems 
to  plants,  from  machinery  to  steel  structures,  from  ships  to  aerospace 
systems.  Together  they  form  the  infrastructure  instrumental  to  social  and 
industrial  progress. 

A  major  focus  of  MHI's  development  programs  is  environmental  protection  and 
energy  conservation.  Every  product  we  create,  every  project  we  pursue,  is  in 
harmony  with  the  unequivocal  demand  for  a  clean  and  sustainable" 
environment.  By  finely  tuning  our  technologies  to  environmental  needs,  we  are 
bringing  inestimable  benefits  to  the  Earth  and  all  who  inhabit  it.  , 


MITSUBISHI 

HElOfY  lilDUSTRIES,  LTDi  www.mhi.co.jp 
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o  Retreats:  From  Reform  to  Expansion 

Fujio  Mitarai  President  and  CEO  Canon  Inc. 

ujio  Mitarai,  president  and  chief  executive  of  Canon 
Inc.,  may  seem  unassuming,  but  listen  to  him  discuss 
his  management  strategies  and  there's  a  hint  of  the 
that  has  turned  Canon  into  a  winner  in  an  increasingly 
7  global  economy. 

litarai  declares:  "The  entire  Canon  Group  devoted  itself 

suring  the  success  of  the  first  phase  of  our  Excellent 

al  Corporation  Plan.  Thanks  to  their  efforts,  we  have 

able  to  add  bold  new  initiatives  to  Phase  II  of  the  plan." 
Commenced  in  1995,  Phase  I  of  the  Excellent  Global 
)oration  Plan  was  designed  to  strengthen  the  company's 
igement  foundations  over  a  period  of  five  years  through 

ranging  operational  reform  activities. 
In  Phase  II,  which  will  also  run  for  five  years,"  Mitarai 
lins,  "the  goal  is  to  attain  annual  sales  of  ¥4  trillion 

325  billion),  10%  or  more  of  which  is  retained  as  income 
re  income  taxes,  while  maintaining  ROE  at  over  I0%." 
Vhen  asked  exactly  how  these  goals  will  be  reached,  he 
onds,  "We  have  to  become  the  number  one  company  in 

the  markets  in  which  we  sell  products.  The  markets  that 
re  already  leading  include  those  for  film  cameras,  copying 
lines  and  laser  beam  printer  engines.  Now,  we  are  setting 
sights  on  semiconductor  production  equipment,  digital 
;ras  and  Bubble  Jet  (ink  jet)  printers." 
Uthough  the  company  got  off  to  a  late  start  in  the  digital 
;ra  market,  it  has 

In-house  development 
of  key  components 


and  devices  makes 
our  products  more 
distinctive. 


dy  entered  the  top 
s.  Its  newest  offering 

breakthrough  digital 
3ra  that  directly  con- 
s  to  a  Bubble  Jet 
:er  —  is  expected  to 
to  the  company's 
lentum. 

Diversification  and  globalization,  two  concepts  that  have 
ed  the  Canon  Group  for  decades,  are  also  vital  to  the 
ess  of  the  Excellent  Global  Corporation  Plan. 
'We  want  to  continue  the  Canon  tradition  of  innovation, 
we  must  also  focus  our  creativity  on  high-potential  prod- 
,"  says  Mitarai.  "I  am  emphasizing  the  in-house  develop- 
it  of  key  components  and  devices,  which  makes  all  of  our 
ducts  more  distinctive.  That  is  why  we  are  applying  signifi- 
financial  resources  and  planning  for  several  generations 
'n  the  pike." 

■"litarai  is  also  backing  plans  to  diversify  throughout  the 
jp.  "Canon  Group  companies  are  being  encouraged  to 
;lop  their  own  products  using  Canon  technologies,"  he 
.  "Such  efforts  add  value  to  the  group  as  a  whole,  and  will 


bring  us  closer  to  our  goal  of  setting  up  regional  headquarters 
in  the  Americas,  Europe  and  Asia." 

Although  keeping  Canon's  engines  in  tune  is  a  time-con- 
suming job  given  the  state  of  the  world  economy,  Mitarai  is 
not  all  business  about  the  business.  He  also  speaks  with  con- 
siderable pride  about  Canon's  environmental  activities. 

"We  are  guided  by  our  corporate  philosophy  of  kyosei,  or 
living  and  working  together  for  the  common  good.  We  were 
the  first  company  in  Japan  to  receive  accreditation  under  the 
BS7750  environmental  management  standards,  the  precursor 
of  the  ISO  14001  standard,  and  the  first  Japanese  manufactur- 
er to  acquire  the  new  ISO/IEC  1 7025  certification  for  envi- 
ronmental testing  laboratories.  Environmental  protection  will 
always  play  an  important  role  throughout  our  activities." 

Canon's  potent  combination  of  technological  innovation, 
kyosei  and  environmental  activism  should  continue  to  buoy 
the  company  through  the  global  economic  slump.  ■ 

Mitarai  joined  the  precursor  of  Canon  Inc.  in  1961  after  graduating  from 
Chuo  University.  From  1966  -  1989.  he  lived  in  North  America,  serx'ing  as 
president  and  CEO  of  Canon  U.S.A.  for  the  last  10  of  those  years.  He  as.sumed 
the  Canon  Inc.  presidency  in  1995  and  has  furthered  its  global  expansion. 

WWW.  canon.com 
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Innovations. 


Powered  by 
Your  Voice, 


Your  Voice. 


I  want  to  work  the  way  I  want, 

when  I  want  and  where  I  want. 

What  can  TOSHIBA  do  for  me? 

▼ 

Whether  it's  work  or  hobby, 
you  want  maximum  freedom  and 
—g.^—  enjoyment.  For  instance, 

jP  ^    our  notebook  PCs  and  PDAs  connect 
jJ^^^        *        quickly  and  easily  to  wireless 
^^HHk^  networks  to  offer  ideal  mobile  solutions. 

This  Is  how  Toshiba's 
core  IT  technology  is  supporting 
new  lifestyles 


Your  Voice. 


I  need  more  of  the  power  of  IT 
to  make  things  easier  for  my  patients. 
How  is  TOSHIBA  going  to  do  that^ 

^  Wait-free  examinations  with  ^  - 

minimal  physical  and  mental  stress  on  the  patients, 
plus  joint  access  to  patient  records  for  doctors 

staff  resulting  in  delivery  of  the  best. 


most  appropriate  treatment. 
Toshiba  medical  IT  makes  this  possible 
with  its  general  data  management  system  and 
medical  image  management  system. 


Your  Voice. 

I  have  the  ideas.  I  have  the  vision. 

All  I  need  is  the  breakthrough 
that  will  bring  them  to  life. 
How  is  TOSHIBA  going  to  do  that? 

T 

Toshiba's  core  IT  technology  is 
at  the  service  of  brilliant  ideas. 

For  instance,  our  SD  host  controller 
LSIs  support  expanded  functions  for 
SD  card  applications.  Working  in 
close  collaboration  with  designers  and 
developers,  we  help  realize 
ground-breaking  new 
products. 


TOSHIBA 

www.toshiba.com 


n  Track:  Services  Drive  Expansion 

Mutsutake  Otsuka  President  and  CEO  East  Japan  Railway  Company 

^  ommuters  in  the  Tokyo  metropolitan  area  were 

thrilled  when  the  long-awaited  Suica  Card  went 

on  sale  last  November.  A  contactless  smart  card 
uerading  as  a  simple  train  pass,  the  Suica  (Super 
n  Intelligent  Card)  allows  JR  East  passengers  to  go 
igh  ticket  gates  without  stopping.  Fares  are  automati- 
deducted  from  the  card's  stored  value,  which  can  be 
nished  for  as  long  as  the  cardholder  wishes, 
shind  this  new  card,  now  accepted  at  over  400  sta- 
! around  Tokyo,  is  an  ambitious  strategy  to  grow  JR 
nto  a  comprehensive,  service-oriented  corporation 
railway  operations  at  its  core.  And  behind  that  strate- 
president  and  chief  executive  Mutsutake  Otsuka,  who 
reat  expectations  for  Suica  as  a  major  step  in  this  new 
rtaking. 

/Ve  are  without  a  doubt  the  world's  number  one  rail- 
:ompany  in  terms  of  size,"  he  says,  "but  we  look  for- 
to  becoming  number  one  in  other  fields,  providing 
er  safety,  comfort,  technology  and  efficiency."  JR  East 
ites  commuter  and  long-distance  lines,  and  five 
3nsen  bullet  train  lines  over  a  total  extension  of  7,538 
leters,  transports  16  million  people  a  day  and  runs 
*  stations  in  the  eastern  part  of  Japan, 
jica  represents  what  Otsuka  aims  for:  customer-first 
gement,  making  traveling  and  commuting  easier  and 
:  convenient.  It  will  also  make  shopping  more  conve- 
,  since  it  will  incorporate  credit  card  and  cash  func- 
,  for  use  in  the  tt7   j      /  /•  ? 

.n  shopping  com-  look  forward  tO 

IS  that  are  a  key    providing  greater  safaty, 

2nt  in  JR  East's 

)n  Renaissance  COmfort,  technology 

"^■^  and  efficiency. 

nder  its  New 

;ier  Plan  2 1 ,  the  98  companies  in  the  JR  East  Group  aim 
ike  it  the  world's  largest  provider  of  wide-ranging 
'le  services,  encompassing  cultural,  leisure  and  other 
ties.  "We  intend  to  become  a  comprehensive  services 
der,  taking  advantage  of  the  railway's  strength,  and  sta- 
are  the  key,"  says  Otsuka,  citing  Grand  Central 
linal  in  New  York  City  as  a  model.  "Half  a  million  people 
rough  that  terminal  every  day,  but  railway  passengers 
int  for  only  1 00,000  of  them.  The  rest  are  visitors  to  the 
:,  restaurants  and  other  facilities  in  the  station  building." 
he  New  Frontier  Plan  21,  devised  by  Otsuka  in 
!mber  2000,  is  a  five-year  business  plan  that  will  syner- 
;he  company's  diverse  holdings,  including  hotels,  shop 
!rs,  restaurants,  travel  agencies,  real  estate,  publishing 


and  other  businesses.  He  says,  "We  continue  to  unify  as  a 
group  and  aim  for  both  stability  and  growth.  We  have 
launched  a  number  of  projects  and  made  a  good  start." 

Nevertheless,  circumstances  are  not  necessarily  favor- 
able, with  the  economic  slump  and  the  graying  of  the 
population.  "We  feel  the  difficulties  of  our  time,"  notes 
Otsuka,  "but  we  are  not  pessimistic,  because  we  serve 
the  Tokyo  metropolitan  area,  which  has  an  incredible 
concentration  of  population  and  businesses." 

One  of  Otsuka's  highlights  last  year  was  the  passage  of 
the  JR  Law  Amendment  Law,  which  finally  made  JR  East  a 
public  entity  after  more  than  a  decade  as  a  semigovernmen- 
tal  enterprise.  Otsuka  now  has  more  freedom,  but  also 
greater  responsibilities.  He  says,  "I  am  implementing  a  flexi- 
ble management  system  that  will  allow  JR  East  to  thrive 
against  economic  and  demographic  odds,  and  win  customer 
trust  as  well  as  meet  shareholder  expectations."  ■ 

Otsuka  was  born  in  Beijing,  where  his  father  was  a  Southern  Manchuria 
Railway  executive.  He  Joined  the  Japanese  National  Railway  in  1965  and  con- 
tinued to  rise  within  JR  East  when  it  was  formed  in  1987,  President  and  CEO 
since  2000,  Otsuka  still  finds  time  to  indulge  his  passions  for  music  and  golf. 

www.jreast.  cojp/e/ 
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Craftsmanship:  Key  to  H igh  Tech^ Succej 

Hideaki  Yasukawa  Chairman  and  CEO  Seiko  Epson  Corpoi 


Tucked  away  in  the  town  of  Suwa,  ringed  by  the  Japan 
Alps  and  perched  on  the  edge  of  an  eponynnous  lake 
just  a  few  hours  from  Tokyo  by  express  train,  is  the 
headquarters  of  Seiko  Epson  Corporation,  one  of  Japan's 
leading  timepiece,  printer  and  electronic  equipment  manufac- 
turers. According  to  Hideaki  Yasukawa,  Epson's  chairman  and 
chief  executive,  the  company's  current  high-tech  successes 
and  reputation  as  an  environmental  leader  are  inextricably 
tied  to  the  history  of  both  the  town  and  watchmaking  itself. 

He  explains:  "Some  may  say  the  precision  engineering 
skills  developed  for  watchmaking  are  relatively  low  tech,  but 
when  they  are  applied  to  world-leading,  high-quality,  energy- 
saving  products,  the  result  is  extremely  high  tech.  As  for  the 
reason  we  lead  the  world  in  environmental  protection  —  it 
can  be  seen  from  my  office  window.  Who  would  be  philistine 
enough  to  pollute  such  a  pristine  lake?" 

The  craftsmanship  that  goes  into  its  famed  watches,  says 
Yasukawa,  can  also  be  seen  in  Epson  color  ink  jet  printers.  He 
explains:  "Image  quality  depends  on  the  precision  with  which 
hundreds  of  thousands  of  perfectly  circular  holes,  each  less 
than  30  micron  in  diameter,  are  made  for  the  printer  heads, 
and  the  positioning  of  the  paper  in  the  printer  itself. 

"In  both  these  cases,  microprecision  technology  enabled 
us  to  produce  world-class  equipment.  Other  printer  manufac- 
turers make  holes  with  lasers,  which  cause  distortion  and  ink 
pollution.  We  use  microprecision  technology  originally  devel- 
oped in  watchmaking  to  position  ink  jets  and  paper  so  pre- 
cisely that  there  is  almost  no  image  distortion  or  ink 
pollution.  Photo-quality  images  can  thus  be  produced  on 
office  or  home  machines,  which  is  revolutionizing  the  world 
of  photography.  This  is  just  one 
example  of  how  pure  craftsman- 
ship can  outperform  the  latest 
technologies." 

Precision  engineering  is  not  the 
only  accomplishment  on  which 
Epson  prides  itself.  The  company 
has  also  led  the  industry  in  phasing 
out  hazardous  chlorofluorocarbons  (CFCs)  used  in  the  manu- 
facturing process.  Recalls  Yasukawa,  "When  it  became  known 
that  CFCs  were  destroying  the  ozone,  we  decided  not  merely 
to  decrease  usage,  but  to  completely  eliminate  CFCs  from  all 
processes  within  five  years.  At  that  time,  Japan  was  the  sec- 
ond-largest CFC  user,  and  Epson  accounted  for  approximate- 
ly 2%  of  domestic  use,  so  it  was  no  easy  decision.  However, 
we  decided  to  develop  alternatives  and  not  only  did  so  two 
years  ahead  of  schedule,  but  then  made  the  new  technology 
available  to  other  manufacturers." 
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Consumers  may  not  be  aware  of  just  how  many  proi 
Epson  makes,  since  much  of  the  company's  business  is  in 
components.  But  it  holds  a  commanding  lead  in  active-m 
color  LCDs  for  cellular  telephones,  with  a  global  market 

share  of  50%,  as  well  as  apprc 
mately  60%  of  the  market  for 
light  valve  devices,  which  are 
components  in  LCD  projectc 
All  of  this  was  achieved,  s; 
Yasukawa,  "by  constantly  app 
watchmaking  technology  to  ci 
world-class,  miniaturized,  higt" 
reliable  energy-saving  devices  that  reduce  industry  and  sc 
ety's  effects  on  the  natural  environment."  The  company  i 
be  off  the  beaten  track,  but  its  location  seems  to  have  on 
enhanced  its  performance.  As  Yasukawa  puts  it:  "If  you  S' 
such  beauty  every  day,  you  can  only  want  to  protect  it." 


Yasukawa  was  president  of  Epson  from  1 991  to  2001,  when  he  became 
man.  He  joined  the  company  in  1955.  after  receiving  a  degree  in  pn 
engineering  from  the  University  of  Tokyo.  He  received  the  Stratos 
Ozone  Protection  Award  from  the  U.S.  EPA  in  1994. 

www.epsor 


Microprecision  technology 
enabled  us  to  produce  world-class 
equipment,  outperforming 
the  latest  technologies. 
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THe  Kansai  Electric  Power 
Co.,  Inc.  is  the  leading  pow- 
er provider  to  the  Kahsai 
region  ^  the  heartland  of , 
Japan  encompassing  the  vi- 
brant business  centers  of 
Osaka  and  Kobe. 
Kansai  incorporates  only  8% 
of  Japan's  land  area,  but  it 
contributes  a  remarkable 
17%  of  the  nation's  gross  do- 
mestic product.  To  support 
this  economic  dynamo,  we 
generate  an  impressive  pow- 
er output  as  a  regional  ener- 
gy provider.  In  the  fiscal 
year  ended  March  31,  2001, 
our  sales  reached  142.9 
billion  kWh  —  almost  equal 
to  the  national  power  needs 
of  Sweden. 

Today,  in  an  era  of  burgeon- 
ing deregulation  of  Japan's 
utility  industry,  we  are  re- 
sponding to  the  new  chal- 
lenges by  reinforcing  our 
position  in  core  electricity 
operations  while  simultane- 
ously probing  new  oppor- 
tunities for  serving  Kansai 
with  Total  Solution  Power 
of  unprecedented  scope. 

*Our  corporate  trademark  is  a  graphic 


stylization  integrating  the  V  ot 
voltage  and  "A  '  of  ampere. 


Operating  Revenues 

(billions  of  yen) 


2.597  2,588 


THE 


KANSAI 

ELECTRIC  POWER  CO..INC. 


www.kepco.co.jp 


Here  are  some  of  the  key  factors  to  be  carefully  watched  over  the  course  of  this  year 
when  contemplating  the  Japanese  economy.  (As  of  the  beginning  of  December  2001.) 


Focal  point 


Prime  Minister  Koizumi's  Reforms:  In  June  2001, 
the  Japanese  government  adopted  a  blueprint  for  reform 
called  the  Structural  Reform  of  the  Japanese  Economy: 
Basic  Policies  for  Macroeconomic  Management.  This 
serves  as  a  roadmap,  v/ith  schedules  and  timing  for  imple- 
mentation of  the  seven  pillars  of  the  plan. 


Unemployment  Rate:  This  hit  5.4%  in  October  2001, 
the  highest  level  in  postwar  history. 

Stocic  Maricets:  The  Nikkei  Average  has  been  at  post- 
bubble  historic  lows  since  immediately  after  Sept.  1  1, 
even  dipping  below  the  ¥1 0,000  level. 


Financial  System  Crisis:  A  total  of  ¥6  trillion  (US$48 
billion)  will  be  spent  by  the  1 3  major  Japanese  banks  dur- 
ing this  fiscal  year  in  order  to  write  off  bad  debts. 


Monetary  Policy:  The  pressure  is  on  the  Bank  of  Japan  to 
set  up  an  inflation  target,  purchase  Japanese  government  debt 
accordingly  and  purchase  foreign  government  securities. 

Government  Debt:  Japanese  long-term  government 
bonds  were  downgraded  to  AA  in  November,  the  lowest 
rating  among  G7  nations,  together  with  Italy's. 


Yen/Dollar  Conversion  Rate:  Despite  all  the  events 
on  the  international  scene,  the  ¥/$  rote  has  been  remark- 
ably stable,  in  the  ¥  1  1 5  -  ¥  1 20  range. 


What  to  look  for  in  2002 


Expect  privatization  and  shuttering  of  special  public  co 
porations;  privatization  of  postal  services;  fiscal  reform 
¥30  trillion  (US$240  billion)  ceiling  on  issuance  of  nev 
government  bonds  vs.  need  for  more  fiscal  stimulus. 
Key  point:  Whether  Koizumi  con  sustain  his  high 
approval  rating,  which  fell  below  80%  for  the  first  time 
November  2001,  to  75%. 

Further  deterioration  is  foreseen  as  corporate  restructui 
ing  continues. 


It  should  stay  in  the  ¥1 0,000  -  ¥1  2,000  range  in  the  fii 
quarter  of  2002.  Moves  by  foreign  and  institutional 
investors  are  the  determinant  factors. 


March  3 1 ,  2002,  marking  the  end  of  the  fiscal  year,  wi 
be  a  critical  date.  Smaller  regional  banks,  as  well  os 
some  life  and  nonlife  insurance  companies,  are  to  be 
watched  carefully. 


With  the  actual  discount  rote  applied  by  the  Central  Bai 
at  close  to  zero,  there  is  little  margin  for  maneuver.  The 
Diet  may  vote  on  a  new  law  governing  the  Central  Ban 

Between  the  central  government  and  local  governments, 
total  accrued  debt  amounts  to  over  ¥650  trillion  (US$5 
trillion),  a  scary  figure  when  compared  to  the  annual  GDP 
of  approximately  ¥500  trillion  (US$4  trillion). 

There  were  signs  of  a  weaker  yen  toward  the  end  of  2001 
considered  a  last  resort  recipe  to  give  a  boost  to  the  econc 
my.  Whether  China  will  devaluate  remains  to  be  seen. 
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mo\sitors:/rransformmg  from  Within 

j  Uichiro  Niwa  President  and  CEO  ITOCHU  Corporation 

)espite  rumors  to  the  contrary,  says  Uichiro 
Niwa,  president  and  chief  executive  of  ITOCHU 
Corporation,  all  is  not  darkness  for  the  leading 
al  trading  house.  "We  dealt  with  the  problems  of 
Dth  century  within  the  20th  century,"  says  Niwa, 
we  are  now  ready  to  face  the  rigors  of  the  2 1  st  cen- 
'  Brave  words,  perhaps,  but  Niwa  has  already 
nstrated  his  problem-solving  skills.  After  several 
of  serious  restructuring,  instigated  by  Niwa  when 
came  president  in  1998,  Itochu  recorded  its  highest 
profits  in  March  2001. 

)ur  intention  is  to  build  a  business  based  on  our  A&P 
ictive  and  Powerful)  strategy,  with  profit  structure 
anization  and  management  system  restructuring,"  he 
ns.  "We  will  develop  a  corporate  group  comprised  of 
)p  companies  in  various  fields,  with  a  consolidated  net 
le  of  ¥100  billion  (US$813  million)  by  fiscal  2005." 
iwa  has  already  decided  which  area  will  provide 
of  that  income:  Asia.  "Not  only  does  Asia  have  bet- 
owth  prospects  than  either  the  U.S.  or  Europe,  it  is 
y  market  and  we  consider  it  second  only  to 
ica  in  terms  of  potential  profitability." 
major  aspect  of  Niwa's  Asian  strategy  is  management 
nation.  "Within  two  years,"  he  explains,  "  I  expect  to 
I  or  so  non-Japanese  Asians  in  high  executive  posi- 
and  between  60  and  70  by  the  middle  of  the  decade, 
neans  that  we  will  reduce  the  number  of 

2se  we  send  abroad  and  become  truly  We  Will  hecome  truly  international  —  Something  jew 
lationai  -  something  few  Japanese  com-     Japanese  Companies  have  done,  despite  much  talk 

>  have  done,  despite  much  talk." 

ble,  unforeseen  circumstances  arise,  such  as  terrorist 
attacks.  No  business  exists  in  a  vacuum,  and  September 
I  Ith  hit  all  of  us  very  hard.  America  is  still  our  leading 
trading  partner,  and  we  were  happy  to  contribute  to  its 
recovery,  giving  $1  million  as  a  corporate  donation  to  the 
New  York  Times  September  I  Ith  Neediest  Fund.  We 
also  collected  $214,000  from  our  employees,  which  was 
divided  between  the  Neediest  Fund,  the  New  York  City 
Firefighters'  Fund,  the  United  Way  Fund  and  the 
American  Red  Cross.  We  hope  these  donations  helped. 
I  was  struck  at  the  number  of  messages  I  received  from 
our  U.S.  employees  saying  how  proud  they  were  to  work 
for  such  a  caring  company."  ■ 


jchu's  own  globalizing  efforts  have  already  trans- 
id  the  company  into  an  organization  that  facilitates 
between  second  and  third  countries,  not  just  between 
and  the  rest  of  the  world.  "Restructuring  is  eternal  — 
ggle  with  no  end  —  and  I  am  certainly  not  satisfied," 
>Jiwa,  "but  we  will  continue  in  two  specific  areas: 
le  structure  and  employee  psychology.  Our  income 
:ure  is  now  going  well,  so  we  need  to  concentrate  on 
Dping  innovative,  change-conscious  employees.  If  we 
s,  we  will  be  able  to  convince  customers,  markets  and 
;y  of  our  originality,  unconventionality  and  identity.  It 
too  much  to  say  that  the  future  of  the  company 
ids  on  the  ability  of  each  employee  to  change  and 
to  take  the  initiative." 

lis  does  not  mean  that  Niwa  sees  Itochu's  further 
opment  as  a  smooth  process.  "As  long  as  you  are 
business,"  he  says,  "you  have  to  deal  with  dust  and 
Even  if  you  calculate  your  risks  as  carefully  as  possi- 


Niwu  was  named  Itochu  president  in  I99H.  after  35  years  in  a  variety  of  posi- 
tions. He  graduated  in  1962  from  Nagoya  University  with  a  law  degree,  hut 
went  on  to  become  a  foodstuffs-trading  expert.  He  lends  that  expertise  to  the 
Keidanren  Committee  on  Agricultural  Policy,  which  he  currently  chairs. 

www.itochu.com 
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Insights  By  Peter  Huber 

The  Vision  Thing 


SILICON  THAT  SEES.  YOU'LL  FIND  IT  IN  MICROSOFT'S 
new  game  terminal,  the  Xbox.  And  in  airport  lug- 
gage scanners.  In  the  next  five  years  it  will  take  over 
most  of  the  guts  of  every  new  television.  The  Pen- 
tagon can't  buy  enough  of  it.  It  will  be  integrated 
)  every  hospital  X-ray  machine  and  CAT  scanner,  into  the 
hboard  of  every  car,  into  automotive  radar  systems  and  in- 
ed  imaging  systems.  It  will  become  a  part  of  every  fac- 
i  robot. 

Last  month  I  discussed  some  of  the  security  technologies 
ig  engaged  to  watch  and  track  the  movement  of  people  and 
igs  through  the  civilian  economy.  The  new  "seeing"  tech- 
ogies  shine  light  across  a  wide  range  of  frequencies,  from 
rowaves  to  X  rays.  For  a  richly  illustrated  survey  of  the  topic, 
I  a  look  at  Austin  Richards'  just-published  Alien  Vision: 
loring  the  Electromagnetic  Spectrum  with  Imaging  Technology. 
■  descendants  of  Edison's  lightbulb  now  shine  into  places  that 
inary  light  cannot  penetrate  and  illuminate  detail  that  ordi- 
y  eyes  were  never  meant  to  see.  Step  by  step,  the  visual  power 
he  million-dollar  CAT  scanner  and  military  radar  system  has 
n  readied  to  move  out  into  the  rest  of  life. 


y  with  infrared  imaging  can  you  see  this  buried  pipeline  leak. 

What  the  new  forms  of  light  expose  gets  picked  up  by  sen- 
5  and  converted  into  gargantuan  streams  of  digital  data.  A 
nt  of  reference:  The  automated  luggage  scanners  used  in 

catacombs  of  airports  generate  about  200  megabits  per 
ond  of  data — -some  4,000  times  the  speed  of  a  dial-up 
dem.  A  new  type  of  computing — "stream  computing" — 

emerged  to  handle  the  back  end  of  sonar,  radar,  X-ray 
rces  and  certain  broadband  applications  such  as  voice-over 
;rnet  and  digital  TV.  Multiple  processors  and  high-perfor- 
nce  graphics-analyzing  chips  are  linked  across  high-speed 


communication  channels,  in 
assemblies  whose  raw  number- 
crunching  power  approaches 
that  of  a  supercomputer. 

Much  of  the  time  the  end 
point  of  the  new  seeing  will  be 
in  another  computer,  equipped 
with  a  massive  database,  whose 
main  purpose  is  to  recognize 
patterns  by  comparing  a  new 
image  with  a  catalog  of  previ- 
ously encoded  images.  This  is 
how  machines  will  ultimately  take  over  the  business  of  inter- 
preting X  rays  and  mammograms,  searching  for  flaws  in  tur- 
bine blades,  checking  welds,  finding  concealed  weapons,  hidden 
tunnels  and  unmarked  graves. 

But  some  significant  part  of  the  new  seeing  will  have  to 
end  back  at  the  human  eyeball  and  in  the  human  brain.  And 
so  far  as  computing  power  goes,  the  mirror  image  of  the  lug- 
gage scanner  is  now  landing  in  places  like  Microsoft's  Xbox. 
The  Nvidia  graphics  chip  inside  it  embodies  stupendous 

amounts  of  specialized,  image- 
building  computing  power,  along 
with  advanced  audio,  high-speed 
networking  and  Web-connection 
capabilities — a  big  step  beyond 
the  already  astounding  display 
capabilities  of  the  competing 
Sony  and  Nintendo  machines. 

Video  cameras  merely  record 
and  transmit,  without  really 
engaging  digital  intelligence  to 
acquire  the  images  or  analyze 
them.  Webcams  are  proliferating, 
but  remain  almost  equally  pas- 
sive— their  main  virtue  is  that 
they  facilitate  distribution  of  digital  photographs  by  hooking 
directly  to  the  Web.  Far  more  is  now  possible,  affordable  and 
moving  into  the  mass  market.  Toyota,  Jaguar,  Nissan,  Mercedes, 
Lexus  and  others  have  been  putting  millim.eter-wavelength 
radar  units  in  their  high-end  European  models  for  some  time. 
Cadillac  offers  an  infrared  imaging  system. 

From  lightbulb  to  image-processing  chip  to  pattern -recog- 
nition system  to  eyeball,  all  the  key  technologies  are  now  falling 
into  place.  They  are  now  about  where  microprocessors  and 
RAM  were  in  the  mid-1980s.  In  this  high-tech  sector,  we're 
entering  a  period  of  spectacular  growth.  F 
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Peter  Huber,  a  Manhattan  Institute  senior  fellow,  is  the  author  of  Hard  Green:  Saving  the  Environment  from  the  Environmentalists  and 
The  Digital  Power  Report.  Find  past  columns  at  www.forbes.com/huber. 
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■Backseat Driver  By  Jerry  Flint 

Guilt-Free  Guzzling 


IT  WAS  ONLY  A  FEW  MONTHS  AGO  THAT  THE  HYSTERICS 
were  dominating  the  talk  over  energy  prices.  Gasoline  was 
running  toward  $2  a  gallon  and  destined  for  $3.  The  Gree- 
nies  were  yelling  about  outlawing  sport  utility  vehicles, 
Congressmen  were  demanding  40  miles  per  gallon,  and 
everyone  thought  those  hybrid  vehicles  from  Japan  were  the 
wave  of  the  future.  Hundreds  of  millions  of  dollars  were 
invested  in  hydrogen -engine  experiments.  General  Motors  and 
Ford  got  into  a  bragging  contest  over  who  would  have  the 
greatest  increases  in  fuel  mileage. 

And  now  I  just  paid  $1.16  a  gallon  in  upstate  New  York,  and 
gas  is  even  cheaper  in  New  Jer- 
sey. A  world  recession  is  cutting 
demand.  Producers  outside  the 
oil  cartel,  especially  Russia  and 
the  'Stans,  began  pumping 
more.  And  we  realized  that  big 
oil-price  run-up  was  based 
largely  on  speculation  anyway. 

At  today's  prices  panic 
moves  on  auto  efficiency  don't 
make  economic  sense.  Take  a 
50-miles-per-gallon  hybrid, 
which  is  a  small  car  with  two 
engines — one  gasoline,  one 
electric — that  work  in  collabo- 
ration. It  would  use  200  gallons 
for  10,000  miles  in  a  year.  That 
same  car  with  a  conventional 
small  gasoUne  engine  probably 
would  get  35  miles  per  gallon  and  use  290  gallons.  The  fuel-cost 
difference  in  a  year  would  be  $104,  but  this  hybrid  engine  prob- 
ably would  cost  $4,000  more  than  the  small  conventional  car. 
Spend  $4,000  to  save  $104  a  year?  Toyota  and  Honda  sell 
hybrids  now,  but  at  a  loss.  Even  then,  the  price,  $20,000,  is  a  lot 
for  small,  relatively  slow  cars. 

Or  imagine  if  Congress  mandated  a  40-miles-per-gallon 
average  for  cars  instead  of  the  27.5mpg  average  now.  That 
would  save  114  gallons  per  car,  or  $130  a  year.  For  that  our 
driver  would  be  getting  a  car  made  of  expensive  metals  and 
complex  composites  and  costing  many  thousands  of  dollars 
more  than  any  comparable  vehicle  today.  In  fact,  there  would 
not  be  much  of  an  auto  industry  at  the  prices  that  would  have 
to  be  charged. 

A  partial  hybrid  system  (in  which  a  gas  motor  gets  occa- 
sional bursts  of  help  from  an  electric  one)  could  push  a  15mpg 
sports  utility  to  an  average  20mpg,  a  25%  decrease  in  fuel  con- 
sumption. But  at  10,000  miles  the  saving  is  167  gallons, 
or  $194  worth,  and  the  system  probably  adds  $3,000  to 


At  today's  gasoline 
prices,  the  nutty 
ideas  to  improve 
auto  efficiency 

don't  make 
economic  sense. 
Spend  $4,000 
more  on  a  car  to 
save  $104  in  fuel? 


the  car's  cost.  CM,  Ford 
Chrysler  all  have  promise- 
introduce  hybrid  systems, 
my  guess  is  that  their  entl 
asm  will  fall  with  gasci 
prices.  A  few  will  be  built, 
they'll  be  hard  to  sell  and  c. 
little  excitement. 

Academics  propose  rai 
gasoline  taxes.  An  extra  $3  a 
Ion  tax  (bringing  in  $300 
lion)  would  force  people 
tinier  cars  and  save  fuel.  1  hey  say  Congress  could  then  cut  i 
taxes.  Alas,  Congress  always  finds  unmet  needs  to  meet,  bur( 
crats  to  hire  and  roads  in  West  Virginia  to  pave. 

I  chuckled  the  other  day  when  the  New  York  Times  wor 
about  how  environmentalists  would  react  to  strong  car  sale 
said:  "At  GM,  sales  rose  1 3%  in  November.  If  its  results  affiri 
GM  as  the  healthiest  of  the  wounded  Big  Three  domestic  ir 
ufacturers,  they  will  probably  not  please  environmental  gro 
concerned  about  oil  consumption  as  the  country  fights  a  w; 
Central  Asia.  GM's  sales  have  been  propelled  almost  entirel; 
gas-guzzling  pickup  trucks  and  sport  utility  vehicles. . . .' 

The  Times  makes  it  almost  unpatriotic  for  GM  to  be 
cessful  and  save  the  country  from  depression.  The  Ti, 
neglected  to  note  that  those  boys  fighting  in  Central  Asia  wc 
love  to  own  those  "gas-guzzling"  GM  pickups  and  SLA's.  Nor 
it  laud  GM  for  helping  save  jobs  for  the  poor  folks  in  Me? 
and  Nigeria  and  other  places  where  the  oil  comes  from. 

And  what  about  the  term  "gas-guzzling"?  City  buses 
more  fuel  than  any  car,  but  nobody  calls  them  "diesel-oil-g 
zlers."  Boeing  747s  burning  3,200  gallons  an  hour  aren't  ca 
"jet-fuel-guzzlers."  Two-hundred-watt  bulbs  aren't  called  "e 
tron  guzzlers."  The  Sunday  New  York  Times  isn't  called  a  "for 
guzzler."  Why?  Because  they  do  a  job.  So  do  those  pickups  ; 
sport  utility  vehicles.  They  can  haul  boats,  horse  trailers,  lot. 
cargo  that  ordinary  front-wheel-drive  vehicles  can't.  Many  h 
three  rows  of  seats  for  extra  passengers  and,  in  fact,  are  just 
old-fashioned  station  wagons.  They  ride  higher  and  make  it  t 
ier  to  look  down  the  road.  Four-wheel  drive  is  better  in  wir 
driving.  And  yes,  SUV's  are  fashionable,  too.  But  so  are  Arm 
suits  and  weekend  homes,  and  they  all  consume  resources. 

Improving  fuel  economy  is  possible  with  lighter  mater 
and  better  engines  and  engineering.  With  fuel  prices  down 
may  get  back  to  doing  that  and  put  the  miracle  cures,  1 
hybrids  and  hydrogen  engines,  back  on  the  experimental  tr; 
where  they  belong. 


Forbes 


I  Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automc 
industry  since  1958.  Find  past  columns  at  www.forbes.cam/flint. 


126    FORBES-  January  7,  2002 


Customers  Luill  try  anything  to  get  your  attention. 


H  E  L  P 

Rre  you  ready  to  hear  them? 

Customers  can  be  unpredictable.  One  minute,  they're  trying 
to  reach  you  via  email,  and  the  next  they  are  calling  you  on 
the  phone.  PRC  provides  end-to-end  customer  service  across 
virtually  any  channel  that  your  customer  chooses  -  including 
phone,  email,  chat  and  fax.  In  fact,  we've  been  doing  it  for 
nearly  20  years  for  some  of  the  biggest  names  in  business. 
Want  loyal  customers?  Hear  them  with  PRC. 


For  more  information,  call  888-C'all-PRC  or  uisit  iuiuiu.prcnet.com 


Precision  Response  Corporation 

The  leader  in  integrated  customer  care 


9  Precision  Response  Corporation,  2001 
PRC  is  a  division  of  USA  Networks,  Inc. 


ILLEXiAL  ALIENS 


Illegals  With  Legal  Rights 

In  America  illegal  aliens  have  rights,  benefits,  protection  against 
discrimination,  and  op-ed  cheerleaders.  Is  it  time  for  a  change? 


BY  DAN  SELIGMAN 


C 


AN  WE  ClONTROL  OUR  BORDERS?  IT 
is  a  painfully  relevant  question 
'  because  several  of  the  19  mass  mur- 
derers of  Sept.  1 1  were  in  this  country 
illegally,  and  the  one  indictee  for  this 
crime  was  initially  nailed  only  on  immi- 
gration charges.  Unfortunately,  the  stop- 
ping of  Zacarias  Moussaoui  was  some- 
thing of  a  fluke.  Efforts  to  prevent  illegal 
immigration  in  the  U.S.  today  are 
ignored,  underfunded,  openly  violated  or 
certifiably  feckless.  And  there  is  stubborn 
resistance  to  change,  even  as  estimates  of 
the  total  illegal  population  keep  soaring. 

The  Immigration  &  Naturalization 
Service  has  been  estimating  5  million  to  6 
million  illegals  in  the  U.S.,  but  the  Census 
Bureau  now  says  INS  is  way  off,  and  the 
total  has  to  be  around  8  million.  Indeed, 
Census  speaks  respectfully  of  a  study 
done  by  demographer  Andrew  Sum  and 
colleagues  at  Northeastern  University, 
which  plausibly  came  up  with  a  count 
approaching  1 1  million. 

Looniness  abounds.  New  Yorkers  were 
recently  rolling  their  eyes  over  news  ac- 
counts indicating  that  the  City  University 
of  New  York  was  giving  a  break  on  tuition 
to  illegal  aliens.  It  appears  that  illegals  who 
live  in  the  state  and  are  studying  at  CLW 
are  counted  as  genuine  New  Yorkers  and 
therefore  pay  only  $  1 ,600  per  semester,  ver- 
sus $3,400  for  students  living  in  the  U.S. 
legally  but  commuting  from  outside  the 
state.  Contributing  to  one's  sense  of  unre- 
ality about  all  this  is  the  fact  that  any  such 
preference  for  locally  based  illegal  aliens 
over  out-of-state  Americans  violates  fed- 
eral law.  In  the  wake  of  9/1 1,  CLW  is  sud- 
denly deciding  to  comply  with  the  law. 

,  Hallelujah.  But  even  this  decision  is 
meeting  resistance,  and  New  York's  new 
mayor  sounds  like  a  resister.  Michael 
Bloomberg  in  a  Nov.  19  radio  interview: 
"People  who  are  undocumented  do  not 
have  to  worry  about  city  government  going 


to  the  federal  government.  We  will  provide 
the  services,  whether  they  are  health  care 
services  or  education  for  their  children  or 
anything  else  we  can  do,  irregardless  of  the 
federal  government  rightly  trying  to  make 
sense  out  of  our  immigration  policy. ..." 

At  least  he  said  "rightly." 

Illegals  have  lots  of  fans,  including 
many  in  business  and  agriculture  (who 
like  their  low  labor  costs)  and  in  the  liberal 
media  (which  see  them  as  heroic  under- 
dogs). Maybe  that's  why  the  law  barring 
employment  of  illegals  can  be  so  broadly 
ignored.  An  especially  surreal  detail  of  U.S. 
law  is  the  1999  "guidance"  issued  by  the 
Equal  Employment  Opportunity  Com- 
mission, which  bars  employment  discrim- 
ination against  the  illegals.  No,  that's  not  a 
typo.  The  EEOC  is  telling  us  that  people 
who  shouldn't  be  here  in  the  first  place 
and  shouldn't  be  employed  if  they  are 
here,  are  eligible  for  back-pay  awards  if  the 
employer  is  caught  discriminating  against 
them.  When  illegal  aliens  manage  to  have 
their  children  born  in  the  U.S.,  the  chil- 
dren are  of  course  citizens,  which  entides 


the  family  to  assorted  welfare  benefits. 

Our  overextended  INS  Border  Pa 
continues  to  turn  back  illegal  aliens  w 
they  are  caught  trying  to  sneak  across 
Mexican  or  Canadian  border.  (In 
2001  fiscal  year  1.2  million  were  caug 
But  if  they  make  it  across  the  border,  t 
can  generally  assume  that  nobody  wO 
looking  for  them.  Indeed,  they  don't  r 
essarily  have  to  get  across  the  border, 
patrol  stops  them,  they  can  ask  for  a 
mal  hearing,  and  of  those  who  ask,  m 
are  released  "on  their  own  rec 
nizance" — i.e.,  on  a  promise  to  show 
at  the  hearing.  Recent  testimony  bet 
the  Senate  Investigations  Subcommi 
established  that  roughly  90%  of  th 
released  on  their  own  recognizance 
not  show  up — and  no  effort  is  made 
track  them  down.  The  situation  is  sor 
what  similar  for  the  40%  or  so  of  ilk 
aliens  who  enter  the  country  legally, 
temporary  or  student  visas,  but  beco 
illegal  when  they  ignore  the  visa  rest 
tions  and  just  continue  to  hang  aroun 

Like  some  of  the  19  terrorists. 
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IF  WE  DIDN'T  GIVE  YOU 

A  BED  THIS  COMFORTABLE, 

HOW  WOULD  WE  SLEEP  AT  NIGHT? 


TFCHNOnreY 


EDITED  BY  BRUCE  LJ  F 


Jammed! 

Wireless  carriers  spent  billions  on  spectrum  but  are  desperately  short  on  capacity.  Now  th 
are  spending  billions  more  on  fancy  tricks  to  unclog  their  networks.  by  scott  wool 


Us.  SPECIAL  FORCES  HAVE  MADE 
heavy  use  of  unmanned  surveil- 
lance planes  circling  Afghanistan 
to  eavesdrop  on  wireless  conver- 
sations on  the  ground.  The  air- 
borne listening  posts  are  packed  with  ex- 
tremely fast  computer  chips  that  can  tease 
apart  overlapping  and  scrambled  radio  sig- 
nals to  single  out  those  of  the  enemy. 

It  turns  out  the  same  gear,  from  Mer- 
cury Computer  Systems,  has  become  a  new 
tool  for  unclogging  America's  overcrowded 
wireless  networks.  Cellular  traffic  is  grow- 
ing around  60%  a  year  as  ever  more  sub- 
scribers consume  ever  bigger  buckets  of 
minutes.  But  carriers  can't  simply  buy  up 
more  radio-wave  spectrum  to  accommo- 
date the  crush.  U.S.  regulators  allot  just  over 
half  as  much  spectrum  to  wireless  calling  as 
most  European  countries  and  make  mat- 
ters worse  by  capping  the  amount  of  spec- 
trum any  one  company  can  own. 

Desperate  to  boost  their  capacity  some 
other  way,  wireless  firms  are  turning  to  the 
surveillance  equipment  and  other  fixes, 
such  as  new  transmitters  tliat  can  "sculpt" 
a  wireless  signal  to  better  track  users,  and 
superconductiiig  filters  that  block  out  in- 
truding signals.  Global  spending  on  beam- 
sculpting  "smart"  antennas  grew  from  $6 
billion  to  $12  billion  in  2001,  says  Allied 
Business  Intelligence  of  Oyster  Bay,  N.Y. 

.  When  a  cell  site — the  towers  or  rooftop 
nodes  that  transmit  and  receive  mobile  sig- 
nals— runs  out  of  spectrum,  customers  en- 
dure CeU  Hell:  The  site  begins  dropping 
calls  and  blocking  new  calls  from  going 
through.  Spectrum  shortages  are  the  main 


reason  a  ten-minute  call  has  a  10%  chance 
of  being  dropped  (FORBES,  Sept.  17,  2001). 

Wireless  engineers  seeking  to  conserve 
spectrum  often  get  caught  in  a  bind.  They 
can  get  a  strong,  clear  signal  if  they  crank  up 
the  power  on  a  cell  tower,  but  high-power 
transmissions  tend  to  career  off  into  adja- 
cent cell  sites  and  interfere  with  the  radio 
spectrum  there.  Carriers  once  solved  the 
problem  by  using  a  different  fi^equency  for 
each  adjacent  cell,  but  now  traffic  is  so  heavy 
that  they  need  to  find  clever  ways  of  reusing 
frequencies  in  all  surrounding  ceO  sites. 

In  the  mid-1990s  smart  antennas  came 
on  the  market  from  firms  such  as  Array- 
comm  and  Metawave  Communications. 
They  were  able  to  shift  capacity  from  one 
side  of  a  tower  to  another,  so  that  a  tower 
by  a  seaside  highway  directed  more  signals 
to  the  busy  road  than  to  the  empty  ocean. 
Now  new,  smarter  antennas  can  react  on 
the  fly,  shifting  capacity  as  needed  when 
calling  volume  suddenly  surges  and  divvy- 
ing up  the  load  among  as  many  as  a  dozen 
discrete  beams  as  callers  move  around. 

Antennas  introduced  in  December  go  a 
step  further,  using  data  from  aerial  maps  to 
adapt  each  site  to  its  unique  surroundings 
(see  box,  opposite).  "You  spread  less  inter- 
ference around  if  you  can  precisely  sculpt 
each  beam,"  says  Robert  Hunsberger,  chief 
executive  of  publicly  held  Metawave,  which 
makes  the  map-guided  antennas. 

Despite  such  gear,  signals  inevitably 
spill  over  into  neighboring  cells  and  muck 
up  communications.  Carriers  are  turning 
to  military  technologies  to  scrutinize  jum- 
bled signals  for  unwanted  calls.  Chelms- 


ford, Mass.-based  Mercury  Computer 
tems,  a  publicly  held  firm  specializin 
defense  electronics,  makes  computer 
tems  that  can  sense  minute  differenc< 
the  timing  of  a  mishmash  of  sigi 
Crunching  through  up  to  100  billion 
culations  per  second,  chips  isolate  di 
ent  calls  and  route  each  one  without  n 
ing  to  throw  more  spectrum  at  the  jun 

Sometimes,  however,  even  a  spt 
chip  can't  help.  In  Chicago  Verizon  V\ 
less  recendy  tracked  capacity  problen 
37  cell  sites  back  to  radar  and  other  avia 
chatter  at  O'Hare  Airport.  Nextel's  sig 
often  bleed  into  the  frequencies  of  Veri 
and  Cingular. 

That  opens  the  doors  for  firms  sue 
Conductus  of  Sunnyvale,  Calif  and 
International  of  Mount  Prospect,  111.,  wl 
make  superconducting  filters.  Superc 
ductors  allow  some  electrical  signals  to  1 
through  with  virtually  no  resistance  w 
aggressively  blocking  high-power  sig 
on  nearby  frequencies.  The  filters  are 
pensive,  up  to  $28,000  each,  and  mus 
kept  at  a  frosty  300  degrees  Fahrenl 
below  zero.  But  in  particularly  jam-pac 
zones  they  can  raise  capacity  by  70%, : 
ISCO  Chief  Executive  George  Calhoun 

Still,  with  each  advance,  carriers  in 
duce  a  new  feature  that  slows  things  do 
New  third-generation  networks  will  si 
video  and  music  streams  at  peak  speed 
2  million  bits  per  second  by  2003,  up  fr 
around  9,600  bits  per  second  today.  At  1 
rate  a  caller  zapping  a  video  clip  to  a 
will  be  hogging  spectrum  that  othen* 
could  have  carried  400  voice  calls. 
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a^UNNING  INTERFERENCE 


Three  Tricks  to  Fix  Lousy  Cell  Phone  Service 

Sell  phone  users  are  vexed  by  crummy  coverage.  The  biggest  cause:  a  crisis  in  capacity  as  ever  more  callers  use  up  ever  more 
minutes  of  talk  time.  This  is  why  your  ten-minute  call  has  a  10%  chance  of  being  dropped.  Help  is  on  the  way. 


iVaVe  Sculpting  \  Tower  signals  often  whiz  over  to 
adjacent  cell  sites,  causing  interference  and  wasting  valuable 
spectrum.  New  antennas  can  customize  their  beams  so  high- 
Dower  waves  provide  good  indoor  coverage,  while  low-power 
waves  cover  open  spaces  without  polluting  neighboring  cells. 


Tracking  Chips  Some  interference  is  inevitable,  as 
wireless  carriers  try  to  reuse  the  same  frequencies.  New 
high-speed  chips  inside  antennas  can  identify  the  location 
of  two  phones  on  the  same  frequency  and  use  the  unique 
timing  of  those  signals  to  transmit  both  calls  clearly. 


Superconducting  Filters  signal  interference  can  come  from  subscribers  on  competing  networks,  high-power  airport 
radar  and  even  home  stereos.  (Think  of  the  way  a  radio  station  at  91.1  FM  can  interfere  with  a  station  at  91.3  FM.)  By 
connecting  superconducting  filters  to  their  antennas,  carriers  can  isolate  and  block  such  outside  interference. 


Home  electrdhtcs^ 


Radar ~  -  ^ , 


Cpmpeting 

-  ■systems  | 
usingjqearby 
f^quencies  ^ 
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TECHNOLOGY  HARDWARE 


Attack  From  Below 

RLX  Technologies  has  what  may  be  the  world's  cheapest 
server.  All  it  needs  now  are  customers. 

BY  DANIEL  FISHER 


WHEN  GARY  STIMAC  VISITED  A  LIT- 
tle  Dallas  outfit  called  Rocket- 
Logix  in  October  of  2000,  he  was 
transfixed.  Engineers  there  had  created  a 
server  the  size  of  a  circuit  board,  run  off  a 
microprocessor  designed  to  work  with 
power-stingy  laptops,  not  brawny  com- 
puting machines. 

But  Stimac  was  more  excited  by  what 
had  been  left  out  of  the  server:  There 
were  no  connections  for  a  keyboard, 
mouse  or  CD-ROM  drive.  No  power-hog- 
ging 1 -gigahertz  Pentium.  No  clumps  of 
cooling  fans  or  cables.  This  so-called 
blade  server,  controlled  by  a  Transmeta 
microprocessor,  was  designed  merely  to 


be  a  foot  soldier  in  an  army  of  ser 
that,  when  lashed  together,  could  der 
ish  the  performance  of  much  n 
sophisticated  systems  for  much  less  a 

"I  said  to  myself,  'This  is  the 
major  change  to  server  technology  ii: 
last  ten  years,'  "  Stimac  recalls.  "Ev 
thing  else  was  just  an  evolution." 

Stimac,  50,  knows  what  he's  tall 
about.  As  an  engineer  at  Compaq  d 
puter  in  the  late  1980s,  he  and  marke 
executive  Michael  Swavely  helped  lau 
the  server  revolution.  The  two 
beefed  up  PCs  with  networking  softv 
and  inexpensive  disk  drives  and  tur 
them  into  $6,000  machines  that  co 


in  your  hands.: 


Direct  Reimbursennfint  (DR)  is:  the  one 
dental  plan  that  lets  you  design  Jhe 
kind  of  coverage  you  want  for  your 
employees.  Vou  deterniinejhe  employee 
coritributions;  And  ydtt only  pay  loi  what, 
your  employees  use.  Call  now  for  [Dore 
information,  drvisitour  vVebsite  Ibra-OR. 
cost  estimate.  Go  aheati;  chgcl(  us  out? 
You'll  like  what  you  see.    ,  _^  ■  - 

1-800-232-7698  ext.  13iD 
www.ada.org/DR/130 


DIRECT 

liUlMRil^SrMtM 


Less  is  more: 
Gary  Stiniac's 
stripped-down 
RLX  servers  can 
outmusclc  far 
pricier  systems. 


OA 


t's  all  part  of  the  (dental)  plan. 

I  a  Direct  Reimbursement  (DR)  dental  plan,  you  decide  how  much  your  company  contributes.  You  decide  how  much 
r  employees  contribute.  And  since  there  are  no  monthly  premiums,  you  pay  only  when  someone  actually 
s  the  dentist.  It's  the  self-funded  dental  plan  for  smart  companies.  Call  now  for  more  information,  or  visit  our' 
)site  for  a  DR  cost  estimate.  You'll  like  what  you  see,  1-800-232-7698  ext.  130  |  www.ada.org/OR/130 


DIRECT 

REIMBURSEMENT 


Choosing  Bombardier  Flexjet  fractional  ownership  iMeans  choosing 
the  world  leader  in  business  aviation.  we  design.  manufacture.  maintain  and 

OPER.^TE  EVERY  JET  IN  OUR  FLEET.  INCLUDING  THE  VERSATILE  LEARJET®  45  AND 
THE  ULTRA  LONG-RANGE  GLOBAL  EXPRESS?  FOR  MORE  INFORMATION  ON  THE  RIGHT 
|ET  FROM  THE  RIGHT  COMPANY.  VISIT  WAVU.Fl.EXIETCOM.  OR  CALL  l-«(X>FLFXIF.T 

BOMBARDIER  FLEXJST 


Reading  is  a  great  way  to  escape. 
It  helped  this  family  get  out  of  the  projects. 


^2he  National  Center  for  Family 
Literacy  helps  families  with  poor 
literacy  skills  break  the  cycle  of 
intergenerational  poverty.  We  hold 
out  a  hand  and  they  learn  to  pull 
themselves  up.  Now  we  could  use 
a  hand  as  well.  CO  To  help,  please 
call  the  Family  Literacy  InfoLine  at 
1-877  FAMLIT-1  or  visit  our  web 
site  at  www.famlit.org. 
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TECHNOLOGY  I  HARDWAF 

rival  Digital  Equipment  Corp.  minicd 
puters  costing  three  times  as  much. 

Stimac  and  Swavely  retired  rich  fr< 
(Compaq  in  the  1990s.  Now  Stimac  ^ 
staring  at  a  device  that  could  do  the  sal 
thing  to  the  server  market  that  his  serv 
had  done  to  DF.c:.  He  contacted  Swavi 
They  bought  control  of  RocketLogix  at 
as-yet-undisclosed  price  in  November 
2000,  renamed  it  RI.X  Technologies  and 
February  2001  had  $60  inillion  in  venti 
capital,  most  of  it  from  investors  inclu 
ing  Soros  Venture  Partners,  Sternhill  Ma 
agement  and  Rod  Canion,  the  Com); 
founder  who  had  hired  both  men. 

RI.X  adopted  a  tried-and-true  te 
strategy:  Aim  for  the  underbelly.  Whj 
Compaq,  Hewlett-Packard  and  s| 
Microsystems  were  adding  features  al 
processing  power  to  their  pricey  serve! 
RLX  would  steal  the  low  end  of  the  mark 

RLX's  servers  use  just  15  watts 
power  instead  of  the  1 70  watts  most  rac 
mounted  servers  consume.  Less  pow 
means  less  heat,  so  RLX  can  cram  3 
blade  servers  into  a  standard  rack.  RLI 
software  balances  the  processing  loi 
among  hundreds  of  blades  and  instan 
shifts  data  and  workload  from  a  faili: 
blade  to  a  reserve  unit. 

Their  original  strategy  was  to  go  afl 
Web-hosting  firms  and  Internet  servi 
providers  looking  for  cheap  computii 
muscle.  For  $375,000  RLX  could  provid( 
rack  of  servers  comparable  in  power  to 
racks  of  Compaq  servers  costing  $6 1 4,0( 

While  the  dot-com  meltdown  hit  R] 
hard,  its  blades  are  getting  popular  wi 
research  outfits  like  Los  Alamos  Natior 
Laboratory.  A  team  there  recently  co 
eluded  that  24  racks  of  blades  runnii 
Linux  software  could  perform  up  to  6  tr 
lion  operations  a  second,  equivalent  to 
$45  million  Compaq  supercomputer. 

Competition  is  coming  from  Compa 
HP  and  Sun.  RLX  also  has  to  worry  abo 
Transmeta  going  out  of  business,  althouj 
it  can  use  low-power  Intel  chips  instea 
Investor  Rod  Canion  isn't  worrie 
Compaq  was  late  to  PCs,  but  stole  a  lead  ( 
incumbents  too  fixed  on  high-margin  pr 
prietary  systems  to  hassle  with  cheap  s\ 
tems.  "That  gave  us  a  short  lead,  after  th 
it  was  all  execution,"  says  Canion.  RI 
could  use  breathing  room,  too. 
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deli's  Oi 

Eight  hard  years  after  her  daughter's  lungs  seized,  Mart  i 
Rothblatt  hopes  a  new  drug  can  save  her— and  othe 


MARTINE  ROTHBLATT 
watched  helplessly  as  her 
youngest  daughter,  Jenesis, 
grew  mysteriously  ill  in  late 
1993.  The  10-year-old  girl 
could  barely  walk  to  her  school  bus  with- 
out gasping  for  air.  With  alarming  fre- 
quency, her  lips  would  turn  blue  and  her 
voice  would  shrivel  to  a  squeak.  Then,  one 
day  in  1994,  Jeni  collapsed.  Diagnosis:  Pul- 
monary hypertension.  Blood  pressure  in 
her  lungs  had  shot  up  to  more  than  four 
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BY  ZINA  MOUKHEI 


times  the  normal  level,  placing 
severe  stress  on  her  heart.  Doc- 
tors gave  her  30  months  to  live. 

Rotliblatt,  a  wealthy  telecom 
executive,  refused  to  accept  such 
a  dire  verdict.  Why  wasn't  there  already  a 
potent  cure?  Because,  she  learned,  primary 
pulmonary  hypertension,  or  PPH,  is  a  small 
market,  afflicting  only  30,000  in  the  U.S.  "I 
was  shocked  that  diseases  were  considered 
markets,"  she  says. 

Yes,  medicine  is  a  business — and  it  re- 


Big  firms  didn't  have 
a  drug  for  Jenesis 
Rothblatt.  So  mom 
Martine  started  her 
own  biotech  outfit. 


mains  to  be  seen  whether 
best  practiced  by  someone  \ 
a  personal  stake.  Does  this 
spire  you  to  greater  achie 
ments  or  just  cloud  your  b 
ness  judgment?  (See  box.) 

Rothblatt  swung  into  action,  forn 
a  foundation  and  later  creating  a  biol 
firm  to  corral  resources  and  contacts  in 
search  for  a  cure.  Existing  treatments 
fered  little  hope  back  in  1995.  Gla 
SmithKline's  Flolan  was  the  only  drut  | 


BIOTECIt 


e  market  for  pulmonary  hypertension, 
though  a  lifesaver,  Flolan  poses  a  risk  of 
rious  infection,  because  patients  must 
ive  sewn  into  their  chests  a  catheter 
readed  into  an  artery. 

Doctors  were  able  to  stabilize  the  ill- 
■ss  in  Jeni,  now  1 7,  with  a  cocktail  of  seven 
lis,  including  blood  thinners,  heart 
-engtheners  and  a  potent  antihyperten- 
^e.  Rothblatt  pursued  a  better  treatment, 
ly  day  now  the  biotech  outfit  she  formed, 
lited  Therapeutics  in  Silver  Spring,  Md., 
pects  the  Food  &  Drug  Administration 
rule  on  its  new  pulmonary  hypertension 
ug,  RemoduUn.  An  improved  version  of 
□Ian,  Remodulin  is  delivered  under  the 
in  through  a  pager-size  pump.  Since  it 
:ver  pierces  an  artery,  Remodulin  appears 
lower  pulmonary  blood  pressure  while 
oiding  infection. 

Rothblatt's  race  to  save  her  daughter 
s  been  arduous.  Trials  of  Remodulin  hit 

E  L  F  -  H  E  L  P  


dropped  from  $16  to  $9  since  October. 

But  Rothblatt,  47,  has  been  through  too 
much  in  her  life  to  let  market  vagaries 
bother  her.  For  the  first  four  decades  of  her 
life  she  was  a  man,  Martin  Rothblatt,  who 
had  earned  law  and  business  degrees  and 
helped  found  three  satellite  companies: 
PanAmSat,  Sirius  and  WorldSpace.  In  1992 
he  underwent  a  sex-change  operation  to 
become  Martine. 

In  between  hospital  bedside  visits  Roth- 
blatt would  dash  downstairs  to  the  hospital 
library  to  find  out  all  she  could  about  Jeni's 
disease.  Later  she  saw  Lorenzo's  Oil,  a  film 
based  on  the  true  story  of  a  couple  desper- 
ately searching  for  a  cure  for  their  son,  who 
suffered  from  a  rare  neurological  disorder. 
"I  cried.  No  one  cared  because  it  was  a  rare 
disease.  But  I  got  inspired  to  change  things 
myself"  she  says. 

Rothblatt  set  up  the  PPH  Cure  Founda- 
tion and  scouted  the  world  for  experts,  so- 


ender  Loving  Care 

jrsonal  tragedy  prompted  these  entrepreneurs  to  search  for  cures. 


.OYD  NICHOLS 
ELL  PATHWAYS 

lunded  in  1989  after  Nichols  and,  later,  his 
in  Eric  were  diagnosed  with  precancerous 
lion  polyps.  A  drug  is  in  late-stage  trials. 

ARK  EISENBERG 
RTEC  INTERNATIONAL 

lunded  in  1991  to  develop  a  treatment  for 
in  Ari's  fatal  skin  disease,  epidermolysis 
illosa.  Ari  died  two  months  after  Ortec 
ceived  approval  for  its  wound-healing 
satment  in  February  2001. 


WALTER  HERLIHY 
REPLIGEN 

Herlihy  decided  to  develop  a  drug  for  autism 
after  his  two  children  were  diagnosed  with 
the  condition.  A  drug,  secretin,  is  now  in 
late-stage  trials. 

JULIA  LEVY 
QLT  INC. 

Levy's  mother  lost  her  sight  to  age-related 
macular  degeneration.  Levy  decided  to 
pursue  a  treatment  in  1993.  Visudyne  was 
approved  in  April  2000. 


yriad  snags,  and  results  have  been  less 
an  promising.  Craig  West,  an  analyst  at 
G.  Edwards  &  Sons,  has  suspended  his 
modulin  sales  forecast  for  2002  after 
iginally  estimating  $120  million.  In  Oc- 
ber  the  company  released  disappointing 
suits  from  trials  of  another  drug, 
!raprost,  for  vascular  disease.  Then  in 
ovember  a  rival  tlrm,  Actelion,  beat 
lited  Therapeutics  to  the  pulmonary  hy- 
Ttension  market  with  its  much  more 
nvenient  pUl,  Tracleer.  United's  stock  has 


liciting  research  proposals  and  offering 
grants  of  up  to  $100,000.  In  the  process, 
she  learned  about  the  disease,  which  is  still 
shrouded  in  mystery.  A  pulmonary  hyper- 
tensive fails  to  produce  enough  prostacy- 
clin, a  chemical  produced  in  the  lungs  that 
seems  to  keep  their  tiny  capillaries  dilated. 
As  a  resuh,  the  heart  has  to  pump  much 
harder,  with  pressure  in  the  pulmonary 
artery  shooting  to  between  two  and  nine 
times  normal  levels,  high  enough  to  shut 
down  the  heart.  Pulmonary  hypertension 


got  some  notoriety  in  the  late  1990s,  when 
the  diet-pill  combo  fen-phen  may  have  put 
hundreds  at  risk  of  developing  it. 

GlaxoSmithKline's  Flolan,  a  synthetic 
form  of  prostacyclin,  has  been  on  the  mar- 
ket since  1995.  Rothblatt  learned  firom  doc- 
tors that  Glaxo  had  a  more  promising  ver- 
sion of  Flolan  locked  away  in  its  freezers. 
But,  with  Flolan  sales  at  only  $20  million  a 
year  (now  around  $200  million),  Glaxo  de- 
cided not  to  develop  the  new  compound. 

Rothblatt  asked  Glaxo  if  her  founda- 
tion could  buy  the  development  rights  to 
the  new  Flolan.  No,  she  was  told — founda- 
tions usually  aren't  in  a  position  to  pay  the 
necessary  royalties.  Glaxo  would  consider 
turning  over  its  drug  if  Rothblatt  formed  a 
company  and  won  approvals  from  15  ex- 
ecutives at  Glaxo.  In  a  twist  of  fate,  Robert 
Bell,  then  Glaxo's  research  boss  in  Research 
Triangle  Park,  N.C.,  had  a  sister  who  had 
recently  been  diagnosed  with  pulmonary 
hypertension.  Bell  gladly  collected 
all  15  signatures. 

leni  was  getting  by  on  her 
drug  cocktail,  but  was  fainting 
about  once  a  year,  each  time 
spurring  a  panicky  dash  to  the 
hospital.  "There  was  always  this 
clock  ticking,"  says  Rothblatt. 

In  1996  Rothblatt  sold  her 
shares  in  the  satellite  firms  and 
put  $3  million  into  United  Ther- 
apeutics. She  got  another  $80  mil- 
lion from  her  old  network  of  tele- 
com investors,  including  Merrill 
Lynch,  Credit  Suisse  First  Boston 
and  Prudential.  A  1999  initial 
public  offering  raised  $60  million. 

Remodulin  is  far  from  a  won- 
der drug.  It  causes  pain  at  the  site 
of  injection.  In  separate  studies  to 
see  how  far  patients  can  walk  for 
six  minutes  without  getting  short  of  breath, 
those  on  Remodulin  walked  half  as  far  as 
those  on  Flolan.  In  August  a  federal  advi- 
sory committee  gave  a  lukewarm  recom- 
mendation in  favor  of  Remodulin. 

United  has  $180  million  in  cash, 
enough  to  last  for  more  than  three  years. 
Rothblatt  is  counting  on  leni  to  enjoy 
many  more  years  of  life.  The  drug  she 
has  shepherded  to  market  is  for  dire 
cases  only.  "I  pray  she  never  has  to  use 
Remodulin,"  says  Rothblatt.  F 


FORBES-  January  7,  2002  139 


ENTREPRENEURS 
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WHHN  CHARLES  LEDSINGER 
Jr.  became  chief  executive  of 
Choice  Hotels  in  1998,  the 
hotel  industry  was  adding 
rooms  by  the  thousands, 
and  ever-fancier  ones  at  that.  But  Ledsinger 
looked  at  his  company — then  a  3,039-unit 
franchisor  of  Quality  Inns,  Comfort  Inns 
and  other  budget  names — and  decided  to 
stay  put.  "I  like  to  fish  where  the  fish  are — 
but  1  wasn't  going  to  go  out  and  spend  mil- 
lions creating  a  luxury  chain,"  says 
Ledsinger,  52,  onetime  president  at  St.  Joe 
Co.  and  chief  financial  officer  of  Harrah's 
Entertainment.  "We  have  economy  brands 
that  may  not  be  so  sexy,  but  they're  dia- 
monds in  the  rough."  He  also  nixed  the 
idea  of  Nascar-themed  hotels.  Aside  fiom 


NO  TIME 
TO  RELAX 

Sticking  to  stripped-down  service  has 
made  Choice  Hotels  the  king  of  budget 
lodging.  But  now  it's  time  to  spend 
some  real  money  on  the  brand. 


BY  MATTHEW  SWIBEL 

the  sheer  tackiness  of  stock-car-shaped 
bathtubs  and  soap  bars,  Ledsinger  didn't 
want  to  spend  the  $5  million  for  a  proto- 
type. Instead,  he  started  cutting  off  the  first 
of  600  underperforming  properties. 

Today,  he  looks  pretty  smart.  With  the 
kibosh  on  corporate  travel  outlays,  the  lux- 
ury segment  is  hurting  most.  "Choice  is  the 


best  defensive  play  in  a  terrible  lodging  en- 
vironment," says  Harry  C.  Curtis,  an  ana- 
lyst with  Robertson  Stephens.  Its  earnings 
per  share  increased  22%  in  the  third  quar- 
ter, compared  with  a  drop  of  9%  at  Mar- 
riott, which  owns  the  Ritz-Carlton  and  Re- 
naissance brands.  And  while  revenue  per 
available  room,  lodging's  standard  measure 
of  income,  sank  10%  at  Marriott  to  $89, 
Choice  slipped  by  2%  to  $45.  The  cheapo 
segment  is  looking  mighty  attractive  to  big 
customers  like  FedEx,  which  has  invited 
Choice  to  bid  on  a  corporate-travel  account 
involving  300  hotels  in  the  Pacific  North- 
west. Bechtel  is  weighing  sending  employ- 
ees to  125  Choice  properties  in  California. 

Since  the  Silver  Spring,  Md.  company 
owns  only  three  of  its  hotels  and  man- 
ages none  of  them,  its 
operating  expenses 
are  just  33%  of  rev- 
enues ($132  million 
over  the  first  nine 
months  of  2001).  An 
82%  share  of  that  rev- 
enue comes  from 
franchise  fees — hotel 
owners  pay  5%  of 
their  revenues.  On  top 
of  that  they  pay  a  4% 
fee  for  marketing  and 
reservations.  Choice 
netted  $58  million,  or 
$1.10ashare,on  $167 
million  of  revenue  in 
2000;  interest  on  $277 
million  in  debt  is  the 
big  drag  on  profitability. 

Franchisees  enjoy  some  wiggle  room. 
Since  their  limited-service  lodging  has  av- 
erage gross  margins  of  51% — versus  38% 
for  ftill-service  hotel  chains — most  owners 
can  operate  at  lower  occupancy  levels. 

The  business  will  chug  along,  even  as 
fewer  people  take  to  the  skies.  Three  of 


every  four  Choice  guests  arrive  by  car. 
because  more  than  75%  of  the  chain's  3, 
domestic  hotels  are  near  highway  exits 
in  suburbs  like  Defiance,  Ohio,  Miles  ( 
Mont,  and  Hillsville,  Va.,  Choice  is  less 
liant  on  airport  traffic  and  big-city  touri 

Now  for  the  downside  of  Ledsing 
conservative  strategy.  At  the  low  end  of 
business,  growth  is  dependent  on  add 
franchisees  and  hitting  them  with  fee-ba 
services.  Under  Ledsinger,  Choice's  l 
grow1;h  has  slowed  from  7.7%  the  year 
fore  he  took  over  to  a  current  2%.  As  a 
suit,  top-line  grow^  has  fallen  from  9.8°/ 
1999  to  3.3%  this  year.  He  hasn't  crea 
other  significant  revenue  sources.  For 
stance,  a  buying  exchange  for  hoteliers ; 
its  Web  site,  Choicebuys.com — shampc 
bedding,  TVs  and  so  on — brings  in  only : 
million  a  year.  Getting  into  other  servi. 
like  time-share  or  assisted-living  un 
would  put  the  company  back  into  real 
tate,  which  Choice  abandoned  in  199" 
year  after  being  spun  off  from  Manor  C; 

Which  leaves  acquisition  or  franch 
recruitment.  Choice   hasn't  bouj 
another  chain  since  1990,  when  its  par 
picked  up  both  Econo  Lodge  and  Roi 
way  Inn.  And  recruitment  is  a  tough 
in  a  tight  lending  market.  Alternati 
poaching  franchisees  from  other  hi 
chains.  This  year  123  of  the  compaii 
199  new  franchise  agreements  came  frc 
converting  other  hotels — a  Holiday 
say — to  one  of  Choice's  chains.  Trou 
is,  poaching  cuts  two  ways.  Cendant, 
example,  claims  to  have  converted 
Choice  hotel  operators  in  2000. 

There  is  another  solution:  putting  soi 
real  money  into  marketing  the  brands.  ^ 
just  new  signage  systemwide,  which  t 
franchisees  are  paying  for,  but  some  grab 
commercials  that  draw  hotel  owners, 
well  as  travelers.  Its  most  memorable 
campaign — "Celebrity  in  a  Suitcas 
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turcd  folks  like  the  late  House  Majority 
ader  Thomas  P.  (Tip)  O'Neill  and  game- 
Dw  hostess  Vanna  White  popping  out  of 
;gage  in  a  motel  room — was  launched 
Dre  than  a  decade  ago. 
Ledsinger  doesn't  seem  inclined  to  do 
^re.  Since  1998  he  has  bought  back  20.5 
llion  shares — helped  by  a  $  1 1 0  million 


Wake  up  and  smell  the  opportunity:  Charles 
Ledsinger  needs  a  new  strategy  for  growth. 

windfall  Choice  received  for  its  stake  in  its 
former  real  estate  unit,  Sunburst  Hospital- 
ity— at  an  average  price  of  $14.77.  Not  a 
bad  move,  since  the  shares  arc  now  trad- 
ing at  $21.  But  Choice  is  generating  $50 
million  in  free  cash  flow  (cash  from  oper- 


ations less  capital  expenditures),  so  it  could 
put  a  few  bucks  into,  say,  the  frequent-guest 
program.  Franchisees  grumble  that  they're 
not  getting  much  new  business  for  their 
marketing  fees.  "There's  a  lot  of  armchair 
c]uarterbacks,"  says  Ledsinger.  "Spending 
more  isn't  necessarily  the  right  move."  Still, 
it's  better  than  no  move  at  all.  F 
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Not  quite  made 
in  the  shade: 
Ed  Moody  and 
Ray  Ferguson  cut 
into  sun  glare.  What 
about  market  share? 


FULL  SPEED  AHEAD 

Fishermen  loved  its  sunglasses,  but  Costa  Del  Mar  wanted 
a  much  larger  market.  That  meant  taking  some  chances. 


BY  ROB  WHERRY 

IF  ENTREPRENEURS  RETREATED  EVERY 
time  they  failed,  the  U.S.  economy  would 
look  a  lot  like  Japan's — derivative,  pre- 
dictable, supine. 

Fortunately,  there  are  plenty  of  once- 
burned  folks  like  Raymond  Ferguson  and 
William  (Ed)  Moody  who  never  seem  to 
give  up.  Hoping  for  a  larger  slice  of  the 
tough  $3-billion-a-year  sunglasses  busi- 
ness, the  chief  executive  and  vice  president 
of  Costa  Del  Mar  put  their  high-end 
shades  in  the  Totes  retail  chain  three  years 


ago.  While  the  rain-and-shine  matchup 
seemed  to  make  some  sense,  Costa  badly 
shortchanged  marketing  and  sales  support, 
investing  just  $433,000,  about  8%  of  rev- 
enues— not  enough  for  an  ad  campaign  or 
even  floor  displays.  Its  27  salespeople 
couldn't  keep  up  with  Totes'  120  stores  na- 
tionwide. "Our  brand  had  a  very  generic 
feel,"  says  Moody.  Result:  Costa  was 
yanked  out  of  Totes  the  next  year  for  slug- 
gish sales. 

Where  could  the  then-$5.5-million 
(sales)  outfit  go?  Launched  18  years  ago  in 


Ormond  Beach,  Fla.  by  Ferguson,  a  ( 
time  owner  of  car  dealerships,  Costa 
geted  sport  fishermen  for  its  $80-a- 
sunglasses  and  made  them  a  hit  in  h 
dreds  of  specialty  retailers  in  the  Sout 

The  obvious  answer  was  to  lure  o 
glare-challenged  water-sport  athlet< 
kayakers,  yachtsmen,  sailors,  water-sk 
This  time  Costa  would  do  it  right.  It  up 
its  marketing  budget  to  1 3%  of  sales, 
ing  back  on  ads  in  specialty  consumer  [ 
like  North  American  Fisherman  and  b 
keting  magazines  like  Sail  that  are  mo 
the  mainstream.  It  convinced  Sports 
thority,  Galyan's  and  other  sporting  gc 
chains  to  take  its  glasses  and  integrate  t 
into  other  outdoor  displays. 

Moody  also  doubled  R&D  to  4" 
revenues.  The  innovations  go  well  bey 
new  packaging  and  changing  the  old  1 
erman  logo  to  a  more  stylish,  curving 
Among  the  hottest  new  offerings  is 
Wave  580,  so  named  because  580  m 
meters  is  the  wavelength  of  yellow  ligh 
eight-layer  glass  lenses  filter  out  almo' 
of  the  sun's  ultraviolet  rays  and  som 
the  yellow  light,  the  source  of  glare.  The 
turn,  helps  the  eye  keep  a  constant  h 
instead  of  having  to  home  in  on  an  (il 
over  and  over  (one  cause  of  headaci 
Price  (with  titanium  fi^ames):  $230  to  S 
Thanks  to  such  models,  Costa's  net  ma 
should  jump  fi-om  4.8%  in  2000  to  1 1 
this  year  on  sales  of  $10  milhon. 

But  a  battle  looms  with  much  la 
players.  Polarizing  technology  is  becon 
the  standard  in  sunglasses,  and  every 
from  Oaldey  to  Maui  Jim  and  Killer  L 
offers  it.  Even  fashion-oriented  compa 
like  Calvin  Klein  rely  on  polarized  le 
as  the  nonathletic  crowd  demands  be 
quality  sun-shielding  for  shopping 
picnicking. 

Then  there's  the  fight  for  space, 
ever-expanding  Oakley  is  always  lool 
for  new  outlets.  It's  in  the  same  large 
tailers  as  Costa. 

How  to  stay  out  of  Oakley's  way?  C 
entirely  avoid  it,  particularly  if  Costa 
pands  its  hnes  to  landlubbers  Uke  mc 
taineers,  skiers  and  hikers,  among  wl 
Oakley  is  already  popular.  Time  for  Mc 
and  Ferguson  to  solidify  the  gains  \ 
their  new  retailers — then  think  abo 
new  Hail  Mary  strategy. 
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MONEY 


BETWEEN  1971  AND  1983  R. 
Brinkley  (Brink)  Smithers,  a  re- 
covering alcoholic,  gave  $10  mil- 
lion to  establish  an  alcoholic 
treatment  center  at  St.  Luke's- 
Roosevelt  Hospital  in  Manhattan.  Smithers 
wanted  the  rehab  program  run  in  a  sepa- 
rate facility  and  personally  selected  a  grand 
$1  million  mansion  to  house  it. 

But  just  a  year  after  Smithers'  death  in 
1994,  St.  Luke's  decided  to  sell  off  the 
mansion  and  move  the  center  to  a  hospi- 
tal ward.  Smithers'  widow,  Adele  Smithers- 
Fornaci,  went  to  court  to  block  the  sale.  A 
lower  court  turned  her  down,  but  last 
April  an  appeals  court  froze  the  $16  mil- 
lion St.  Luke's  got  from  selling  the  man- 
sion and  ruled  that  as  a  representative  of 
his  estate  she  could  carry  on  the  suit  to 
protect  Smithers'  charitable  intent.  The 
decision  was  a  win  for  donors;  tradition- 
ally, only  a  state  attorney  general  has  had 
the  right  to  take  on  a  charity  in  such  a  case. 

Amid  year-end  estate  and  tax  plan- 
ning, there  are  two  lessons  here:  Your  es- 
tate may  have  legal  recourse  if  a  charity 
misuses  your  gift.  And  it's  best  to  protect 
your  legacy  when  first  making  the  gift. 

Henry  Ford  II  famously  resigned 
from  the  board  of  the  Ford  Foundation  in 
1976,  declaring  that  with  its  support  of 
leftist  causes  the  foundation  had  drifted 
far  from  the  intentions  of  his  grandfather, 
whose  fortune  funded  the  charity.  Benev- 
olence doesn't  have  to  end  badly.  Here's 
how  to  protect  your  charitable  intent. 

•  Put  it  in  Writing 

Charities  prefer  (and  need)  unrestricted 
funds,  but  they  rarely  turn  down  other 


Watchful  widow:  Adele 
Smithers-Fornaci  sued 
the  hospital  that  sold 
a  mansion  donated  by 
her  husband. 


Charitable 
Strings 


You  can  rule  a  charity  from  your  grave- 
up  to  a  point.  Here  are  some  techniques. 

BY  ASHLEA  EBELING  AND  MATTHEW  SWIBEL 
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:s.  So  if  you  feel  strongly  about  a  specific 
)ject — say  a  hospital's  pediatric  AIDS 
rd — first  find  out  if  there  is  a  separate 
iicated  fund  and  write  a  check  to  that 
id  (see  box). 

Simply  putting  a  note  on  your 
!ck — "For  pediatric  AIDS  ward" — won't 
id  the  charity  if  there's  no  separate 
id.  But  you  can  draft  a  letter  explaining 

gift's  purpose  and  asking  for  a  receipt 
;nowledging  your  restrictions.  If  the 
irity  provides  that  receipt,  it's  legally 
ding.  If  the  charity  balks  at  providing  it, 
somewhere  else  with  your  next  gift. 

For  gifts  of  $10,000  and  up,  most  char- 
s  are  willing  to  enter  into  a  more  de- 
ed written  agreement  with  you  speci- 
ig  what's  expected  ft-om  both  parties. 
:ircumstances  change,  thwarting  the 
ted  goals  of  your  planned  gift,  don't  be 
aid  to  pull  out,  says  Jay  Steenhuysen, 
id  of  philanthropy  services  at  financial 
/isory  firm  MyCFO.  For  example, 
CFO  founder  James  Clark  is  withhold- 

the  last  $60  million  of  the  $150  mil- 
1  he  promised  to  Stanford  because  gov- 
iment  restrictions  may  interfere  with 

■  stem-cell  research  that  his  gift  was 
ant,  in  part,  to  fund. 

*lan  for  Contingencies 

len  providing  for  a  donation  in  your 
1,  spell  out  a  backup  plan  in  case  the 
irity  has  gone  out  of  business  or  no 
ger  does  the  same  work  when  you  die. 
adalupe  Chavez  left  her  $100,000  Or- 
je  County,  Calif  house  to  the  orphan- 
'  at  the  Sisters  of  Charity  Immaculate 
art  Church  in  Tijuana,  Mexico.  But  by 
time  she  died  last  year,  the  orphanage 
i  closed.  The  executor  found  a  church- 
ited  orphanage  in  Ghana  she  thought 

■  friend  Chavez  would  have  liked  as  an 
;rnate,  but  a  probate  judge  balked  at  its 
n-Mexican  site.  He  relented  in  April, 
;r  the  executor  convinced  him  that  it 
5  poor  orphans  Chavez  cared  about,  not 
ir  nationality. 

Chavez's  will  should  have  stated  what 
)uld  happen  if  the  orphanage  wasn't 
1  around,  says  Rancho  Santa  Margarita, 
lif  lawyer  Stephen  Nill,  who  represented 

■  executor.  Name  a  backup  charity  (a 
mtingent  beneficiary"  in  legal  lingo)  or 


list  a  backup  purpose  at  your  first-choice 
charity — e.g.,  if  the  school  ends  girls'  gym- 
nastics, give  to  other  girls'  sports. 

Another  approach:  Give  your  executor 
explicit  power  to  choose  a  different  charity. 
Or  write  (and  if  you  are  paranoid,  video- 
tape) a  mission  statement  that  identifies 
the  gift's  geographic  scope  and  intent. 

This  isn't  just  an  issue  for  posthumous 
gifts.  Say  you're  endowing  a  fund  at  your 
alma  mater  for  nursing  school  scholar- 
ships. What  if  the  university  closes  its 
nursing  school?  Would  you  rather  have  the 
fund  used  for  medical  school  scholarships 
or  transferred  to  another  university's  nurs- 
ing program?  Spell  out  your  intentions. 

•Use  a  Donor- Advised  Fund 

If  you  care  more  about  a  specific  issue — 
say,  child  welfare — than  a  specific  charity, 
and  if  you  have  someone  you  trust  to  pro- 
tect your  charitable  legacy,  consider  fun- 
neling  your  charity  through  a  donor-ad- 
vised fund.  You  can  make  a  contribution 
to  one  of  these  funds  (offered  by  commu- 
nity foundations  and  by  affiliates  of  fi- 
nancial services  companies  such  as  Schwab 
and  T.  Rowe  Price),  claim  your  charitable 
deduction  now  and  dole  out  grants  slowly, 
as  you  see  how  the  charities  perform.  Most 
funds  let  you  name  a  successor  to  recom- 
mend which  charities  get  the  money  after 
you're  gone.  The  Vanguard  Charitable  En- 
dowment Program  even  lets  you  spUt  your 
account  upon  your  death  so  each  of  your 

DONOR  BEWARE  


children  can  advise  a  separate  fund. 

•  Name  Watchdogs 

If  you're  setting  up  a  charitable  trust  or 
making  a  gift  in  your  will,  name 
cotrustees  or  coexecutors  as  a  check  on 
one  another.  Pick  a  best  friend  or  close 
relative  (you  don't  have  to  pay  them). 
They  can  monitor  your  intent — and 
threaten  litigation,  if  necessary. 

In  the  case  of  a  family  foundation, 
organize  it  as  a  member  corporation, 
says  Chicago  estate  lawyer  Paul  Rhoads. 
You  name  a  trustee — say,  your  loyal 
son — as  the  sole  member  of  the  not-for- 
profit  corporation.  He  can  replace  the 
foundation's  directors  if  they  stray  from 
your  wishes — something  Henry  Ford  II 
couldn't  do.  Otherwise  a  self-perpetuat- 
ing board  could  put  directors'  own  pet 
projects  ahead  of  yours. 

•  Pick  the  Right  State 

State  attorney  general  offices  are  responsi- 
ble for  monitoring  charities,  but  their  ded- 
ication to  this  task,  and  the  laws  they  have 
to  work  with,  vary  greatly.  You  don't  have  to 
set  up  your  foundation  in  your  home  state. 
New  York  and  Pennsylvania  are  good  at 
keeping  a  rein  on  charities,  says  New  York 
lawyer  Seth  Perlman.  But  in  Delaware, 
Idaho  and  Wyoming  the  attorney  general 
has  no  authority,  absent  fraud,  to  demand 
an  accounting  from  a  private  charity.  That 
makes  oversight  more  difficult.  F 


What's  in  a  Name? 

If  a  charity  solicits  money  for  a  specific  fund,  it's  legally  obligated  to  use  it  for 
that  fund.  The  problem,  as  the  American  National  Red  Cross  and  its  donors 
recently  discovered,  is  that  there  can  be  a  big  gap  between  the  charity's  and 
the  donors'  understanding  of  a  fund's  purpose. 

After  Sept.  II  the  Red  Cross  quickly  raised  $543  million  for  its  "Liberty 
Disaster"  fund,  promoting  it  as  a  way  to  help  victims,  workers  and  their  families. 
But  when  the  Red  Cross  disclosed  plans  to  use  more  than  $200  million  of  the 
kitty  for  overhead  and  for  other  projects,  such  as  a  $50  million  blood  reserve 
program,  some  donors  were  outraged.  They  had  expected  all  their  money  to  go 
directly  to  terrorist-attack  relief 

Under  pressure  from  Congress,  the  Red  Cross  first  offered  refunds  to 
donors,  and  then  agreed  not  to  use  the  money  for  anything  but  Sept.  II  relief. 
Still,  $49  million  will  be  used  on  overhead.  —A.E. 
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Earnings  Alert 

Ever  wonder  how  good  the  analysts  are  at  estimates?  Ask  the  graders  at  StarMine. 


BY  DANIEL  KRUGER 

THE  QUARTERLY  EARNIN(  ,^ 
consensus,  as  delivered 
Thomson  Financial/Firsi 
Call,  is  a  powerful  num- 
ber.  First  Call  lumps 
together  analysts'  forecasts  for 
upcoming  quarters  and  averages 
them.  If  a  company  "misses  its  num- 
ber," as  the  portentous  phrase  goes, 
the  market  delivers  medieval  pun- 
ishment. If  it  beats  the  number,  Wall 
Street  gives  it  a  hero's  welcome. 

But  the  First  Call  consensus  has 
limitations.  Wliile  analysts  are  justi- 
fiably knocked  for  sticking  together 
like  magpies,  the  range  of  estimates 
can  be  quite  wide.  The  latter  is  espe- 
cially true  now  that  companies  are 
forbidden  to  whisper  hints  in  ana- 
lysts' ears  without  disclosing  the 
information  to  the  public.  Either 
way,  taking  an  average  of  a  group- 
think  cluster  or  of  a  wild  array  of 
calls  creates  an  artificial  consensus 
number  that  often  can  be  plain 
wrong.  Of  the  4,695  companies 
reporting  in  the  third  quarter,  the 
First  Call  consensus  was  off  by  1  cent  or 
more  on  1,559  of  them. 

"[The  consensus  isj  the  busy 
investor's  equivalent  of  CliffsNotes,  and 
that's  being  unfair  to  CliffsNotes,"  says 
Fredric  E.  Russell,  an  Oklahoma  City 
money  manager.  Given  how  a  stock  can 
gyrate  after  an  earnings  surprise,  having 
an  inkling  that  one  is  upcoming  can  be 
profitable  for  investors  willing  to  take  a 
flier  {see  box). 

Enter  StarMine,  a  two-year-old  Web 
site  that  offers  its  own  rival  consensus 
that  you  can  use  to  flag  upcoming  sur- 
prises: The  number  indicates  a  surprise  if 
it  differs  from  First  Call's.  Of  237 
StarMine  earnings-surprise  predictions 
published  in  FORBES  since  September 
2000,  the  site  has  correctly  picked 


whether  a  given  company  would  exceed 
or  miss  the  consensus  183  times.  You  can 
use  the  service  for  free  by  logging  on  to 
vsrww.starmine.com.  (First  Call  also  is 
available  through  a  free  Web  site.) 

How  does  StarMine  arrive  at  its 
prognostications?  By  assessing  the  ana- 
lysts who  generate  the  First  Call  num- 
bers. StarMine  evaluates  their  forecasting 
skills  by  looking  at  the  numbers  collected 
since  1983  by  First  Call  and  by  IBES  (now 
swallowed  by  First  Call).  It  ranks  3,650 
analysts,  awarding  them  one  to  five  stars. 
Then  it  gives  extra  weighting  to  the  four- 
and  five-star  analysts  and  arrives  at  its 
own  estimate.  To  get  five  stars  an  analyst 
has  to  be  closest  to  the  mark  and  faster  to 
get  there  than  90%  of  his  peers. 

In  ranking  analysts,  San  Francisco- 


based  StarMine  echoes  publications 
Institutional  Investor,  as  well  as  the  V 
outfit  Bulldog  Research  (FORBES,  Oct. 
2000).  Bulldog,  dependent  on 
growled  its  last  in  May,  another  victin 
the  dot-com  wipeout.  While  StarM 
isn't  profitable,  it  at  least  has  a  ste; 
source  of  income — selling  an  enhan^ 
version  of  its  service  to  big  investors  si 
as  American  Century.  Annual  fees  rai 
ft-om  $16,000  to  $150,000,  depending 
the  level  of  data  required  about  analy 
records. 

Like  Bulldog,  StarMine  seeks  not 
offend  too  much:  You  won't  find 
mention  of  clumsy  analysts  on  the  f 
site;  only  the  paying  customers  can 
that.  And  StarMine  obligingly  does 
track  analysts  fi"om  Goldman  Sachs,  i 
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Lynch  or  Morgan  Stanley  on  its  free 
They  deign  to  be  carried  only  on  the 
icriber  version. 

To  StarMine,  the  prized  analysts  are 
>e  willing  to  make  bold  calls  that  sig- 
things  are  worse  than  everyone's  ex- 
tations.  Like  Douglas  Lee,  a  five-star 
1^   analyst  for  Banc  of  America  Se- 
curities who  began  Micron 
Technology's  fiscal  fourth-quar- 
ter (June  through  August)  call- 
ing for  a  30-cent  loss,  when  the 
First  Call  number  was  -19.  Lee's 
call  pulled  the  StarMine  esti- 
mate down  to  -26.  By  August 
Lee  had  lowered  his  forecast  to 
-40,  dragging  StarMine's  to  -29; 
First  Call  had  dropped  just  a 
\   penny,  to  -20.  The  company 
ended  up  reporting  -96. 

StarMine  founder  Joseph 
Gatto  came  up  with  the  idea  for 
the  service  as  a  frustrated  in- 
vestor. In  1995  he  had  a  yen  to 
buy  shares  of  Dell  Computer 
but  was  dismayed  by  the  wide 

I range  of  IBES  numbers.  Then  the 
owner  of  a  consulting  firm  that 
assessed  corporate  research  and 
development  plans,  Gatto  asked 
an  IBES  salesman  how  to  find 
who  the  good  analysts  were. 
The  guy  said:  "Well,  you  kind  of 
just  know." 
Because  a  big  part  of  Star- 
Mine's  cachet  is  showing  up  First 
I,  you'd  think  there  would  be  ill  will 
veen  them.  Not  so.  Reason:  The  two 
e  a  business  relationship.  StarMine 
es  as  a  First  Call  distributor,  meaning 
:11s  that  service  along  with  itself  and 
■es  the  First  Call  subscription  revenue, 
n  though  StarMine's  consensus  is 
Jicitly  critical  of  his  service.  First  Call 
arch  director  Charles  Hill  says  the  two 
rings  are  "complementary." 
He  can  afford  to  look  the  other  way. 
t  Call's  parent,  Thomson  Financial, 
400  times  more  revenue  than 
Mine,  and  First  Call's  paying  service 
rs  a  vast  amount  of  analysts'  research 
:lients,  which  StarMine  doesn't  do. 
ides,  says  Hill,  the  First  Call  estimate 
till  "what  the  market  as  a  whole  is 
ing  off  of."  He's  not  wrong.  F 


WHEN  THE  CONSENSUS  ERRS  

A  Penny  Can  Mean  a  Lot 

Wouldn't  you  like  to  know  when  a  positive— or  negative— earnings  surprise  is  going 
to  happen?  While  no  one  can  predict  the  future,  StarMine  has  a  fairly  decent  track 
record  of  signaling  when  the  First  Call  analysts'  consensus  on  upcoming  quarterly 
earnings  is  off-base.  Based  on  these  signals,  you  can  buy  or  short  stocks  to  take  ad- 
vantage of  market  reaction  to  unexpected  bombshells  (see  table). 

That's  not  to  say  that  StarMine  predicts  earnings  per  share  with  dead-on  accu- 
racy. But  if  StarMine's  augury— which  it  calls  SmartEstimate— is  higher  or  lower  than 
First  Call's,  it's  a  good  signal  of  a  positive  or  negative  surprise.  StarMine  calculates  its 
variations  from  the  consensus  by  giving  extra  weight  to  the  most  recent  forecasts 
and  the  most  prescient  analysts. 

For  example,  last  summer  FORBES  (June  II,  2001)  reported  that  Handspring,  the 
maker  of  personal  digital  assistants,  had  a  consensus  estimate  of  -8  cents  for  its 
fourth  quarter,  but  a  StarMine  estimate  of  -9  cents.  The  StarMine  number  was  a 
mere  penny  lower  than  the  Street's  forecast,  but  it  was  an  indication  that  the  company 
might  do  worse  than  anticipated.  Sure  enough,  on  July  18  Handspring  announced  a 
quarterly  loss  of  60  cents.  The  stock  fell  80%  after  our  June  story,  recovering  later 

Last  summer  StarMine  also  put  out  the  right  signal  on  oil  and  gas  driller  Global  Ma- 
rine (now  merged  with  Santa  Fe  International),  which  had  a  second-quarter  First  Call 
prediction  of  34  cents  but  a  SmartEstimate  of  35  cents.  On  July  17  Global  Marine  re- 
ported a  profit  of  46  cents. 

On  General  Motors,  the  17  analysts  reporting  to  Thomson  Financial/First  Call  av- 
erage a  fourth-quarter  prediction  of  50  cents  a  share.  GM's  SmartEstimate:  51  cents. 
One  GM  bull  is  Steven  Girsky  of  Morgan  Stanley,  who  has  a  five-star  (highest)  rating 
from  StarMine  for  his  previous  predictions.  Girsky  thinks  GM  will  make  75  cents. 

StarMine  expects  a  disappointment  from  J. P.  Morgan  Chase,  the  recently  merged 
banking  and  investment  behemoth.  This  has  a  SmartEstimate  of  44  cents,  2  cents 
below  The  Street  forecast.  Among  the  industry  groups  that  StarMine  thinks  could 
end  up  disappointing  investors  in  the  near  future  are  oil  and  natural  gas,  semicon- 
ductors and  steel.  One  example:  Ocean  Energy,  the  Houston-based  oil  and  gas  pro- 
duction and  exploration  company,  has  a  fourth-quarter  consensus  estimate  from  24 
analysts  of  15  cents  a  share,  but  a  StarMine  forecast  of  only  13  cents. 

For  a  larger  list  of  companies  where  StarMine  estimates  differ  from  the  consen- 
sus, see  forbes.com/starmine.  —John  J.  Ray 

They  See  It  Coming  


if  StarMine's  estimate  exceeds  First  Call's,  expect  a  positive  surprise.  And  vice  versa. 
,  MICE  


change  from 

CUBRENIJMJARIER ISIIMAIJL 

Report 

Company 

recent 

SZ-wk  high  i 

First  Call 

StarMine 

difference 

date  '02 

Positive  Surprises 

Beazer  Homes 

$71.76 

-10% 

$2.00 

$2.02 

0.02 

Jan.  23 

General  Motors 

50.34 

-26 

0.50 

0.51 

0.01 

Jan.  16 

Goodrich 

22.91 

-49 

0.62 

0.63 

0.01 

Jan.  29 

Time  Warner  Telecom 

18.10 

-77 

-0.32 

-0.28 

0.04 

Feb.  7 

Negative  Surprises 

Ferro 

25.06 

-3 

0.21 

0.20 

-0.01 

Jan.  21 

J.P.  Morgan  Chase 

38.68 

-33 

0.46 

0.44 

-0.02 

Jan.  21 

Ocean  Energy 

18.12 

-17 

0.15 

0.13 

-0.02 

Jan.  21 

SAP 

32.64 

-34 

0.22 

0.21 

-0.01 

Jan.  19 

Sunoco 

3712 

-13 

0.59 

0.57 

-0.02 

Jan.  23 

Viacom 

41.20 

-31 

-0.03 

-0.04 

-0.01 

Feb.  14 

Sources:  StarMine:  Thomson  Financial/  First  Call  via  FactSet  Research  Systems. 

F    O    R    R    F.   S   .    hiniuirv  7  7(1(17  147 


MONEY  &  INVESTING  I  STRATEGIES, 


A  Different  Spin 

Some  companies  are  buying  back  shares  of  publicly  traded 
subsidiaries  on  the  cheap.  Get  there  before  they  do. 


BY  BRETT  NELSON 


Ti 


jELECOM  GEAR  MAKER  MRV 
Communications  sold  shares  in 
its  fiber-optic  unit,  Luminent, 
when  fiber  was  humming.  In  November 
2000  it  raised  $144  million  for  Luminent 
by  selling  an  8%  stake  in  the  subsidiary  at 
$12  a  share.  Fiber  is  out  of  style  on  Wall 
Street  now  and  Luminent  trades  at  $2.10. 
So  MRV  is  buying  in  the  minority  stake, 
offering  0.43  of  its  shares  for  each  Lumi- 
nent share.  Once  MRV  owns  all  of  Lumi- 
nent, it  will  get  its  hands  on  the  sub- 
sidiary's $94  million  in  cash. 

That's  a  great  trade  for  the  parent, 
says  Joseph  Cornell,  who  publishes 
Spin-Off  Research  from  Chicago:  Sell 
high,  buy  low.  But  it  can  be  a  great  deal 
for  investors,  too,  if  they  get  in  on  the 
discounted  sub  before  the  parent  makes 
an  offer. 

When  Nasdaq  was  hot,  lots  of  compa- 
nies offered  minority  stakes  in  sub- 
sidiaries to  the  public.  Sometimes  it  was 
just  a  way  of  raising  a  bit  of  cash  without 
losing  control  of  the  unit.  Often  the  move 
was  intended  to  glamorize  the  parent  and 
improve  its  own  share  price. 

Deals  are  being  reversed  now.  If  you 
can  anticipate  them,  you  can  often  make  a 
tidy  profit.  MRV's  offer  was  at  a  mere  5% 
premium,  figured  from  the  preannounce- 
ment  prices  of  MRV  and  Lumi- 
nent. (The  announcement  was 
made  Sept.  13,  during  the  post- 
terror  market  closing  and  two 
days  after  MRV's  chief  financial 
officer,  Edmund  Glazer,  was  killed 
on  one  of  the  hijacked  planes.) 

Other  parents  are  more  gen- 
erous: In  October  Tyco  said  it 
would  pay  a  52%  premium  for 
the  11%  stake  in  its  undersea 
cable  unit,  Tycom,  that  had  been 
sold  to  the  public.  A  week  later 
Toronto-Dominion  Bank  offered 
to  buy  back  the  remaining  12% 


of  its  online  broker  TD  Waterhouseat  a 
45%  premium.  In  November  Kansas 
City's  Utilicorp  said  it  would  pay  a  15% 
premium  to  reclaim  the  20%  of  its  trad- 
ing arm,  Aquila,  which  it  had  sold  only 
seven  months  prior. 

To  make  decent  money  from  these 
buy-ins  you  have  to  get  the  subsidiary's 
shares  before  any  announcement.  After 
the  buy-in  plan  is  public.  Wall  Street 
doesn't  leave  much  money  on  the  table. 

Strictiy  speaking,  a  spinoff  is  the  gratis 
distribution  of  all  the  shares  in  a  sub- 
sidiary to  shareholders  of  the  parent. 
Speaking  loosely,  investors  use  the  term  to 
describe  public  offerings  (for  cash)  of  the 
sub's  shares,  and  they  call  the  reverse 
transaction  a  spin-in.  CorneU  sees  a  host 


of  potential  spin-ins  on  the  horizon 
investors  can  make  money  on. 

Since  most  spin-ins  are  paid  for 
the  parent's  stock,  it's  a  good  idea  to  < 
shares  in  the  parent  at  the  same  time 
buy  shares  in  the  sub.  That  way  yoi 
just  betting  on  a  narrowing  of  the  sp 
between  the  parent  and  the  sub;  yoi: 
then  be  indifferent  to  fluctuations  it 
parent's  share  price. 

One  of  Cornell's  buy  recomme 
tions  is  on  the  Orient  Express  subsic 
of  Bermuda-based  cargo  concern 
Containers.  Orient  owns  two  dozen 
ury  hotels  across  the  globe  and  run;- 
ries  in  the  English  Channel  and  h 
speed  trains  from  London  to  Scotlan 
August  2000  Sea  Containers  floated 
of  Orient  at  $19  a  share.  With  the  coll 
in  travel  after  Sept.  1 1  it's  no  surprise 
the  hotel  shares  are  now  at  $15.  But 
are  worth  more.  Cornell  figures  th 
Orient  were  liquidated,  it  would  b 
$22  a  share. 

Cornell  looks  for  publicly  traded 
sidiaries  that  are  trading  at  fat  disco 
to  their  offering  prices  and  have 
cernible  value,  in  cash,  sharehok 
equity  or  growth  potential. 

Another  stock  he  likes  is  Ultic 
which  sells  switching  software  to  E: 
son,  Siemens  and  Comverse  Technol 
Comverse  owns  75%  of  Ulticom,  whi 
carved  out  in  April  2000.  The  Ulti. 
shares  are  off  23%  from  their  initial  o 
ing  price,  to  a  recent  $10.  Cornell  sp 
lates  that  Comverse  might  pay  $14 
Ulticom  share  in  cash  or  Comverse  s 
to  get  the  minority  25%  stake  back  ui 
its  own  roof 


SweeLReunioji 


Here  are  some  publicly  traded  subsidiaries  that  might  be  worth  a  nice  premium  to  the  paren 
which  wants  to  reclaim  the  shares  it  sold,  says  Spin-Off  Advisors.  Look  for  a  sub,  ideally  ont 
with  lots  of  cash  on  hand,  trading  at  a  discount  to  its  original  price— or  one  with  prized  asse 


Date  of 

SUB  PRICE 

Reason 

Subsidiary/parent 

public  offering 

recent 

original 

to  buy 

Barnesandnoble.com/Barnes  &  Noble 

5/99 

$1.50 

$18.00 

Net  cash:  $125 1 

Nextel  Partners/Nextel 

2/00 

9.90 

20.00 

Spectrum  licens 

Orient  Express  Hotels/Sea  Containers 

8/00 

15.00 

19.00 

Unique  hotels 

Tibco  Software/Reuters 

3/00^ 

13.90 

106.002 

Net  cash:  $641 1 

Ulticom/Comverse  Technology 

10/00^ 

10.30 

50.00^ 

Net  cash:  $209  1 

'Cash  and  marketable  securities  less  short-  and  long-term  debt.  ^Follow-on  offering;  initial  public  offering,  7/99  at  $15.  'Follow-on 
offering;  initial  public  offering,  4/00  at  $13.  Sources:  Spin-Off  Advisors:  company  filings:  Bloomberg  Financial  l\^arkets. 
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I'aggld  and  numbere 
Jus'i  ijKi; 

ENDANGERED  SPECIES. 


*•  '  Each  individuiiliv  numbered  bottle 
contains  a  rare  blend  of  a  select  group 
of  our  finest  whiskies.  /\nd  with  every 
sip,  it  becomes  that  niiu  h  rarer. 


Chn.as  Regal  18  W!^ 


Di  iuli  i  cspon.si 

IJlllKI  (:hiv:ls  UcU.ll  IN  Vc;l 
W  luskv  4<i"«,  .\loohol  !)>■  Voliimo 

luiport  Co..  New  VorU.  N\'.  «■«• 


Inside  Stories 

The  motives  for  insider  buying  aren't  always  clear,  but  it 
a  good  sign  that  people  like  the  company  they  work  for. 


18% 


16 


S&P  500  insider  buys  as  a  percentage  of  insider  sells  (market  valued 


14 


'97 


'98 


'99 


'00  '01 

Source:  Thomson  Financial/Lancer  An 


BY  ANDREW  T.  GILLIES 

OVER  THE  PAST  SIX  MONTHS 
insiders  at  chicken  giant  Tyson  Foods 
have  purchased  37,000  shares  of  their 
company,  versus  insider  sales  of  3,500 
shares.  John  McMillin,  Prudential  Securi- 
ties equity  analyst,  thinks  the  net  buying  re- 
flects positively  on  Tyson's  plans  to  acquire 
beef  processor  IBP.  "Insiders  clearly  think 
the  bet  on  IBP  is  a  good  one,"  he  opines. 

Wall  Street  hasn't  shared  in  that  opti- 
mism. At  a  recent  $1 1  Tyson's  stock  is  not 
much  above  book  value  and  is  well  off  a 
five-year  peak  of  $26. 

But  consider  this  possibility — Tyson 
insiders  know  a  cheap  food-processing 
stock  when  they  see  one.  Tyson  goes  for 
1 1  times  the  consensus  forecast  for  earn- 
ings over  the  coming  12  months,  a  con- 
siderable discount  to  its  five-year  average 


P/E  of  15.  The  stock  is  also  at  histori 
low  multiples  of  book  value  and  sale 

Tyson  earned  only  40  cents  a  shat 
the  fiscal  year  ended  September.  But ' 
othy  Drake,  analyst  with  Banc 
Investment  Advisors  (whose  One  G 
Mid  Cap  Value  Fund  holds  1.4  mi 
Tyson  shares),  predicts  that  poultry  p 
will  rise,  helping  to  push  Tyson's  earr 
to  $1  per  share  in  fiscal  2002. 

The  table  below  lists  five  compa 
in  which  insider  buyers  have  outn 
bered  sellers  by  a  wide  margin  ovei 
past  six  months.  The  companies 
market  values  topping  $1  billion  anc 
trading  at  a  discount  to  their  histo 
(five-year)  multiples  of  book,  sales 
cash  flow  (in  the  sense  of  net  inci 
plus  depreciation).  For  an  expanded 
visit  www.forbes.com/insiders. 


l;ffnfi^imiimi.'i[.i.[4ii.].iiiijii.i> 

Not  only  do  these  shares  look  cheap  by  fundamental  measures,  but  company 
executives  have  been  buying  their  firms'  stock. 


PRICE 

P/E 

PRICE/SALES 

Net  insi 

Company 

recent 

cliange  from 
52-wk  high 

(next  12 
mos)  est 

current 

5-yr 
average 

purclia. 
(ttiou  sha 

Apache 

$46.75 

-37% 

'le""'""" 

2.0 

3.2 

'  "  11 

Goodrich 

23.56 

-47 

9 

0.6 

0.9 

227 

Popular 

27.78 

-24 

12 

1.8 

2.1 

62 

Tyson  Foods 

11.38 

-20 

11 

0.2 

0.6 

34 

Wachovia 

31.45 

-14 

12 

2.1 

2.7 

19 

Prices  as  of  Dec.  12.  'Latest  six  months.  Sources:  Market  Guide,  FT  Interactive  Data  andThomson  Financial/IBES  via 
FactSet  Research  Systems. 
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streetwalker 


Iwiss  Miss 


K  RECESSION  EVERYONE  LOVES  A  FOOD  COMPANY.  PRESUM- 
y,  since  people  have  to  eat,  its  profits  will  remain  aloft.  That's 
t  reason  the  $50  billion  (revenues)  Nestle  S.A.,  headquartered 
/evey,  has  been  holding  up  pretty  well  in  a 
ik  Swiss  stock  market.  Yes,  pets  have  to  eat, 
I,  so  Nestle's  recent  expenditure  of  $10.3 
ion  to  get  dog-chow  maker  Ralston  Purina 
5  well  received. 

But  Wall  Street's  love  for  food  may  have 
le  a  little  too  far  in  this  case.  Nesde's  ADRs 
[■C:  NSRGY),  representing  0.25  Swiss  shares, 
de  over-the-counter  at  $51,  or  21  times  the 
43  in  earnings  for  the  12  months  ended 
i  June.  You  can  subtract  a  big  asset,  a  $  1 3 
ion  stake  in  cosmetics  producer  L'Oreal 
:d  a  few  cents  a  share  of  related  income), 
:  even  so  you  have  a  $43  stock  at  19  times  trailing  earnings. 
3t's  a  fairly  rich  price  for  a  company  whose  13%  annual  EPS 
iwth  over  the  past  four  years,  propelled  by  new  boss  Peter 
ibeck's  turnaround  efforts,  likely  will  slow  now  that  many  of 

easy  fixes  have  been  made. 

Although  there  must  be  underperforming  brands  in  Nestle's 
igepodge  of  8,000  products  (disclosure  is  so  sparse,  no  one 
1  tell),  Brabeck  has  made  only  one  modest  disposal  in  his  four 


years  on  the  job.  In  the  U.S.,  he  would  probably  have  the  ever- 
present  threat  of  a  hostile  takeover  to  keep  him  from  executive 
hubris.  Not  so  in  Switzerland.  Under  the  company's  bylaws,  a 
hostile  acquirer  is  limited  to  a  3%  vote  no  matter  how  many  vot- 
ing shares  it  buys. 


Nestle  stock  has  been  appetizing  ever  since  Peter  Brabeck  assumed  leadership 
of  the  food  titan  in  1997.  He  has  made  most  of  the  easy  fixes.  Now  what? 
$60 


Source:  FT  Interactive  Data  via 
FactSet  Research  Systems. 


■97 


'98 


■99 


'00 


■01 


One  hazard:  Nestle's  wholly  owned  hidden  asset,  $2.6  billion 
(revenues)  Texas  eye-care  specialist  Alcon.  Another  Swiss  com- 
pany, Sulzer  Medica,  and  its  subsidiary  Sulzer  Orthopedics 
recently  got  socked  with  1,900  product-liability  lawsuits  in  the 
U.S.  So  Nestle  is  not  insulated  from  the  risk  of  the  litigiousness 
besetting  the  U.S.  health  care  industry. 

Don't  expect  Nestle  to  keep  showing  its  steady  price  appreci- 
ation since  Brabeck's  arrival.  Short  it.  — Richard  C.  Morals 


/here  the  Beef  Is 

IILE  MCDONALD'S  AND  BURGER  KING 
It  over  who  can  offer  the  most  burger- 
i-fries  for  your  five  bucks,  the  real 
ue  is  hidden  in  rival  Wendy's,  which 
n't  joined  the  price  war. 

Unlike  its  rivals,  Wendy's  (NYSE:  WEN) 

seen  no  slump  in  monthly  compara- 
-store  sales  at  any  time  in  the  last  five 
rs.  And  Wendy's,  the  third-largest  burger 
in,  beats  aU  others  with  its  3.6%  growth 
;  in  comp  sales  throughout  the  1990s, 
ly  such  steady  performance?  The  every- 
'-low-price  menu  and  premium-sand- 
:h  line  have  remained  constant,  while 

competition  confuses  customers  with 
;-time  promotions,  says  Mitchell 
;iser,  Lehman  Brothers  analyst.  Also, 
ndy's  has  the  speediest  drive-through 
le  in  the  industry,  134  seconds  per  order. 

At  $29,  Wendy's  trades  at  18  times 
iling  earnings,  in  line  with  McDon- 


ald's. (Burger  King  is  owned  by  British 
booze  giant  Diageo.)  — Victoria  Murphy 

Drug  User 

BIOVAIL  ISN'T  TROUBLED  BY  OTHER 
pharmas'  woes  about  drugs  coming  off- 
patent.  It  specializes  in  providing  con- 
trolled-release  mechanisms  for  drugs. 

Biovail's  (NYSE:  BVF)  controlled- release 
process  gives  it  a  good  way  to  create  drugs 
based  on  molecular  compounds  whose 
patents  have  expired.  These  drugs  will  com- 
pete against  medicines  like  Bristol-Myers 
Squibb's  multidose  BuSpar,  whose  formula 
is  patent-protected,  but  whose  key  molecu- 
lar ingredient  is  not.  Biovail  has  also 
branched  into  nongenerics,  striking  an  al- 
liance with  GlaxoSmithKline.  With  con- 
trolled release,  you  can  take  one  pill  daily 
and  dosage  is  sent  into  your  system  in  a 
steady  release  over  24  hours,  increasing  con- 
venience and  limiting  side  effects  like  nausea. 

Kenneth  Kulju,  an  analyst  at  Credit 


Suisse  First  Boston,  expects  BiovaO's  rev- 
enues to  more  than  double  by  2004.  Bio- 
vaU  at  $50,  is  trading  at  30  times  forward 
earnings.  — Josephine  Lee 

Calling  Out 

CONVERSE  TECHNOLOGY,  WHICH 
makes  voicemail  systeins  and  software  for 
telecommunications  firms,  has  been  ham- 
mered in  that  industry's  slump.  A  recent 
restructuring  announcement  and  a  Com- 
verse  (Nasdaq:  CMVT)  projection  that  rev- 
enue will  drop  13%,  to  $1.1  billion  in  2002 
has  hurt  the  stock.  In  the  past  year  the 
stock  has  fallen  from  $125  to  $19. 

Morgan  Stanley  analyst  David  Raezer 
says  that  makes  Comverse  a  buy.  The  com- 
pany's dominant  position  in  telecom 
voicemail  will  allow  it  to  remain  profitable. 
Big  customers  like  Verizon  and  AT&T 
Wireless  leave  Comverse  well  positioned 
for  telecom's  rebound.  It  trades  at  a  below- 
market  P/E  of  19.  — Brendan  Coffey 
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Pnrtfniin  Strategy  By  Kenneth  L.  Fisher 

Troubling  Questions 


HIGHLY  PROBABLE  FOR  2002:  AN  VV  YEAR  FOR  U.S. 
Stocks  despite  a  down  first  quarter.  I'll  flesh  out 
this  forecast  in  my  Feb.  4  column.  In  the  mean- 
time, stay  defensive.  While  we're  waiting  for  a 
time  when  it's  good  to  get  back  in  the  market,  here 
are  answers  to  questions  I  hear  over  and  over  again  from 
anxious  investors: 

Isn't  the  markef  s  high  P/E  going  to  put  a  lid  on  gains  for  2002? 

No.  The  truth  is  that  the  market's  price/earnings  ratio  is 
useless  for  forecasting.  Fear  of  outsize  P/Es  is  an  example  of  what 
psychologists  call  the  "illusion  of  validity."  That's  the  tendency 
to  accept  data  confirming  what 
our  senses  tell  us  while  ignoring 
comparable  data  that  contradict 
our  perceptions. 

Our  brains  are  set  up  to  fear 
heights,  so  a  market  with  a  high 
P/E — the  S&P  500's  now  is  twice 
the  historical  norm — makes  us 
afraid.  But  there  is  nothing  in 
finance  theory  or  history  indi- 
cating P/E  alone  should  predict 
anything,  and  much  to  indicate 
it  shouldn't.  For  every  historical 
instance  of  a  high-  or  low-P/E 
market  doing  badly  or  well  over 
the  following  one  or  two  years, 
there  is  a  comparable  instance 
of  the  reverse. 

My  buddy  Meir  Statman  of 
Santa  Clara  University  and  I  detailed  all  this  at  length  in  the  fall 
2000  Jounial  of  Portfolio  Management.  But  FORBES  readers  saw  it 
here  years  beforehand.  On  rare  occasions  the  market's  P/E  is 
useful  if  linked  to  shifts  in  interest  rates  or  market  sentiment. 
By  itself,  though,  P/E  says  simply  nothing  about  market  direc- 
tion. Ignore  it.  Ditto  for  other  standard  valuation  measures. 
On  the  optimistic  side,  can  we  expect  the  market  to  do  well  simply 
because  we  are  at  war? 

Maybe.  History  is  mixed  on  this.  If  you  bought  into  the 
Korean  War,  the  investment  paid  off  mightily,  yet  the  same  bet 
on  Vietnam  didn't  do  well.  It  depends  on  the  type  of  war  and 
how  the  conflict  plays  out.  I'm  not  sure  that  lessons  gleaned 
from  past  wars  apply  today. 

Is  this  a  new  era  of  lower  long-term  returns  because  of  terrorism  and 
the  hangover  from  the  tech  mania? 

No.  First,  we're  never  in  a  new  era.  Fundamentally  the  mar- 
ket's basic  functioning  never  changes.  Second,  as  I  said  in  my 
Nov.  1 2  column,  no  right  way  exists  to  make  accurate  long-  \ 
term  forecasts.  You  may  end  up  guessing  right,  but  not  for  I 


The  experts  are 
saying  we  can't  do 
as  well  now  as  in 
the  1990s.  They  ; 
voiced  the  same 
fears  ten  years 
ago  on  the  heels  of 
the  I980s-and 
they  were  wrong.  - 


any  sound  analytical  rea 
You  just  were  fortunate. 
But  isn't  it  obvious  we  can't  ( 
well  now  as  we  did  in  the  I99( 

No.  Folks  said  the  s 
^  '  f  thing  as  the  1990s  started.  F 

1^,  ,,  after  the  booming  1980!- 

*      ■  '    faced  a  war,  recession,  ram 
job  downsizing  and  a  gli. 
overleveraged  companies, 
always  encounter  negative 
looks  after  a  terrific  de< 
ends.  The  1990s  turned  out  pretty  well,  didn't  they?  The  cur 
decade  may  be  great  or  one  to  hate.  No  one  can  foresee  the 
of  stocks  five  to  ten  years  out. 

The  pricing  of  stocks  and  bonds  is  always  a  function  of : 
ply  and  demand.  Short-term  pricing  is  affected  mor< 
demand,  which  bounces  around  freely  as  a  function  of  ten 
rary  psychological  factors  such  as  fads  (tech  in  the  late  19 
and  fears  (reluctance  to  fly,  post-Sept.  1 1 ).  In  the  short  tern- 
supply  of  stocks  and  bonds  is  constricted:  Securities  laws 
vent  anyone  from  pumping  out  fresh  batches  of  paper  at  wl 
In  the  long  term,  however,  supply  is  much  more  powe 
in  pricing  than  demand  is.  Supply  is  very  elastic — mean 
companies  are  happy  to  issue  shares  if  it  means  raising  cl 
capital  relative  to  their  sense  of  their  future  long-term  borr 
ing  costs.  Since  no  one  can  predict  far  into  the  future  tl 
returns  on  capital,  no  one  can  predict  where  supply 
demand  for  equity  shares  will  come  into  balance. 
Isn't  the  risk  of  another  terrorist  attack  enough  to  keep  stocks  do 
What  if  they  nuked  Manhattan? 

The  market  is  a  discounter  of  all  known  information,  m< 
ing  what  you  read  and  hear  commonly  has  been  already 
priced  into  markets.  No  event  in  my  lifetime  has  been  n 
heavily  broadcast  than  the  Sept.  1 1  terrorism.  The  chance 
another  attack  have  been  much  discussed  and  therefore  pr 
into  the  market. 

Clearly,  the  market  has  concluded  that  Osama  bin  L^i 
and  the  Taliban  had  no  nuclear,  nerve  gas  or  biological  cape 
ities.  What  they  had  were  knives,  boxcutters,  gunmen  on  ho 
back  and  some  crude  Afghan  labs  less  sophisticated  than  tl 
in  most  Western  high  schools.  The  total  effect  of  a  few  lucky 
cide  bombers  will  always  be  horrific  but  economically  mii 
cule  in  our  $20  trillion  global  economy. 

It  is  natural  for  bear  markets  to  create  pessimism.  Don' 
this  one  psych  you  out.  A  great  time  for  stocks  is  s< 
approaching. 

□ TJVkfl^OC  I  ^-  fisher  is  a  Woodside,  Calif.-based  money  manager 

^H^^B^i^  I  Find  past  columns  at  www.forbes.com/fisher. 
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Fixed-Income  Watch  By  Richard  Lehmann 

Diamonds  in  the  Rough 


IN  DECEMBER  2000  I  WROTE  A  COLUMN  HERE  HEADLINED 
"Panic  Spells  Opportunity."  My  message  was:  Frightened 
investors  are  dumping  junk  bonds  at  almost  any  price  and 
levelheaded  investors  could  find  big  bargains.  A  pretty  good 
call.  Junk  bonds  took  off  the  next  month,  with  prices 
increasing  steadily  until  March  2001.  However,  the  gains  didn't 
hold.  An  accelerating  rate  of  default  capped  by  the  Sept.  1 1  ter- 
rorism led  to  a  new  wave  of  panic  selling.  Junk  gave  up  most  of 
its  gains.  Issues  rated  CCC,  which  had  appreciated  27%,  now 
stand  only  12%  higher  than  in  December  2000. 

Still,  all  was  not  lost.  These  bonds  rewarded  buyers  with  hefty 
yields,  an  average  29%.  Unless, 
of  course,  you  were  unfortunate 
enough  to  pick  issues  that  de- 
faulted. Happily  my  newsletter 
recommendations  avoided  the 
toxic  stuff.  Combine  the  modest 
price  gains  with  the  towering 
yields  and  my  newsletter's  high- 
yield  portfolio  was  up  28%  in 
mid-December. 

If  you  own  a  mutual  fund 
that  invests  in  high-yield  bonds, 
that  28%  figure  may  surprise 
you:  Junk  funds  as  a  group  aver- 
aged a  2.5%  negative  return  as 
of  mid-December.  In  other 
words,  declines  in  the  prices  of 
the  bonds  exceeded  interest 
income.  This  difference  in  per- 
formance is  partly  explained  by  the  funds'  heavy  commitment 
to  telecom  bonds,  many  of  which  defauhed.  Also,  bond  funds 
are  hampered  by  the  illiquid  nature  of  the  high-yield  market 
when  there  are  the  periodic  flights  to  quality,  as  we  saw  in  the 
past  year.  A  wave  of  redemptions  forces  sales  at  bad  prices. 

So  much  for  history.  What  next  fi-om  high-yield  bonds?  Will 
2002  be  another  frustrating  year  for  them?  I  don't  think  so. 

Almost  certainly  there  will  be  a  steep  decline  in  defaults  in 
2002.  The  2001  bulge  in  defaults  was  predictable.  In  1997-98 
junk  issuance  skyrocketed  to  an  average  of  $148  bOIion  a  year, 
from  $45  billion  in  1995-96.  When  junk  bonds  default,  it's  usu- 
ally about  two  years  after  issuance.  With  that  much  fresh  mer- 
chandise, it  was  inevitable  defaults  would  proliferate,  and  they 
did.  But  in  1999  and  2000  the  rate  of  issuance  dropped  back  to 
an  $83  billion  rate.  That's  why  defaults  should  drop  dramati- 
cally from  10%  now  to  5%  in  2002. 

The  pain  is  not  entirely  over:  The  recession  and  the  terror 
attacks  caused  a  further  spike  in  reported  defaults  in 
November  and  December.  That's  because  companies 


Look  for  defaults 

to  plummet  in 
2002.  Meanwhile, 
there  are  bargains^ 
in  broadcasting, 
paper,  airlines, 
hotels,  cruise 
lines,  insurance 
and  retailing.  : 


and  bankers  hoping  for  an 
nomic  turnaround  dec 
instead  to  cut  their  losses, 
truth  is,  though,  that  mo 
these  companies  were  doo 
anyway.  These  late-2001 
faults  will  help  clear  out 
market  for  a  2002  snapbacl- 
What  to  buy?  I  would 
clear  of  telecoms,  where 
restructuring  is  still  far  I 
over.  No  need  to  walk 
minefield.  There  are  many  safer  opportunities.  Look  for 
gains  in  airlines,  hotels,  cruise  lines,  insurance,  retailing.  T 
were  hard  hit  by  Sept.  1 1  yet  will  recover  fairly  soon.  O 
industries  likely  to  turn  around:  broadcasting  (hurt  by  the 
of  advertising  when  stations  went  to  all-news  formats  du 
the  crisis),  paper,  gambling,  capital  goods. 
Here  are  a  few  specific  issues  I  like: 
Lyondell  Chemical  9.875%  senior  secured  notes  due  M. 
2007,  yield  9.4%  at  a  price  of  $1,018  per  $1,000  of  principal 
a  better  yield  with  slightly  more  risk,  Lyondell  senior  subc 
nated  notes  due  May  1,  2009  yield  1 1.4%  at  a  price  of  $933 
Northwest  Airlines  Corp.  (nwb)  has  a  9.5%  Quibs  (quari 
interest  bonds),  a  bond  equivalent  that  trades  as  if  it  were  a 
ferred.  This  $25  par  issue,  due  August  2029,  sells  at  $21 
yields  11.3%. 

Royal  Caribbean  Cruises  has  a  zero  coupon  due  February  \ 
that  is  convertible  into  11.7  shares  of  common  stock  (a  s 
now  worth  $191),  trading  at  a  price  of  $330.  Given  the 
premium,  the  right  to  convert  is  of  minimal  value,  but  o 
February  2005  the  bond  can  be  put  back  to  the  compan\ 
$463  in  cash  or  stock,  no  matter  the  price.  That's  a  40%  gai 
three  years. 

I  am  not  an  admirer  of  bond  mutual  funds,  which, 
showed,  have  had  disappointing  results  last  year.  But  if  you  i 
liquidity,  here  are  three  I  like:  Pioneer  High-Yield  A,  Scudder  \ 
Yield  Opportunity  and  Federated  High  Yield.  A  tip:  While  shopj 
for  a  bond  fund,  ask  how  much  in  accumulated  unrealized  Ic 
it  has  per  share.  Such  losses  provide  a  tax  cushion  against  fu 
appreciation,  since  the  fund  can  take  profits  in  its  portf 
without  sticking  shareholders  with  a  capital  gains  liability. 

I  am  predicting  that  high-yield  bonds  will  outperform 
stock  market  in  2002.  Don't  expect  the  same  for  investm 
grade  bonds.  As  the  economy  turns  around,  quality  bonds 
face  the  dual  negatives  of  a  reversal  in  Federal  Reserve  pc 
and  competition  from  a  resurgent  stock  market. 


"CV|i.l-^^Q  j  Richard  Lehmann  is  editor  of  the  Forbes/Lehmann  Income  Securit 
I  investor.  Find  past  columns  at  www.forbes.com/  lehmann. 
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Introducing 

The  Forbes.com 

Real-Time 

Streaming 
Stock 
Portfolio 


Now  you  can  invest  like  the  pros. 

Add  to  the  insightful  analysis  and  timely  reporting  available  free 
on  Forbes.com  Try  our  FREE  30-day  trial  offer  of  the  Forbes.com 
Real-Time  Streaming  Stock  Portfolio.  Take  oontrol  of  your 
investments  today.  There's  no  obligation.  If  you  decide  to  subscribe, 
it's  just  $1 5  a  month  or  $1 50  for  an  annual  subscription! 
Visit  www.forbes.com/realtime  and  sign-up  for  your  FREE  trial  offer  today. 


ess  a  powerful  suite  of  real-time  investment  tools 

ate  a  real-time  watch  list 

real-time  news  from  Forbes.com,  Reuters  and  Comtex 
;ess  Forbes.com's  detailed  company  and  executive  reports 
en  in  on  corporate  analyst  conference  calls 
3Ct  market-moving  variables  with  our  powerful  Market  Scanner 
;k  your  portfolio  with  alerts  on  news,  analyst  comments  and  price  moves 
Dover  a  host  of  trading  tools  and  features  unavailable  anywhere  else  on  the  Web. 
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EDITED  BY  ALAN  FARNHAM 


e;ht  at  the 


Real-life  Cinderellas 
(and  their  fellas) 
waltz  to  Vienna 
for  fantasy  fulfillment. 


BY  JESSICA  MAXWELL 

HERE  ON  THE  DANUBE,  WALTZ- 
ing  isn't  a  pastime.  It's  an 
industry.  Between  New  Year's 
Eve  and  the  first  week  of 
March,  300  balls  wiU  be  danced 
in  Vienna,  as  they  are  every  year.  If  you 
miss  an  early  one — the  Pharmacists'  Ball, 
let's  say — don't  fret.  You  still  can  catch  the 
Druggists'  Ball,  the  Confectioners'  Ball, 
the  Ball  of  the  Viennese  Coffee  House 
Owners,  the  Ball  of  the  International 
Atomic  Energy  Association  or — perhaps 
most  Viennese  of  all — the  Psychothera- 
pists' Ball.  ("Ja,  but  how  did  you  reaUy/ee/ 
about  the  waltz?") 

For  serious  romantics  like  me,  how- 
ever, there  is  only  one  ball  on  which  to  set 
your  sights:  the  Opera  Ball.  Any  girl  raised 
in  the  Disney  tradition  harbors  an  Inner 
Princess,  and  the  Opera  Ball  is  the  answer 
to  her  prayers.  Danced  at  Emperor  Franz 
Josef  s  sumptuous  neoclassical  Staatsoper 
(state  opera  house),  it  marks  the  apogee  of 
Vienna's  social  season. 


Ball 


At  last  year's  ball  I  had  invited — for 
want  of  a  proper  waltzing  beau — a  Mon- 
tana cowboy  friend  who  teaches  western 
swing  dance  (no  prince,  but  one  of  na- 
ture's noblemen).  We  had  gotten  rooms  at 
the  Palais  Schwarzenberg  hotel,  a  baroque 
remnant  of  imperial  Vienna  only  blocks 
from  the  opera  house.  The  cowboy  had 
rented  a  black  tux  and  tails,  and  I  a  bona 
fide  ball  gown,  and  we'd  taken  waltz 
lessons  at  Vienna's  prestigious  Elmayer 
Dance  Academy.  He  played  along,  despite 
having  pronounced  the  counterclockwise 
Viennese  waltz  "plumb  backwards." 

Our  task  now  was  to  ankle  over  to  the 
ball.  "Do  I  look  like  one  of  the  Village 
People?"  he  asked  nervously,  his  boot 
heels  clicking  on  the  cobblestones.  Sport- 
ing the  Stetson  he'd  brought  from  Mon- 
tana, he  looked  more  like  Black  Bart.  The 
hat  surely  would  have  made  an  enticing 
target  for  paint-throwing  protesters,  who 
the  year  before  had  rallied  against  the 
political  ascendancy  of  Jorg  Haider,  leader 
of  Austria's  ultraright  Freedom  Party. 

Haider  had  since  left  office,  but  a 
thousand  police  officers  were  now 
bivouacked  around  the  opera  house  to 
ensure  safe  passage  for  the  5,000  atten- 
dees, some  of  whom  had  paid  $15,000  for 
the  best  seats. 

It  takes  more  than  a  weirded-out 


political  climate,  though,  to  derail 
American  girl's  Cinderella  compl 
Much  to  my  relief,  our  entrance  was  e\' 
bit  as  elegant  as  the  one  dancers  m 
have  enjoyed  130  years  ago  when  I 
opera  house  opened.  We  were  greeted 
150,000  Italian  roses  decorating  its  pc 
Renaissance  walls. 

Strains  of  Viennese  waltzes  wafted 
from  the  oval  dance  floor,  whOe  scores 
gloriously  dressed  couples  floated  up  a 
down  the  opera  house's  Gone  With  , 
Wind  grand  staircase,  heady  gusts 
Guerlain  and  Jean  Patou  pirouetting 
the  air  around  them.  One  woman  rea 
did  look  like  a  princess  in  a  gown  of  wh 
silk  satin  dotted  with  handmade  pas 
silk  rosebuds,  her  soft  blonde  curls  be 
bing  as  she  moved.  Closer  inspecti 
revealed  a  classically  beautiful  face  h«i 
together  by  the  ministrations  of  a  tq 
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:h  plastic  surgeon — but  who  cared? 
rhe  cowboy  and  I  charged  up  the 
id  staircase,  a  marble  miracle  lit  by 
ideliers  (and  one  of  the  few  parts  of 
opera  house  to  have  survived  an 
td  bomb  in  1945).  Many  stairways 
we  reached  the  upper  balcony,  where 
lad  been  told  we'd  find  our  seats. 
'No,  no,"  said  the  usher.  "Zeez  are 
ial  tickets,  on  zuh  dance  floor  stage 
nstairs." 

3ack  down  we  ran,  showing  our  spe- 
:ickets  to  anyone  with  a  flashlight  and 
dge.  "No,  no — zat  way."  And  off  we'd 
igain.  For  a  full  hour  we  hurried 
ugh  the  opera  house's  astounding 
:omb  of  side  chambers  and  hallways, 
aging  in  the  process  to  miss  the  ball's 
salvos:  the  entrance  of  140  tiaraed 
Jtantes  in  white  meringue  gowns 
rted  by  nervous  young  gentlemen. 


the  traditional  polonaise  (a  triple-meter 
promenade  of  Polish  origin),  the  opening 
ballet  and  the  first  dance,  after  which  the 
rest  of  the  assembly  are  invited  onto  the 
floor  for  the  first  waltz. 

After  traversing  all  those  stairs,  my 
feet  were  killing  me.  But  my  Inner 
Princess  was  absolutely  thrUled.  The  cow- 
boy held  out  his  hand,  and  we  were  off — 
much  to  the  amusement  of  the  Viennese. 
The  women  giggled  at  his  hat,  the  men 
clapped  him  on  the  back,  a  television 
commentator  turned  her  cameras  on  us 
and  asked  the  cowboy:  "How  did  you  find 
zuh  ball?"  He  drawled,  "Just  followed  the 
herd,  ma'am." 

When,  finally,  we  two  launched  into  a 
good  old-fashioned  clockwise  cowboy 
waltz,  couples  applauded  and  gave  us  as 
much  room  as  they  would  have  given 
Cinderella  and  Prince  Charming.  F 


How  to  Kick  Up 
Your  Heels 

Over  20  dancing  schools  in  Vienna  offer 
special  waltz  courses.  The  cost  per  person 
per  hour  of  private  lessons  at  the  Elmayer 
Dance  School,  for  example,  is  $38.  For 
further  information,  visit  www.elmayer.at. 

Apparel  can  be  rented  at  Lambert  Hofer 
(tel.  0II-43-I-740-90-0).  Tails  (including  tie, 
shirt  and  vest)  cost  $115  to  $175.  Cost  is  sim- 
ilar for  gowns. 

The  Opera  Ball  (Feb.  7,  2002)  costs 
dancers  $190  (for  box  seats,  add  $14,000). 
Reservations  can  be  made  via  e-mail  at 
opernball@wiener-staatsoper.at.  Last-minute 
tickets  can  be  had  from  the  concierge  desks 
of  Vienna's  finer  hotels,  including  Palais 
Schwarzenberg. 

For  ideas  on  what  to  do  when  not  waltzing, 
contact  the  Vienna  Tourist  Board  at 
vww.info.wien.af  (tel.  0II-43-I-24-555)  -JM 


FORBES'  lanuarv  7.  2002  157 


I  2  3  4  5 
6  7  8  9  10 

II  12  13  14  15 
16  17 

Name  

Title  

Company  

Address  


City  

Postal/Zip  Code  

Country  

Phone  

Fax  

E-mail  

Tyfie  of  Firm;  (check  one)  □Software/Computer  Ser\-ices 

□Advertising/IVIarketing/PR  □Telecommunication  Services 

□  Banking  □Travel/Tourism/Leisure  Services 

□  Engineering/Construction  □Wholesale/  Retail/Import/Export 
□Government  DOther  Business  Services 

□  Manufacturing  aotlier  Financial  Services 

□  Primary/Public  Utilities 

□  Publishing/Printing/Broadcasting 


www.acura.com 

1.  Lexus 

1-800-USA-LEXUS 
www.lexus.com 

Business  to  Business 

2.  AK  Steel  Corporation 

1-866-571-6351 
www.aksteel.com/agion 

3.  Precision  Response  Corporation 

1-888-CALLPRC 
www.prcnet.com 

Computer/Teclinology 

4.  Fujitsu  PC  Corporation 

1-877-FPCDIRECT 
www.fujitsupc.com 

Consumer  Products/Services 

5.  Hillsdale  College 

www.hillsdale.edu 

6.  Samsung  Electronics 

www.samsung.com 

Financial  Services 

^  American  Century  Investments 

1-877-44-AMCEN 
www.americancentury.com 

7.  JB  Oxford  &  Company 

1-800-JB-OXFORD 
www.jboxforcl.com 

Travel 

Expedia.com 

www.Expedia.com 


www.arrc.org 

9.  Bally  Financial  Group, 

1-888-539-5006/Louis 

10.  Brana  Fine  Arts 
1-800-275-3254 
www.daligallery.com 

11.  Capital  Asset  Manag 
www.assetprotection.com 
1-800-710-0002 

12.  Delaware  Business  Ir 
www.e-incorporate.com 
1-800-423-2993 

13.  Fridgedoor.com 
1-800-501-3953 
www.fridgedoor.com/biz. h 

14.  Modern  Postcard 
1-800-959-8365 
www.modernpostcard.con 

15.  Nationwide 
1-800-995-0049  ext  7675 

16.  Publishers  Guild 
1-800-675-6144 

17.  Registered  Agents,  L 
1-800-441-5940 
www.lncUSA.com 

Steven  Sears  CPA/Attc 
1-714-544-0622 
www.searsatty.com 


Issue  Date;  January  7,  2002. 
Offer  Expires:  April  7,  2002. 
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A.  ^v.^  Dali  Prints 


Printing': 


)1DN'TITHINK0FTHAT 


ne  response  we  hear  after  we 
our  unique  and  exciting 
nity.  If  you're  looking  for  a 
Hisiness  witli  HIGH  INCOME 
TIAL  and  absolutely  no 
le.  let's  talk.  $12,900 
snt  required. 


I  1-800-675-6144 


$4,500 
;R  CLIENT 


;  affordable  asset  protection 
;  clients  lawsuit  proof.  All 
al  appointments  you  can 
Lifetime  residuals.  24-hr. 
i  info.  (800)-653-4497 


PFSHORE 


pontes 
dng 

l"^^'"'*'  Capital  Asset 

*  Management 

710-0002     Free  Brochure 
lOAmex  www.ass«(prc<ecliiiti.cotn 


Foreclosed  Property. 

)UR  Money.  Split  Big  Profits, 
iplete  Training.  Call  tor  Free 
Information  Package. 
300-995-0049  Ext.  7675 


corporate  .com 


I 

istered  agent  services 
bank  accounts  opened 
linee  director  services 
vare  Incorporation  Handbook 
re  Business  Incorporators,  Inc. 

0.423.2993 


RARE  DALI  PRINTS 

If  you  own,  or  are  con.sidering  the  [yurchust 
of  a  Salvador  Dali  prim.... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  300  signed  limited 
edition  Salvador  Dali  prints.  Each  print  is  fullv 
documented  by  Albert  Field,  curator  of  tfie 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvador  Dali:  A 
Retrospective  of  Master  Prints,"  is  a  must 
for  anyone  interested  in  works  signed  bv 
Dali.  Call  now  and  we  will  rush  you  a  free 
copy  of  The  SalvadorDali  Collector  s 
Newsletter".  (SI  5  per  issue) 


Salvador  Dali 


A  Retrospective 
OF  Master  Prints 


l-(800)  275-3254 

a.sk  for  Dept.  FM 

hil]):','uwvi  d.ilig.illcry  ciim"  FAX  3I1M.'«1-2(W0 
Bnuu  FitK- ,.\ri  •  15 113  Aiui.^h  Si  .  #  lOS.  Pacific  Palisades, CA  <Xa72 


Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's, 
Master's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1-707-371-2979 


Proiriotional  Product 


CUSTOM  MAGNETS 


Business  Cards  Magnets  as  low  as 
Other  Styles  Available!  ^f%^ 

www.frldgedoor.cam/blz.html   I  ^ 

1-800-501-3953  *^ 


i^^yii3^estrr)ent& 


£40%  APR  ^ 

SECURED /GUARANTEED 
WE  OFFER  DEPRECIATION* 

$13,500/42  MOS. 
(228)539-5006/(985)966-3763 
BALLY  FINANCIAL  LLC. 


Legai  Services 


ASSET  PROTECTION 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•Maximum  Privacy  •  Tax  Savings 
•  Estate  Planning  •  Global  Investments 


Steven  Sears,  CPA  •  Attorney  at  Law 

714-544-0622  •  www.sear.satly.com 


Investment  Opportunitym    Logistics  Systems  ' 


HaEast  Co.  needs  investment 
of  $3M  to  expand  its  business 
into  USA.  Face-to-Face 
talks  &  negotiations. 

http;//artinteriors.topcities.com 
Sofitel  Plaza  Hanoi, 
1  I  N.  Rd,  Hanoi,  VN 
Tel:  (844)  7140028 
Fax:  (844)  8293888 


jVite  1 1  i  g  rated 


Material  Handling  Solutions  &  Services 
www.  intelltgrated.  com 


create,  print  &  mail  full 
color  postcards  at  a  great 
price!  So  whether  you  need 
500,  a  million,  or  more  — 
starting  at  only  '95,  we  can't 
be  beat.  Just  send  us  your 
photo,  message,  logo  (or  even 
digital  files)  &  mailing  list  — 
we  do  the  rest! 

FREE  SAMELES 

Visit  our  website  or  call  NOW 
for  i/o\ix  postcard  kit! 


800-959-8365 

modernpostcard  .com 


SMALL  ADS  BRING 

BIG 

RESULTS! 

Call:  Media  Options 
1  -800-442-6441 

Forbes  Business  Classified 


information  and  rates  on  advertising  in  the  next  Forbes  Business       Charge  your  ad... 
jsified  Section  contact:  Media  Options  (1-800-442-6441  for  ad  rates 
d  information  only)  Fax:  1-973-694-8371  E-mail:  mediopt@aol.com 


VISA 
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es  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 


T  H  n  U  R  H  T  S 

On  the  Business  of  Life 


T 

H  t  takes  a  generation  to  raise  grandparents.  The  toughest  thing  one's  children  have  to  do  is  "raise" 
I  their  parents.  By  the  time  mothers  and  fathers  come  to  realize  their  children  will  survive  despite, 
rather  than  as  a  result  of,  the  best  of  parental  intentions,  sons  and  daughters  are  off  to  schools, 
jobs,  marriage  and  other  frayings  of  the  umbilical  cord.  By  the  time  we're  mellowed  enough,  enlight- 
ened enough  to  be  proper  parents,  our  kids' kids  get  to  enjoy  the  benefits.  Raising  proper  grandparents 
is  a  selfless  undertaking  by  our  kids  for  the  benefit  of  their  kids.  — MALCOLM  S.  FORBES  (1982) 


//  men  do  not  keep  on  speaking 
terms  with  children,  they  cease 
to  be  men,  and  become  merely 
machines  for  eating  and  for 
earning  money. 

—JOHN  UP 


Children  are  given  us  to  discourage 
our  better  emotions. 

.  — H.  H.  MUNRO  (S 


A  baby  is  an  angel  whose  wings 
decrease  as  his  legs  increase. 

—FRENCH  PRO\ 


There  is  no  sinner  like  a  young  saint. 

— APHRA  BEHN 


So  long  as  little  children  are 
allowed  to  suffer,  there  is  no 
true  love  in  this  world. 

—ISADORA  DUNCAN 


Each  child  is  an  adventure 
into  a  better  life — an  opportunity 
to  change  the  old  pattern  and  make 
it  new. 

—HUBERT  HUMPHREY 


Children  suck  the  mother  when 
they  are  yoimg  and  the  father 
when  they  are  old. 

—ENGLISH  PROVERB 


You  cannot  write  for  children. 
They're  much  too  complicated. 
You  can  only  write  books  that 
are  of  interest  to  them. 

—MAURICE  SENDAK 


Once  you  bring  life  into  the  world, 
you  must  protect  it.  We  must  protect 
it  by  changing  the  world. 

— ELIE  WIESEL 


In  automobile  terms,  the  child  supplies 
the  power  but  the  parents  have  to  do 
the  steering. 

—DR.  BENJAMIN  SPOCK 


Childhood  lasts  all  through  life. 
It  returns  to  animate  broad  sections 
of  adult  life.  Poets  will  help  us  to  find 
this  living  childhood  within  us,  this 
permanent,  durable,  immobile  world. 

—GASTON  BACHELARD 


A  Text... 

Correct  thy  son,  and  he  shall  g, 
thee  rest;  yea,  he  shall  give  deli[ 
unto  thy  soul. 

—PROVERBS  : 

Sent  in  by  David  Hawkins,  Brooklyn 
What's  your  favorite  text?  The  Forbes  B> 
Quotations:  Thoughts  on  the  Business  oj 
I     given  to  senders  of  Bible  texts  that  are  us. 


All  God's  children  are  not  beautiful. 
Most  of  God's  children  are,  in  fact, 
barely  presentable. 

—FRAN  LEBOWITZ 


More  than  14,000  "Thoughts,"  arranged  alphabelu 
subject,  are  available  in  a  900-page,  one-v 
deluxe  edition,  Forbes  Book  of  Quotations:  Thought: 
Businesi  of  Life.  The  price  is  $40,  plus  S3. 50  shippi 
$1  per  item  for  handling  (add  applicable  sale 
To  order,  please  call  toll-free,  1-800-876-6556. 
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As  a  product  developer  at  JVC, 
I  was  asked  to  create  a  hybrid 
VCR  that  would  revolutionize  the 
way  people  watch  TV  programs. 
The  challenge  was  to  make  it 
no  bigger  than  a  standard  VHS 
recorder  and  get  it  to  market  within 
a  year.  Did  I  reach  my  goal?  You  bet. 


JVC 

 AND  

FUJITSU 

LSI  TECHNOLOGY 

I  CAN  BE 

I  HAVE  A  FIIIIGER  ON 


JVC  wanted  to  create  a  VCR  like  none  other.  One  that  combines  the 
multifunctions  of  a  hard  disk  drive  with  the  familiarity  of  a  VCR.  So  TV 
programs  can  be  recorded  and  played  back  simultaneously.  Size,  of 
course,  was  a  factor.  So  was  time.  That's  why  JVC  chose  Fujitsu's  high- 
performance,  highly  integrated  semiconductor  solution,  which  provided 
all  the  necessary  circuits  on  a  single  28mm  chip.  With  the  technology 
and  expertise  provided  by  Fujitsu,  JVC  successfully  developed  a  finished 
product  within  one  year.  Now  even  more  people  are  tuning  in  to  JVC. 
For  more  details,  visit  us.fujitsu.com/casestudy/.  With  a  partner  on  the 
cutting  edge  of  technology,  you  can  accomplish  anything. 


€2001  Fu|itsu.  All  rights  reserved. 
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"In  Ontario,  we're 
pioneering  tiie  siiape 
of  tilings  to  come/' 

=rank  Stronach  -  Chairman  of  the  Board,  Magna  International  Inc. 


If  you're  into  innovation,  Ontario's  the  ideal  place  to  get  ahead  of  the  curve-  no  nnatter 
what  form  it  takes.  •  Consider  the  homegrown  case  of  Magna  International,  now  a  global  dynamo  and 
the  world's  most  diversified  automotive  systems  supplier.  •  A  leader  in  deploying  new  technologies. 
Magna  recently  introduced  a  hydroforming  process  which  promises  to  revolutionize  vehicular 
Frame  production  methods.  •  According  to  Frank  Stronach,  Magna's  founder  and  Chairman,  "Given 
hydroforming's  benefits  in  strength,  cost  and  efficiency,  it's  no  surprise  we're  winning  some  of  the 
□iggest  contracts  ever  from  the  major  automakers."  •  And  it's  no  surprise  that  the  hub  of  all  this 
activity  is  in  Ontario.  •  The  World  Economic  Forum  rates  our  transportation  infrastructure  number 
one  in  the  G-7.  •  NAFTA  has  opened  a  tariff-free  market  of  some  400,000,000  people,  and  fostered 
export  growth  averaging  14%  annually  since  1994.  •  And  Ontario's  business-friendly  climate 
makes  it  easier  for  companies  like  Magna  to  compete  on  a  global  scale.  •  In  the  last  5  years, 
A'e've  cut  personal  income  tax  by  more  than  a  third  -  and  over  the  next  5  years,  we're  cutting 
Dur  corporate  tax  rate  in  hall  •  Factor  in  a  quality  of  life  the  U.N.  continues  to  rank  among  the  best 
n  the  world,  and  you've  ample  reason  to  like  the  way  the  future's  shaping  up,  right  here. 


Kir  WW .  2  o  n  t  a  r  i  o .  c  o  m 

1  800  810  8701 


Ont/irio 

Canada 

The  Future  s  Right  Here 
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The  CRM  Leader  Extends 
Its  Global  Lead. 

"Siebel  7  breaks  new  ground  by  tak  ing  a  very  functionally 
rich  application  and  wrapping  it  in  a  Smart  Web  Architecture.  It's  designed 
to  provide  fast  implementation,  smooth  upgradability.  and  to  help 

customers  achieve  long  term  reductions  in  overall  costs. 

Mike  Lawrie,  Senior  VP  and  Group  Executive,  Sales  and  Distribution,  IBM  Corporation, 

November  2001 

Siebel  7  delivers  the  most  comprehensive  suite  of  industry 

specific  CRM  applications  offermg  enhanced  functionality  and 
accelerating  return  on  investment. 

Jim  Flinton,  VP  of  eBusiness,  Avaya, 

November  2001 

"We  still  have  various  legacy  applications,  so  application  integration 
is  critical.  Siebel  7.  with  its  advanced  Smart  Wct  Architecture, 
enables  application  integration  into  complex  environments  such  as  ours. ' 

Clemens  Kaiser,  Head  of  eCommerce,  Bayer, 

October  2001 

Competitors  have  reason  to  be  fearful. 

All  of  the  applications  are  part  of  a  new  Smart  Web  Architecture  consisting  of  a 
zero-footprint  client,  built-in  portal  framework,  a  new  and  detail-free  application 
network  for  third-party  integration,  integrated  analytics  across  the  suite 

Bruce  Richardson,  AMR  Research, 

October  5,  2001 

The  dominant  force  in  the  industry  is  Siebel  Systems,  inc: 

New  York  Times, 

October  1,  2001 


To  find  out  more  about  Siebel  7,  view  a  demo  at  www.siebel.com/demo 
or  contact  us  at  1-800-307-2181. 


Good  service  is  good  business. 


©2001  Siebel  Systems,  Inc.  Ail  rights  reserved.  Siebel  and  the  Siebel  logo  are  trademarks  of  Siebei  Systems,  Inc.,  and  may  be  registered 
in  certain  jurisdictions.  Other  product  names,  designauons,  and  logos  may  be  trademarks  of  their  respective  owners. 
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72    Psychic  Software 

Tom  Siebel's  own  products  let  him 
anticipate  the  recession  months 
ahead  of  rivals  and  economists. 
Now  he  predicts  a  comeback. 
By  Carleen  Hawn 

62   Th^  Unhappy  Hawker 

Against  her  own  instincts,  Christie 
Hefiier  has  embraced  a  racier  form 
of  adult  entertainment.  Can  she 
finally  turn  Playboy  into  a  porno 
powerhouse?  By  Stephane  Fitch 

Ranking  the 
Real  Estate  Stocks 

102  Landlords  on  Review 

Our  inaugural  real  estate  ranking 
grades  the  20  biggest  REITs 
on  performance  and  value. 
By  Stephane  Fitch 

104  Cubicle  Carnage 

Office  buildings  have  dodged 
one  punch.  Another  is  about 
to  land.  By  Scott  Woolley 
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Both  can  plot  a  course  to  get  you  where  you're  going. 
But  only  one  can  be  your  personal  investment  manager. 


Independent  Investment  Advisors.  Have  you  ever  wondered  what  it  would  be  like  to 
have  highly  customized  investment  management?  Then  let  Charles  Schwab  help  you 
decide  if  an  independent  Investment  Advisor  is  nght  for  you. 

These  fee-based  Investment  Advisors  work  with  Schwab.  So  you'll  get  customized 
advice  that's  driven  by  many  of  the  same  values  as  Schwab: 


Objective.  Uncomplicated.  And  not  driven  by  commission. 

In  addition  to  providing  objective  advice,  they  also  provide  in-depth  professional 
guidance  that: 

•  Offers  ongoing  management  of  a  customized  portfolio 

•  Includes  tax  minimization  strategies 

•  Provides  personalized,  one-on-one  relationship 

The  point  is,  whether  you  want  to  work  with  a  Schwab  Investment  Specialist  or  an 
independent  Investment  Advisor,  you  can  count  on  us  to  steer  you  in  the  right  direction. 

To  learn  more  about  what  an  independent  Investment  Advisor  can  do  for  you, 
give  us  a  call. 

charle.  schwab 


1 .  ...Jl 

can  1 

1-800-790-4607 

1  Click 

schwab.com 

400  locations  nationwide 


(Atlantic  Capital  and  other  advisors  pay  a  fee  to  participate  in  AdvisorSource,'"  a  referral  program  for  third-party  advisors  U.S.  Trust  Corporation  (an 
of  Charles  Schwab  &  Co.,  Inc.)  is  a  participant  in  the  Schwab  AdvisorSource  program.  Advisors  and  their  personnel  are  not  agents  of  Schwab.  This  advertisement 
not  be  construed  as  a  referral  to,  or  a  recommendation  of,  any  advisor,  c  2001  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (1 1 01  -1 0365). 

lin  Finnel"  is  not  a  real  captain  but  a  fictional  character  portrayed  by  an  actor.  Any  similarity  to  any  real  person  is  unintended  and  coincidental. 


Forbes 


com 


Home  Page  of  the  World's  Business  Leadi 

[  HOME        BUSINESS       TECHNOLOGY       MARKETS        WORK       USTS       PERSONAL  FINANCE  LIFESTYLE 

Forbes  Magazine 


Quotes  &  Research 

Prices,  charts  and  a  tear  sheet  of 
financial  and  corporate  data  for 
listed  U.S.  stocks  and  funds. 

Investing  Newsletters 

i'icks  and  (.harts  from  the  invest- 
ment gurus  and  the  opportunity 
to  subscribe  to  their  newsletters. 

People  Tracker 

Our  "persons  porttoiio"  lets  you 
keep  up  with  executives  at  invest- 
ments, competitors  and  prospects 
via  e-mailed  news  alerts. 

News  by  E-mail 

A  daily  news  brieting  and  seven 
other  free  e-mail  newsletters 
delivered  to  your  desktop  in-box. 

Mobile  Editions 

News  analysis  as  it  breaks  ikn  ing 
the  business  day,  sent  to  your  I'DA 
or  cell  phone. 

Premium  Services 

Investing.  MarkelBrowser  Plus: 
Track  markets  from  your  desktop. 

Business.  The  iU'I'  Cxnter:  Locate 
business  and  I  I'  service  suppliers. 


Litcbiyic.  Ki.'.il  1  siaic:  ;>i.',iuii  Uii 
luxury  homes  for  sale  in  the  U.S. 

Forbes.  The  Lists.  Buy  spreadsheet 
editions  of  the  unique  FORBES 
lists  of  companies  and  executive.s. 


Of  notlintto 

How  Low  Can  Russian  Oil  Go? 

Arik  Hesseldahl 


PLAVBOV  S  DIUMMA  WHtl  RUT  SIQCKS  TO  BUT 


Russia:  still  waiting  for  the  big  money. 

Keep  an  eye  on  cheap  Russian  oil  in  2002.  Even  though 
the  world's  second -largest  oil  exporter  has  promised 
Ol'ix:  it  will  cut  half  a  million  barrels  a  day,  it  remains  to 
be  seen  if  Russia  will  stand  by  its  commitment.  Oil  pro- 
duction is  one  of  that  country's  few  economic  bright 
spots.  Over  the  past  decade  billions  of  dollars  have  been 
pumped  into  making  Russia's  vast  reserves  more  accessi- 
ble to  Western  markets.  Despite  a  threatened  price  war 
with  Ol'EC,  Russia  can  probably  stand  the  hit  if  it  means 
much- needed  cash  flowing  into  its  treasury.  I'ither  way, 
based  on  his  latest  budget  forecast,  President  Vladimir 
Putin  is  betting  heavily  on  a  cut  in  petroleum  prices, 
not  production. 

Lifestyle 

The  Cost  of  Living  Extremely  Well 

Jody  Yen 

Lhe  Forbes  Cost  of  Living  Extremely  Well  Index  is  to  the 
very  rich  what  the  Bureau  of  Labor  Statistics'  Consumer 
Price  Index  is  to  the  rest  of  the  population.  Our  basket  of 
42  unabashedly  luxurious  goods  and  services  hardly 
contains  life's  essentials,  but  it's  fun  to  find  out  what  it 
really  costs  to  keep  up  with  the  Joneses. 

For  linl<s  to  all  articles  cited  on  this  page, 
visit  us  at  www.farbes.com/contents. 
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Betting  on  the  Comeback 

Tom  Siebel  saw  the  downtu 
coming  early.  By  cutting  co.-- 
sooner  his  company  is  now 
better  shape  for  when  the 
economy  picks  up.  Follow  tl 
fortunes  of  Siebel  Systems  a 
other  companies  by  using 
both  Forbes. com's  companv 
tear  sheets  and  our  Portfolii 
Tracker,  which  lets  you  set  u 
a  dedicated  watch  list  for 
share  prices. 

REIT  Gold  Real  estate  invest- 
ment trust  bargains.  Visit 
online  for  more. 

Search  Our  Archive 

The  past  five  years  of  rORlM 
maga/ine  are  available  online 

Forbes  Global 

Colorful  Germans 

Emerging  to  contest  Xerox  ant 
Hewlett-Packard  in  commerci 
digital  printing  is  1 52-year-okl 
Heidelberger  Druck,  a  domin^i 
maker  of  oftset  presses.  The 
American  giants  are  leaders  in 
color  printing,  but  Heidelbergi 
is  positioned  to  win  this  race. 


10     V  O  R  »  E  S  ■  l.imiary  21,  2002 


WORLDWIDE  PARTNER 


Connecting  friends,  family, 
and  loved  ones  without  limits 
and  without  boundaries. 


DESIGNED  TO  PERFORM 


Samsung  is  a  proud  partner 
of  the  Olympic  Games, 
the  greatest  celebration  of 
mankind. 


SAMSUNG  DIGiTfJ 

everyone's  invited,M  '"mi 
,^       w w w.s amsung.com 


lliJDJEJC  I  Xlompaniea 


Each  reference  is  to  the  page  of  the  story  on  which  the  company  first  appears. 

A.B.a. 


AIG,61 

AOL  Time  Warner,  36, 64, 95 
A&P,  29 

AT&T,  80,  84,  94 
AXA,61 
Adultvision,  64 
Aerie  Networks,  80 
Aetna,  56 
Air  France,  58 
Alliance  Capital,  74 
Allianz,  61 
Alza,  92 
Amazon,  88 
Amgen,  44, 75 
Anadarko  Petroleum,  106 
Annaly  Mortgage 

Management,  113 
Apple  Computer,  108 
Aqueduct,  88 

Arnhold  &  S.  Bleichroeder,  64 
ArtistDirect,  36 
AvalonBay  Communities,  104 
BHP  Billiton  Group,  54 
Ballet  Theater  of  Annapolis,  42 
Banc  of  America  Securities, 

74,92 
Bank  One,  107 
Barnard's  Retail  Trend 

Report,  46 
Behavioral  Health  Services,  33 
Bell  Atlantic,  84 
BellSouth,  83 
Berkshire  Hathaway,  60 
Best  Buy,  108 
Best  Western,  40 
Bloomingdale's,  98 
Blue  Cross  &  Blue  Shield 

of  Minnesota,  33 
Borders,  88, 108 
Borg  Warner,  108 
Boston  Properties,  102 
Bristol-Myers  Squibb,  108 
Broadwing,  83 

Burnham  Pacific  Properties,  102 
Buy.com,  74, 86 
CIBC,  82 
CSFB,  85 

Cap  Gemini  Ernst  &  Young,  85 
Cattle  Buyers  Weekly,  38 
Christie's,  118 
Cigna,  56 
Cingular,  94 
Cisco  Systems,  80 
Citigroup,  84 

Coghill  Capital  Management,  36 
Com  Ventures,  82 
Comcast,  84 
Compaq  Computer,  89 
Conoco,  108 
Copenhagen  Re,  61 
Corporate  Child  Care,  48 
Coty,98 
Covad,  80 
Crate  8(  Barrel,  96 
Credit  Suisse  First  Boston,  61, 85 
Crescent  Real  Estate 
Equities,  105 

DaimlerChrysler,  50 
Dana,  108 


Days  Inn,  40 
Delta  Air  Lines;  56 
Deutsche  Banc  .'"Jex.  Brown,  107 
Digene,  18 
Dominick's,  107 
DreamWorks,  36 
Duke  Energy,  53 
Duke  Realty,  104 
Dynegy,  53 
Eastman  Kodak,  107 
Ebay,  88, 94 
Egghead.com,  88 
El  Paso,  53 

Employee  Resource  Systems,  40 
Enron,  53 

Equity  Office  Properties, 

103,  105 
Equity  Residential,  104 
Etoys]  88 
Fairfield  Inns,  40 
Farmers  Insurance,  33 
Fidelity,  74 

Fidelity  National  Fmancial,  107 
First  Call,  76 
Flageoli,  100 
Ford  Motor,  29,  51 
Fuji  Photo  Film,  107 


G.H.L 


Gain  Technology,  75 
Gap,  108 
Gartner,  74,  88 

General  Growth  Properties,  1 04 
General  Motors,  29, 50,  106 
General  Shopping  Centers,  48 
Genuardi's  Family  Markets,  107 
Global  Crossing,  84 
Goldman  Sachs,  73 
Green  Street  Advisors,  102, 105 
Gurwitch  Bristow  Products,  114 
Handspring,  94 
Harley-Davidson,  16 
Harrah's,  108 
Healthsouth,  56 
Hewlett-Packard,  108 
Highwoods  Properties,  105 
Hip  Interactive,  1 18 
Home  Education  Magazine,  42 
Home  Shopping  Espanol,  100 
Home  Shopping  Network,  100 
IBES,  106 
IBM,  75 
IBP,  38 
IDT,  80 
Immunex,  44 
Ingram.  Micro,  76, 88 
Intel,  31 

InterQuest  Communications,  82 
Interscope  Records,  36 


J.K,L 


IDS  Uniphase,  85 
leftisries  8<  Co.,  56 
lohnson  &  Johnson,  92 
loiiniat  of  Health  Economics,  34 
Kate  Spade,  114 
Kerr-McGee,  108 
Kmart,  42 
Kohl's,  48 
Kyocera,  94 

Ladenburg  Thalmann,  48 


Lands'  End,  88 
Lehman  Brothers,  40, 84,  106 
Lernout  8<  Hauspie,  92 
Level  3,  82  . 
Eli  Lilly,  44 

l.ionstone  Hotels  &  Resorts,  59 
Lloyd's  of  London,  60 
Lucent  Technologies,  81,  108 
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MCI,  84 
MFS,  84 

MGM  Mirage,  108 
Marriott,  56 
Marshall  Field's,  36 
Mattel,  98 

May  Department  Stores,  48 
McDonald's,  16 
MediaOne,  84 
Merck,  108 

l.e  Meridien  Hotel  Group,  58 
Michelin,  61 
Microsoft,  29,31,88, 94 
Millennium  Partners,  118 
Momentum  Business 

Applications,  91 
Morgan  Stanley  Dean  Witter,  82 
J.R  Chase  Morgan,  53, 61,  107 
Morton's  Restaurant,  38 
Motorola,  94 
Munich  Re,  60 

Music  Education  Directory,  42 
N2H2,42 

Neiman  Marcus,  1 14 
New  Frontier  Media,  64 
New  Paradigm  Resources,  85 
Nielsen/NetRatings,  85 
Nomura  Holdings,  40,  58 
Nortel,  85 

North  Fork  Bancorp,  108 
North  Fork  Crossing,  116 
NorthPoint,  80 
Northwestern  Mutual  Life,  40 
Nynex,  84 

Oracle,  57, 74, 75, 92 
Oratec  Interventions,  44 
Owens  8c  Minor,  56 

PSINet,  80 
Palm,  94 
Panenergy,  53 
PeopleSoft,  74, 90, 92 
Perdue  Farms,  38 
Pfizer,  76 

Philip  Morris,  108 
Pier  1,96 

Playboy  Enterprises,  63 
Pottery  Barn,  96 
PricewaterhouseCoopers,  42 
Prime  Group  Realty,  103 
Printed  Matter,  118 
Private  Media,  64 
Prudential  Financial,  34 
QVC,  98 
Qwest,  80, 84 
Radio  One,  1 14 
Randalls,  107 
Random  House,  118 
Rhythms,  80 
Ricochet,  80, 95 


Rim,  38 

Robertson  Stephens,  48 
Royal  Bank  of  Scotland,  58 


S.T.iL 


SAP,  74 
SBC,  80 
Safeway,  107 
Saks,  46,  108 

Salomon  Smith  Barney,  84 
Samsung,  94 
FAO  Schwarz,  98 
Scars  Tower,  40 
Serious  Skin  Care,  100 
Shaner  Hotel,  38 
Shilo  Inns,  38 
Siebel  Systems,  73, 92 
Smith  Barney  Asset 
Management,  107 
Softbank,  87 
Sonic  Foundry,  105 
Sony  88 

Spice  Entertainment,  64 
Spieker  Properties,  104 
Springboard,  95 
Sprint,  82, 95 
Staples,  108 

Starwood  Hotels  &  Resorts,  59 

Swatch,  96 

Swiss  Re,  60 

Sybase,  75 

Target,  88 

Targus,  95 

Tele-Communications,  84 
Teligent,  80 

Thomas  Weisel  Partners,  74 

Thomson  Financial,  84 

Thomson  Financial/IBES,  106 

360networks,  80 

Torto  Wheaton  Research,  105 

Townsend  Agency,  40 

Toys  "R"  Us,  98 

Travelers,  6 1 

Tyson  Foods,  38 

UST  108 

UUNet,  84 

Universal,  108 
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Value  Line,  80 
Vanco,  16 
Velocity',  81 
Verizon,  82, 95 
Vivendi,  36 
VoiceStream,  94 
Vons.  107 

Vornado  Realty,  103 
WMS  Industries,  114 
Wachovia  Bank,  108 
Wal-Mart  Stores,  88 
Washington  Mutual,  108 
Wells  Fargo,  76,  107 
Whirlpool,  34 
Winstar,  80, 84 
Winthrop  Financial 

Associates,  40 
WorldCom,  80, 84 
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Yue-Sai  Kan  Cosmetics,  98 
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When  It  comes  to  selling  that  big  idea,  depend  on 
something  small  to  do  it.  Presenting  Notevision,  the 
ever-advancing  line  of  compact  projectors  from  Sharp. 
With  features  like  wireless  remote  mouse  control, 
superior  image  quality,  and  lightweight  portability 
(3-10  lbs),  you  can  walk  into  any  room  and  present 
with  confidence.  Because  once  you  plug  it  in,  there's 
nothing  left  to  do,  but  focus  on  your  presentation. 
Relying  on  any  other  projector  is  just  risky  business. 
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SIDE  LINES  

Vouchers  May  Cure  Our  Ills  a  popular  activity  in 

islativc  chambers  is  to  mandate  medical  insurance  of  a  cer 
sort.  If  an  employer  has  a  health  plan,  the  law  will  say,  it  ha 
cover  two-day  maternity  stays,  or  acupuncture,  or  psychotl 
apy  or  whatever  the  lobbyists  want.  For  an  example  of  the  c 
ous  side  effects  that  come  out  of  mandates  like  these,  take  a  1 
at  the  story  by  Ira  Carnahan  on  page  33. 

Now  look  at  the  mess  this  country  has  made  of  med 
insurance,  with  a  mishmash  of  mandates  and  buck-passing, 
problem  is  often  said  to  be  that  one  in  seven  Americans  ha^ 
health  insurance.  A  fairer  description  of  what's  going  on  is  i 
we  all  have  insurance,  at  least  for  hospital  costs,  but  that 
insurance  is  cockeyed  and  has  perverse  incentives  built  intc 
Imagine  that  you  make  $9  an  hour  as  a  cashier  and  } 
employer  offers  health  insurance  for  your  family  if  you  chij 
$2  an  hour  of  your  pay.  Should  you  accept?  Hell,  no.  If 
decline,  you  won't  bleed  to  death  on  the  hospital  steps.  You 
be  treated,  and  the  cost  will  be  passed  along — to  federal,  stab 
county  taxpayers,  or,  via  a  surcharge  on  their  bills,  to  people  v 
can  afford  insurance. 

National  Health  Expenditures 

(billions  of  2001  constant  dollars)  g, 


1.400 


Solution:  Give  every  family  a  voucher  big  enough  to  pay 
a  private  insurance  policy  that  would  cover  bare-bones  med 
needs  (no  patented  medicines,  for  example).  Let  families,  if  t 
choose,  enhance  this  policy  with  money  of  their  own.  No\ 
would  make  sense  for  even  low-paid  workers  to  devote  a  littli 
their  paychecks  to  bettering  their  medical  care. 

Vouchers  make  sense  to  economists  (such  as  Willard  Ml 
ning  at  the  University  of  Chicago  or  Uwe  Reinhardt  at  Prin 
ton).  They  make  politicians  squirm,  though.  They  remind  u: 
the  totalitarian  plan  for  health  insurance  that  Hillary  Clin 
and  Ira  Magaziner  cooked  up  in  1993. 

A  voucher  system  would  call  for  a  staggering  federal  out 
but  would  not  have  to  mean  any  increase  in  how  much  gove 
ment  intrudes  in  our- lives.  Quite  the  contrary.  Once  it  I 
defined  minimal  coverage,  the  government  should  step  asi 
Should  your  policy  exclude  the  newest  drugs  but  permit  unli 
ited  chiropractor  bills?  A  lobbyist  should  not  be  answering  t 
question.  You  should. 

I 


While  we  are  always  attuned  to  the  things 
that  find  their  way  into  our  automobiles,  we're 
equally  concerned  with  the  things  that  don't. 

Namely  pollution.  So  as  air 
makes  its  way  into  the  new 
LS  430's  cabin,  it's  filtered 
for  irritants  such  as  smog, 
pollen  and  dust.  And  when 
sensors  detect  certain  pollutants 
outside,  the  system  automatically  recirculates 
cleaner  interior  air  for  you  to  breathe. 

All  the  while,  the  climate-control  system, 
working  like  a  human  brain,  determines  where 
cooler  air  is  needed  and  dispatches  it  there. 


ALL  LUXURY  CARS  HAVE 

AIR  CONDITIONING. 

A  LEXUS  ACTUALLY 

CONDITIONS 

THE  AIR. 


But,  as  the  air  molecules  run  the  gauntlet, 
your  driving  experience  is  quite  the  opposite. 
The  Mark  Levinson*  Premium  Sound  System* 
is  tuned  to  your  ear.  The  Lexus 
DVD  Navigation  System* 
responds  to  your  voice. 
The  driver's  seat  heats  and 
cools+yoLi,  as  the  fragrance 
of  leather  permeates  the  air. 
Does  so  much  ado  about  things  like  air 
quality  make  us  obsessive?  Perhaps  it  does. 

But  if  we  dedicate  so  much  attention  to 
things  you  cannot  even  see,  imagine  what  we 
must  do  with  all  those  things  that  you  can. 


Can  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
Take  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 


'Optional.  'Only  available  as  part  of  the  Ultra  and  Custom  Luxury  Selections.  ©2001  Lexus,  a  Division  oflbyota  Motor  Sales,  US. A.,  Inc.  Lexus  reminds 
you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly  For  more  information,  call  800-USA-LEXUS  (800-872-5398). 
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READERS  SAY 

The  Burger  Wars 

The  real  view  from  the  frontlines  of  our 
restaurants  doesn't  square  with 
"McMissteps"  (Dec.  10,  2001,  p.  77).  As 
the  elected  representative  of  2,800  inde- 
pendent McDonald's  franchisees,  I  can 
give  your  readers  a  reality  check.  We  are 
working  side-by-side  with  McDonald's 
Chief  Jack  Greenberg  in  our  joint  mis- 
sion to  grow  our  business  by  boosting 
sales,  profits  and  cash  flow.  The  morale 
of  iny  fellow  franchisees  is  high.  We 
welcome  raising  the  bar  on  restaurant 
performance,  and  our  plans  are  already 
paying  dividends.  Let  me  correct 
another  of  your  misjudgments — our 
new  "Made  for  You"  cooking  system 
has  been  a  success,  as  our  rising  food 
and  taste  scores  indicate.  I  haven't  met 
one  fellow  franchisee  or  restaurant 
manager  who  would  want  to  go  back  to 
the  old  system. 

MARK  BROWNSTEIN 
Chair,  McDonald's  National 
Leadership  Council 
Orange,  Calif. 

Discounting  Brands 

"Less  Than  Perfect  Pitch"  (Dec.  10,  2001, 
p.  122),  about  Samuel  C.  Johnson,  was 
rather  hypocritical.  Your  arguments  are 
sunmiarized  by  a  highlighted  statement: 
"When  you're  talking  about  a  $3  prod- 
uct, consumers  don't  care  about  the  name 
of  the  people  who  make  it."  Last  I 
checked,  your  magazine  costs  54.99  and 
has  the  Forbes  family  name  on  it.  Con- 
sumers may  still  take  comfort  in  associat- 
ing brands  with  the  people  behind  them. 

JOSHUA  MEYER 
Chicago,  III. 

Deep  Drilling 

Your  portrait  of  me  and  my  company, 
Vanco,  in  "An  Oilman's  Last  Hurrah" 
(Dec.  24,2001,  p.  112)  is  unappreciative 
of  any  explorationist's  efforts  in  this 
risky  business.  You  portray  me  as  only  a 
promoter  with  no  basic  substance  or 
interest  in  finding  oil  or  building  a  com- 
pany. Far  from  being  my  last  hurrah,  my 
deepwater  projects  off  West  Africa  will 
make  Vanco  a  large,  successful  operator 
in  Africa  and  many  other  frontier 


Road  Block 

The  Harley  is  indeed  an  Amen 
can  icon.  The  company,  a- 
depicted  in  "Love  Into  Money' 
(Jan.  7,  p.  60),  has  been  brillian 
in  its  survival  against  such  grea 
odds.  Remember,  however,  tha 
Ronald  Reagan  slapped  a  hugi 
tariff  on  the  importation  of  larg< 
[engine]  displacement  bikes  o 
foreign  manufacture.  The  pur 
chase  price  of  a  Honda  Golc 
Wing,  for  example,  essential!] 
doubled.  This  huge  subsidy  i 
responsible  for  Harley's  surviva 
and  is  a  classic  example  of  gov 
ernment  intervention  in  the  mar 
ketpJace.  I  can't  afford  a  Harley 
Thanks  to  the  leveling  of  th< 
playing  field,  I  now  cannot  afforc 
a  Gold  Wing,  either! 

WILLIAM  MCLAUGHLI> 
Abbeville,  S.C 


regions  for  years  to  come.  Fron 
exploration  is  risky.  You  should  h 
pointed  out  that  few  have  the  visi 
guts  or  tenacity  to  go  after  it. 

GENE  VAN  ir 
President,  Vanco  Em 
Houston, 

Premature  Diagnosis 

"Cornering  a  Killer"  {Dec.  24,  2( 
p.  105)  does  a  strong  job  outlining 
challenge  that  human  papillomavi 
(HPV),  the  primar)'  cause  of  cer\  ical  ( 
cer,  presents  in  battling  this  deadly 
ease.  However,  the  article  misinfoi 
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tarn  $350,000 1st  YEAR?  Yes. 

tarn  $2,000,000*  After  2  Years 
On  Anticipated  Acquisition?  Yes. 


ft 


Our  company  establishes  small  medical  facilities  under 
a  rapidly  expanding  20-vear-old  government  program. 


Medical  background  completely  unnecessary^. 
More  than  175  contracted  facilities  nationwide... 
and  growing.  S125,000  down  required. 


Please  visit  our  web  site: 


www.corf.com 


READERS^SAY 


FLEXvlE-E 

Only  Bombardier  FLEXjEr  oefers  the  complete  r.\nge  of  Leariet.® 
Ch.^llenger*  and  Global  Express®  jets,  each  equipped  with  advanced  s,\FEn- 

SYSTEMS  AND  FLOWN  BY  HIGHLY  EXPERIENCED.  WELL-TRAINED  PILOTS.  AS  THE  WORLD 
LEADER  IN  BUSINESS  AVIATION.  V.UUE  JUST  MAY  BE  WHAT  WE  DO  BEST.  FOR  MORE 
INFORMATION,  MSI  1        W  FLEXIET.COM.  OR  CALL  I-SCXVPLEXIET. 

BOSVIBAROIER  FLEXJST 


readers  by  stating  no  reliable  test  exist 
detecting  HPV.  Digene  Corp.'s  Hyl 
Capture  2  FtPV  DNA  Test  is  the  only  q 
mercially  available,  FDA-approved  tesj 
HPV.  Its  accuracy  for  detecting  all  1 3 1 
of  cancer-causing  HFV  has  been  prove 
numerous  clinical  trials  around  the  w( 
including  a  recent  five-year,  $20  mil 
study  by  the  National  Cancer  Institut 
ATTILA  LORII 
Chief  Scientific  Of 
Digene  C 
Gaithersburg, 

Stepping  Off  the  Gas 

"Guilt-Free  Gas  Guzzling"  (Jan.  7,  p. 
claims  that  now  that  gas  prices  have  k 
it  makes  no  economic  sense  for  the 
to  increase  the  fuel  efficiency  of  au 
The  reasons  for  increasing  auto  fuel 
ciency  go  beyond  economic  consid' 
tions.  Automobiles  are  the  primary  c 
tributor  to  air  pollution,  and  much  ot 
oil  we  import  comes  from  the  most  p« 
ically  unstable  region  in  the  wo 
Reducing  our  dependence  on  oil  imp 
is  a  national  security  issue. 

WILLIAM  NIGF 
Manchester,  Ct 

Being  Brief 

After  Jeremy  Bulow  wrote  "Let's  be  cl 
Smoking  kills,"  in  "The  Antitoba 
Jihad"  (}an.  7,  p.  50),  he  should  h 
stopped.  For  smokers,  switching  to  li 
or  low  tar  is  the  same  as  people  who  c 
guns  switching  from  .44  to  .22  caliber 
PAUL  METCA 
Jensen  Beach, 

History  Lesson 

"Side  Lines"  (Jan.  7,  p.  16)  suggests  the 
of  national  ID  cards  that  could  be  chec 
electronically.  The  purpose  would  ht 
detect  illegal  aliens  and  terrorists, 
don't  need  high-tech  equipment  to 
complish  this.  Hitler  achieved  it  by 
tooing  numbers  on  people's  arms. 

HAROLD  COH 
Morton  Grove, 


n  Forbes 


Send  e-mail  to  readers'Sforbes  com  or  visit 
www.forbes.com/lerters.  Letters  will  be  edited. 
Please  include  address  and  phone  number 


TO  SEE  A 


STOCK'S 


TRUE 


VALUE,  YOU  HAVE  TO  OVERCOME  CERTAIN 

OBSTACLES. 

LIKE  THE  PACIFIC  AND  ATLANTIC. 


ilobal  economies  are  more  interconnected  than  ever  before.  An  event  halfway  across  the  world  can  affect  a  stock 
1  your  backyard.  So  to  invest  successfully,  you  have  to  see  and  interpret  trends  not  just  here  -  but  across  oceans, 
.nd  Scudder  does  just  that.  With  a  global  network  of  analysts  who  constantly  look  at  how  global  interconnectivity 
ill  affect  performance.  Ask  your  financial  advisor  about  Scudder  Investments.  Call  1-800-621-1048  or  visit 
'^^^v. scudder. com.  And  don't  let  a  little  thing  like  an  ocean  keep  you  from  a  smarter  investment  approach^ 

SCUDDER 

INVESTMENTS 

Jranslating  Opportunity" 


i 

I 


Mutual  Funds  Annuities  Retirement  Plans 

irospectus  containing  more  complete  information,  including  management  fees  and  expenses,  contact  your  financial  representative  or  call 
5r  Investments  at  1-800-621-1048.  Please  read  it  carefully  before  you  invest  or  send  money  ©2001  Scudder  Distributors,  Inc.  15408  (12/10/01) 


TURN  A  ROUTINE  BUSINESS  TRIP 
INTO  A  DREAM  VACATION. 


Fly  us  to  Kuala  Lumpur  and  we'll  fly  you  to  5  additional  cities  for  just  $199* 


t  f 


Pangkor  Laut  Resort.  Malay 


From  the  world's 
^1^^  oldest  rain  forest,  coconut- 
fringed  beaches  and  spectacular 
coral  reefs  to  bustling  open-air 
markets,  modern  business  districts 
and  cosmopolitan  cities,  Malaysia 
offers  a  world  of  contrast  and 
beauty.  Fly  aboard  our  luxurious 
B747-400s  to  Kuala  Lumpur  from 
Los  Angeles  via  Tokyo  orTaipei- 


and  our  Discover  Malaysia  Pass  lets 
you  travel  to  up  to  five  additional 
cities  anywhere  in  Malaysia  for  only 
$199  more.  You'll  also  be  eligible 
for  hotel  and  other  special  discount 
packages,  too.  So  call  your  travel 
agent  or  give  us  a  call  at 
(800)  552-9264.  And  discover 
how  doing  business  in  Asia 
can  become  a  trip  of  a  lifetime. 


'  AIRLINES 

www.malaYsiaatrlines.com 


'  Choose  from  more  than  35  cities  in  Malaysia  served  by 
IVlalaysia  Airlines  Some  restrictions  apply  Partners  in 


Northwest  WorldPerks*  and  Delta  SkyMiles*  frequent 
flyer  programs.  ©2002  Malaysia  Airlines. 
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AMERICA'S  AMAZING  MILITARY 


E  GULF  WAR  WIN  IN  1991  WAS  ONE  OF  HISTORY'S  MOST 
jressive  battlefield  achievements,  on  a  par  with  Agincourt  or 
n  Alexander  the  Great  at  Issus.  But  what  our  military  has 
le  in  Afghanistan  is  even  more  extraordinary.  There  is  hardly 
lilitary  pundit  or  writer  around  who  thought  we  could  rout 
Taliban  and  al  Qaeda  forces  as  quickly 

as  thoroughly  as  has  happened. 
True,  terrorists  will  still  score  deadly 
icks,  but  these  mass  murders  won't 
ct  the  outcome:  these  killers'  extinction 
n  organized  force  that  can  undermine 
ernments  and  cow  civilized  nations. 
Our  special  forces  on  the  ground,  oper- 
g  ofttimes  behind  enemy  lines,  truly  did 
It  Hollywood  and  propagandists  would 
e  us  believe  local  resistance  groups, 
;devil  agents  and  bands  of  people  under 
Office  of  Strategic  Services  did  in  occu- 
i  Europe  during  World  War  II.  Remem- 

Afghanistan's  Northern  Alliance  was 
k,  bloodily  bested  in  battle  by  the  Taliban  and  holding  on  to 
ere  5%  to  10%  of  the  country.  Even  more  impressive,  in 


Our  airpower  is  superb.  During  World  War  II  many  bombs 
were  dropped  to  hit  an  intended  target.  In  this  war  the  precision  is 
yawningly  routine.  Coordination  between  ground  and  air  is  truly 
awesome,  achieving  a  level  that  visionaries  such  as  Britain's  irreg- 
ular-war guru  General  Orde  Wingate  could  only  fantasize  about. 

Every  other  armed  force  in  the  world 
looks  almost  primitive  beside  ours.  Only 
the  Israelis,  and  perhaps  the  Brits,  are 
within  hailing  distance  of  our  command 
and  control  systems.  It  is  tempting  to  con- 
clude that  our  military  spending  is  ade- 
quate. It  isn't.  Our  forces  are  stretched 
thin.  Critical  ordnance  is  being  run  down. 
Research  and  development  needs  beefing 
up  if  we  are  to  stay  way  ahead  ot  the 
curve.  The  way  we  create  and  procure 
weapons  systems  is  needlessly  cumber- 
some and  in  dire  need  of  change,  as  is  the 
way  we  train  our  regular  forces.  The 
action  in  Afghanistan  should  also  speed 


English  longbows  did  to  the  French  at 
Agincourt  and  elsewhere  what  our  airpower 
did  to  the  Taliban  in  Afghanistan. 

up  the  rewriting  of  military  doctrine,  which  is  still  too  tied  to 
the  last  century's  World  Wars. 


thern  Afghanistan  our  people  had  to  stitch  together  an  anti- 
ban  force  from  scratch — and  did  so  spectacularly. 


We  must  avoid  sloth  and  complacency,  which  are  too  often 
the  aftermath  of  spectacular  wins. 


DON'T  STOP  NOW 


iNKFULLY,  PRESIDENT  BUSH  IS  NOT  LIKELY  TO  REST  ON  OUR 

ban-acquired  laurels  and  will,  instead,  open  up  new  fronts 

nst  terrorism.  Our  Afghan  feats  are  already  persuading  ter- 

st  havens  such  as  Yemen  to  start  cracking 

'n  on  al  Qaeda  and  other  murderous  groups. 

should  reinforce  these  moves  by  bluntly 

)hasizing  to  Somalia,  Syria,  Sudan  and  others 
if  they  don't,  we  wiO;  and  while  we're  at  it, 
change  their  governments. 
iThe  hated  Saddam  Hussein  is  ripe  for  a  Mus- 
lii-like  exit.  If  the  Iraqi  army  believed  we  were 
jly  serious  about  ending  Saddam's  regime,  it 

Jd  quickly  turn  against  him,  just  as  disaffected 

pportunistic  Afghans  turned  against  the  Tal- 

.  Presumably  we  are  working  with  the  Turks, 

loring  the  role  their  ground  forces  could  play 
vis  northern  Iraq,  which  Turkey  borders. 

As  we  move  forward,  we  shouldn't  hesi- 

to  encourage  forceful,  effective  opposition 

nst  the  mullah  dictatorship  oppressing  Iran. 


Oppressed  Iraqis  would  love  to 
do  to  Saddam  what  Italian 
guerrillas  did  to  fascist  tyrant 
Mussolini  at  WWM's  end. 


Iranians  despise  the  regime.  Millions  yearn  for  Western-style 
political  and  economic  freedom.  Ending  the  ayatollahs'  domi- 
nation would  be  a  devastating  blow  against  global  terrorism. 

North  Korea?  China  reportedly  has 
been  stunned  by  the  U.S.  military's  perfor- 
mance in  Afghanistan,  and  this  could  induce 
Beijing  to  throw  cold  water  on  Pyongyang's 
belligerence  and  its  use  of  scarce  resources 
to  develop  advanced  missiles  and  weapons 
of  mass  destruction. 

World  War  II  is  notable  not  only  for  the 
Allied  military  victory  but  also  for  the  political 
triumphs  following  it:  creating  the  environ- 
ment— via  NATO,  GATT  and  other  institu- 
tions— that  enabled  Western  Europe  and  Japan 
to  develop  deep  democratic  roots. 

We  should  start  pressuring  MusUm  nations 
such  as  Egypt  to  begin  liberalizing  economically 
and  then  politically.  Turkey  should  be  the  Mus- 
lim model. 
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tALiA  AMU  UUIVI WI LPLL 

AL  QAEDA'S  UNWITTING  ALLY:  THE  IMF 


WHAT  AI.  QAEDA  HAS  SO  FAR  BEEN  UNABLE  ID  ACHIEVE  THROUGH 
its  terrorist  network,  the  International  Manslaughter,  oops,  Mon- 
etary Fund  is  doing  with  its  destabilizing,  antigrowth  economic 
prescriptions.  My  goodness,  isn't  anyone  in  Washington  asking 
hard  questions  about  what  the  IMF  has  inflicted  upon  Argentina 
and  is  now  wreaking  upon  Turkey?  Is  there  a  soul  in  Washington 
who  advocates  massive  tax  increases  as  a  way  to  rev  up  the  U.S. 
economy?  Yet  the  IMF  has  been  doing  just  that  for  Argentina, 
Turkey  and  other  victims.  Are  there  any  serious  observers  or  pol- 
icymakers who  think  stoking  inflation  creates  wealth?  Yet  the  IMF 
does  just  that  with  its  mindless  advocaq'  of  currency  devaluation. 

Maybe  whatever  government  is  left  in  Argentina  should 
retain  some  American  trial  lawyers  and  file  suit  against  the  IMF 
for  malpractice  and  negligent  homicide. 

There  are  five  basic  principles  of  economic  progress,  and  the 
IMF,  with  U.S.  Treasury  Department  connivance,  routinely  vio- 
lates most  of  them: 

•  Rule  of  Law.  Amazingly,  Western-style  property  rights  are 


sketchy,  incomplete  or  nonexistent  in  most  of  the  rest  of 
world.  They  are  a  basic  and  critical  necessity  for  the  develi 
ment  of  vibrant  capitalist  economies. 

•  Sound  Money.  Debased  money  spells  inflation  and  higher  cc 
of  capital,  and  leads  to  capital  flight. 

•  Low  Taxes.  Across-the-board  income  tax  cuts  and  other  inc 
lives  stimulate  the  creation  of  wealth,  which,  in  turn,  stimuh 
more  government  revenue. 

•  Setting  Up  and  Running  a  Business.  Incomprehensibly,  m; 
countries  put  people  through  Rubik's  Cube-like  exercise 
order  for  them  to  start  a  business.  Many,  therefore,  end  up  c< 
ducting  their  businesses  off  the  books,  or  not  at  all. 

•  Free  Trade.  Reducing  trade  barriers  makes  it  easier  for  pec 
to  do  business,  which  means  more  transactions  and  more  inc 
tives  to  innovate,  which  leads  to  more  wealth  for  all. 

Is  there  any  Bush  Administration  economic  official  u 
realizes  the  wisdom  of  prescribing  to  others  the  necessary  sti 
uli  that  enabled  the  U.S.  to  become  what  it  is  today? 


MIGHTY  MEDICINE-THE  DOLLAR 


The  IMF's  misei  y-causliig  prescriptions  often  lead 
to  violence,  bloodshed  and  political  upheaval. 


THE  AGONIES  OF  ARGENTINA  UNDERSCORE  THE  NEED  FOR  LATIN 
American  countries — and  other  nations,  too — to  dollarize  their 
economies.  Argentina  pegged  its  peso  to  the  dollar  via  a  kind  of 

currency  board 
a  decade  ago.  But 
when  Buenos 
Aires'  economy 
began  to  reel 
from  Interna- 
tional Monetary 
Fund-imposed 
taxes,  markets 
began  doubting 
Argentina's  will- 
ingness to  main- 
tain convertibil- 
ity. Not  surprisingly,  interest  rates  soared;  fearful  of  a  devalua- 
tion, people  withdrew  money  from  banks,  deepening  the  crisis. 

Racked  by  inflation  and  recession,  Ecuador  two  years  ago 
bagged  its  currency,  replacing  the  sucre  with  the  U.S.  greenback. 
Despite  a  catastrophic  conversion  rate  that  generated  unneces- 
sary inflation,  the  move  has  been  a  heartening  success.  Ecuador's 
economy  actually  grew  2.3%  in  2000  and  4%  to  5%  last  year, 
despite  the  fact  that  most  other  nations  were  slumping. 

With  dollarization,  governments  can't  hide  their  misman- 
agement b\'  turning  on  the  printing  presses,  nor  can  they  play 
the  game  of  trying  to  boost  exports  by  cheapening  the  value  of 
their  currencies.  In  Ecuador  not  only  the  wealthy  have  their 
money  in  dollars,  everyone  does. 

Ob\'iously  dollarization  is  no  panacea,  but  as  Carlos  Emanuel, 
Ecuador's  minister  of  economy  and  finance — and  a  dollarization 
advocate — points  out,  it  is  "a  critical  starting  point."  Ecuador  is  now 
struggling  to  reform  its  tax  code  to  reduce  the  burden  on  its  citizens. 


El  Salvador  doOarized  about  a  year  ago.  It  was  devastated 
earthquakes  and  by  the  global  collapse  of  commodity  prices,  par 
ularly  coffee's.  But  dollarization  helped  cushion  the  crisis  by  preve 
ing  a  crippling  outflow  of  capital.  The  economy  has  benefited  en 
mously  by  hard-currency  remittances  from  Salvadorans  workinj 
the  U.S.  and  elsewhere.  The  inflow  for  the  first  1 1  months  of  2( 
was  $1.7  billion,  the  equivalent  of  $278  per  person  in  El  Salvadc 

Turkey  should  certainly  consider  dollarization.  The  T\ 
induced  lira  collapse  of  early  2001  would  have  been  infinit 
more  injurious  to  Turkey's  economy  if  not  for  the  informal  d 
larization  already  in  effect — about  half  the  transactions 
Turkey  are  denominated  in  greenies. 

Of  course,  dollarized  countries,  not  to  mention  the  U.S.  its 
would  benefit  even  more  if  the  Federal  Reserve  ceased  its  deflatu 
oriented  policies  and  pumped  sufficient  liquidit)'  into  the  Amerii 
banking  system.  The  current  dehydration  has  made  it  extremely  c 
ficult  for  smaU  and  medium-size  businesses  to  get  needed  loa 


Argentina 


Public  debt  as  % 
"^^"Z"  of  GDP  (2000) 

Source.  EconomisJ  Intelligence  Ut 


What's  the  problem?  Contrary  to  the  uninformed  blather  of  most 
journalists  and  economic  "experts,"  Argentina's  government 
finances  are  hardly  in  bad  shape.  Idiotic  IMF  austerity  policies  are 
the  principal  cause  of  the  country's  difficulties. 
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FedEx.  See  the  FedEx  Service  Guide  for  terms  of  stiipplng  and  Money-BacK  Guarantee. 


a  ground  service  you  can  count  on?  Next  time,  go  FedEx  Ground.  The  nationwide  business  to 
3SS  ground  delivery  service  with  a  FedEx'Guarantee.'  Need  reliable,  affordable  ground  shipping? 

Don't  worry.  There's  a  FedEx  for  that^** 
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arUER  COMMENTS 


It  was  in  making  education  not  only  common  to  all,  but  in  some  sense  compulsory 
on  all,  that  the  destiny  of  the  free  republics  of  America  was  practically  settled. 

—JAMES  RUSSELL  LOWELL 


On  the  Run  We  have  just  witnessed  something  new  in  the 
modern  world:  the  rollback  of  Lslamic  fundamentalism.  Of 
course,  the  turning  of  the  tide  is  not  the  end  of  the  war.  This  is 
the  invasion  of  Normandy;  we  must  still  enter  Berlin.  The 
terrorists  still  have  part  of  their  infrastructure.  They  still  have 
their  sleeper  cells.  They  can  still,  if  they  acquire  weapons  of  mass 
destruction,  inflict  unimaginable  damage  and  death.  Which  is 
why  eradicating  the  other  centers  of  terrorism  is  so  urgent. 

We  can  now,  however,  carry  on  with  a  confidence  we  did  not 
have  before  Afghanistan.  The  psychological  effect  of  our  stunning 
victory  is  already  evident.  We  see  the  beginning  of  self-reflection  in 
the  Arab  press,  asking  what  Arab  jihadists  are  doing  exporting 
their  problems  to  places  like  Afghanistan  and  the  West;  wondering 
why  the  Arab  world  uniquely  has  not  developed  a  single  real 
democracy;  and  asking,  most  fundamentally,  how  a  great  religion 
like  Islam  could  have  harbored  a  malignant  strain  that  would 
rejoice  in  the  death  of  3,000  innocents.  It  is  the  kind  of  questioning 
that  Europeans  engaged  in  after  WWII  (asking  how  Fascism  and 
Nazism  could  have  been  bred  in  the  bosom  of  European  Chris- 
tianity) but  that  was  sadly  lacking  in  the  Islamic  world.  Until  now. 

— CHARLES  KRAUTHAMMER,  Time 

Too  Close  for  Comfort  For  a  decade,  critics  scoffed 

at  keeping  enough  [armed]  forces  to  fight  two  wars  at  once,  cutting 
nearly  half  our  strength  while  promoting  interventions  around  the 
world  and  promising  to  make  up  for  reductions  with  more  capa- 
ble equipment.  But  even  the  best  equipment  can't  be  in  two  places 
at  one  time.  Today  we  are  conducting  combat  operations  in 


Afghanistan  and  Iraq,  enforcing  the  peace  in  Bosnia  and  Kosc 
keeping  the  peace  in  the  Sinai,  fulfilling  promises  and  treaty  C( 
mitments  with  troops  for  Japan,  Korea,  Taiwan,  the  Philipp 
and  Europe,  and  supporting  the  drug  war  in  Colombia  and  oft 
own  coasts.  Additionally,  the  Navy  and  Marines  continue  tl 
deployment  cycles.  Our  main  combat  reserves,  the  Nati( 
Guard,  have  been  alerted  for  homeland  defense,  and  many  of 
fighter  aircraft  are  patrolling  our  own  skies.  And  the  terrorist  th 
may  soon  demand  major  combat  action  somewhere  else.  Wt 
not  have  enough  resources  to  cash  all  the  checks  we  have  wril 
since  we  began  paying  ourselves  a  "Peace  Dividend."  The  worl 
too  big.  Our  numbers  are  too  small.  We  are  cutting  it  too  close 

— DAVID  MCIN  TYRE,  former  de 
National  War  College,  Washington  Ti, 

Bloodsuckers  Most  Americans,  because  taxes  are 
complicated  and  often  hidden,  have  no  idea  how  much  mo 
they  fork  over.  New  York  State  comes  close  to  literally  suck 
your  blood,  since  it  taxes  it.  Can  you  believe  this?  If  a  doctor  s 
gests  that  you  get  a  blood  test  for  the  good  of  your  health, 
state  taxes  the  test. 

— BILL  O'REILLY  The  O'Reilly  Fa 

Tried  and  True  Ecuador  replaced  the  sucre  with  the  do 
in  2000,  despite  tlie  misgivings  of  the  InternationtJ  Monetar)'  Fi 
and  many  "ex-perts."  Yet  doUarization  ended  the  currency  crisis  i 
restored  confidence  in  the  economy.  The  overnight  interbank  in 
est  rate  immediately  fell  to  20%  fi^om  200%.  (In  September  200 
averaged  2.6%.)  The  economy  is  expected  to  grow  4%  [in  2G( 
making  it  one  of  the  few  bright  spots  in  Latin  America.  The  ba; 
ing  system  has  also  been  stabilized.  In  1999  the  government  fr 
bank  deposits  and  defaulted  on  its  foreign  debt.  After  dollarizati 
a  growing  economy  and  confidence  in  the  currency  allowed 
freeing  those  deposits  and  resuming  pa^anent  on  the  debt. 

As  was  initially  the  case  in  Ecuador,  misplaced  notions 
national  prestige  seem  to  be  the  main  obstacle  to  maki 
changes  that  would  be  beneficial.  But  there  is  no  prestige  in  p 
suing  monetary  policies  that  sustain  economic  mise 
Argentina  has  ample  experience  in  trodding  the  failed  path 
conventional  policy  wisdom.  Let  us  hope  it  now  may  find 
courage  to  try  the  more  unconventional  path  blazed  by  Ecuad 

— DORA  DE  AMPUEl 
Ecuadoran  Institute  of  Political  Economy,  Wall  Street  Joun 

First  Things  First  Eighty  percent  of  success  is  showing 

— WOODY  ALLEN 
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the  EURO. 

OUR  money 


10l^9£ 


20l¥Eg 

On  1  January  300  million  Europeans  in  12  countries  woke  up  to  a  new  currency: 
the  euro.  The  euro  is  not  new:  it  has  been  used  in  electronic  transactions  and  by  banks  and 
international  businesses  since  January  1999.  Now,  following  the  launch  of  euro  banknotes  and  coins, 
everyone  living,  doing  business  or  travelling  in  any  of  the  12  countries  is  benefiting  from  dealing 
in  just  one  currency. 

There  are  seven  euro  banknote  denonninations,  which  can  be  recognised  easily  by  their  look 
and  feel:  the  larger  the  banknote,  the  higher  the  value.  There  are  also  eight  denominations  of  euro 
coins,  each  having  a  common  side  and  a  national  side.  The  common  side  shows  the  value  of  the  coin. 
The  national  side  differs  from  country  to  country. 

You  can  use  all  euro  banknotes  and  coins  m  each  of  the  participating  countries.  For  the  first  time 
in  the  history  of  Europe  12  currencies  have  made  way  for  just  one:  the  euro,  www.euro.ecb.int 
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EUROPEAN    CENTRAL  BANK 


JRRENT  EVENTS 

Paul  Johnson 


BIG  BUSINESS,  BAD;  BIG  GOVERNMENT,  GOOD? 


FEDERAL  PROSECUTION  OF  MICROSOFT  UNDER  THE  ANTI- 
laws  has  ended  in  a  compromise,  raising  issues  worth  examin- 
rhe  sheer  size  of  modern  institutions  produces  hostile  reactions 
spring  from  deep  emotional  fears.  Oddly  enough,  the  judiciary, 
osedly  detached  and  objective,  is  peculiarly  prone  to  such  fears, 
rhe  classic  statement  of  judicial  opposition  to  bigness  was 
e  by  Supreme  Court  Justice  Louis  D.  Brandeis,  with  specific  ref- 
:e  to  Standard  Oil  and  to  chain  stores.  It  mattered  not  to  Bran- 
Jiat  Standard  Oil's  economies  of  scale  had  benefited  every  fam- 
the  U.S.  by  reducing  by  about  70%  the  retail  price  of  kerosene, 
used  by  every  household.  Or  that  A&P  had  reduced  prices  over 
t  range  of  daily  products.  Or  that  Ford  had  brought  the  price  of 
itomobile  within  the  reach  of  many  families.  What  mattered 
size.  "I  have  considered,"  ruled  Brandeis,  "and  do  consider 
the  proposition  that  mere  bigness  cannot  be  an  offense 
ist  society  is  false,  because  I  believe  that  our  society,  which 
upon  democracy,  cannot  endure  under  such  conditions." 
/licrosoft  is — or  was — the  greatest  success  story  of  our  age. 
eate,  in  less  than  a  generation,  a  business  whose  value  rose 

nothing  to  more  than  the  GDP  of  a  country  the  size  of 
ey,  implies  the  production  of  goods  on  which  huge  numbers 
ople  place  a  high  value.  But  since  the  Brandeis  Doctrine  has 
ne  the  common  currency  of  federal  lawyers  and  the  Depart- 

of  Justice,  the  higher  the  value  of  the  services  performed  by 
ipany,  the  greater  the  legal  prejudice  against  that  company — 
he  higher  the  probability  of  its  being  prosecuted. 

■Correcting  Organism 

size  can  be  menacing,  and  there  is  the  real  risk  of  its  being 
d.  Standard  Oil  abused  its  power  at  times,  and  many  would 
Microsoft  did  also.  But  in  a  free  society  the  problem  of  size 
way  of  solving  itself.  Standard  Oil's  near-monopoly  was 
rapidly  eroded  by  fresh  discoveries  and  the  formation  of 
ail  companies  long  before  the  law  dug  its  teeth  in.  Ford  was 
ssfully  challenged  by  GM,  and  A&P  by  a  variety  of  competi- 
rhe  essence  of  capitalism  is  competition,  which,  on  a  level 
ig  field,  invariably  cuts  down  to  size  the  overmighty,  arrogant 
ppressive — sooner  rather  than  later.  Some  economists  argue 
short-term  monopoly  benefits  society  by  hastening  techno- 
1  development  and  raising  the  general  level  of  performance 
industry.  They  also  argue  that  in  a  free  economy,  competi- 
vill  develop,  and  that  in  the  face  of  that  competition,  no 
ipoly  lasts  long.  Industrial  history  supports  these  arguments. 
It  size  is  also  cut  down  by  the  reactions  of  miUions  of  individ- 


ual consumers  and  savers  who  collectively  determine  whether  mar- 
kets remain  buoyant  or  deflate.  Prosecuting  Microsoft  because  it  was 
so  big  seemed  to  many  to  have  a  point  as  long  as  the  high-tech  boom 
continued.  But  once  it  collapsed  and  share  prices  went  into  drastic 
decline,  all  the  excitement  disappeared  and  a  compromise  inevitably 
emerged.  Fhe  truth  is  that  capitalism  can  always  be  relied  upon  to 
deal  with  any  obstacles  to  its  long-term  growth  and  general  health.  It 
is  a  self-critical,  self-correcting  organism,  which  is  why  it  survives  all 
its  supposedly  terminal  crises.  Capitalism's  opponents,  however, 
regard  it  as  a  historical  aberration  that  can  be  reformed  out  of  exis- 
tence and  replaced  by  something  better.  They  hammer  away  with 
their  antitrust  laws  and  prosecutions,  generating  much  smoke  and 
heat  but  making  surprisingly  little  difierence  in  the  actual  progress  of 
business.  After  all,  Brandeis'  antisize  doctrine  had  been  in  existence 
50  years  before  Microsoft  was  founded,  yet  it  did  not  stop  the  almost 
miraculous  expansion  of  something  that  clearly  responded  to 
urgent  human  needs  and  expressed  dazzling  human  ingenuity. 

A  Fight  Worth  Winning 

There  is  one  phenomenon  to  which  the  antisize  doctrine  has  never 
been  applied:  the  size  of  the  state.  Those  most  in  favor  of  antitrust 
legislation  supported  federal  expansions  most  ardently,  first  under 
President  Wilson's  wartime  program,  then  FDR's  New  Deal  and  its 
successors.  If,  however,  sheer  size  is  an  absolute  evil  in  business,  why 
is  it  acceptable,  even  meritorious,  in  government?  It  is  not  as  if  busi- 
ness has  a  stronger  tendency  to  be  more  oppressive  than  govern- 
ment. A  small  business  fighting  a  giant  corporation  has  a  chance  in 
the  courts,  the  media  and  the  arena  of  pubUc  opinion,  as  well  as 
with  the  consumer.  But  a  small  business  fighting  the  Internal  Rev- 
enue Service  has  virtually  no  chance  at  all.  Throughout  the  20th 
century  it  proved  relatively  easy  to  curb  the  excesses  of  business, 
however  big,  and  to  eliminate  the  robber  barons  (if  they  ever  really 
existed),  but  reducing  the  size  of  the  state  or  even  curbing  its  fiirther 
expansion  taxed  the  ingenuity  and  energy  of  all  great  democracies. 

Yet  this  is  what  democracy  is  really  about:  equality  under  the  law. 
In  the  1640s  the  British  House  of  Commons  fought  a  civil  war  to 
subject  the  Crown  to  the  law.  The  rule  of  law  was  thus  successfully 
established.  But  in  the  1770s  the  Thirteen  Colonies,  using  the  prece- 
dent and  records  of  the  1 640s,  had  to  fight  a  comparable  battle  to 
apply  the  rule  of  law — and  equality  under  it — on  the  western  side  of 
the  Atiantic  and  so  secure  independence  in  the  face  of  an  oppressive 
Big  Government  in  London.  That  fight  continues,  and  it  won't  be 
over  until  Big  Business  and  Big  Government  are  placed  on  a  level  of 
moral  equality  and  are  equally  subject  to  the  rule  of  law.  F 


pjQI'ljgJ^  I  Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and  Ernesto  Zedillo,  former  president  of  H/iexico, 
'"'I  are  now  periodically  writing  this  column  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger.  To  see  past  Current  Events  columns,  visit  our  Weh 
site  at  www.forbes.com/currentevents. 
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IGITAL  RULES 

Rich  Karlgaard,  publisher 


2002  HANGS  ON  THESE 


UNG  THAW,  ANYONE?  WE  ALL  HOPE.  BUT  IN  THE  SPIRIT  OF 
;  can't  get  better  until  we  know  what's  wrong  with  us,"  let  us 
the  patient  out  on  the  table  and  behold  the  odd,  even  con- 
dictory  symptoms  of  malaise: 

Tie  U.S.  appears  to  be  awash  in  liquidity.  At  year's  end  its  people 
1  instimtions  held  a  record  $4.3  trillion  in  cash  and  money  market 
ds.  Yet  the  economy  is  hip  deep  in  its  worst  downturn  since  1982. 
!!apital  spending  and  investment  have  slowed  to  a  trickle,  yet 
isumer  spending  remains  oddly  robust, 
^he  Federal  Reserve  in  2001  spiked  the 
'ney  supply  by  10%.  Yet  the  dollar  has 
lained  curiously  strong  against  other 
rencies  and  practically  every  commodity. 
What  the  heck  is  going  on?  Is  our  eco- 
nic  sickness  a  result  of  contraction  or  defla- 
1?  Huge  question.  The  answer  policymakers 
ide  upon  may  determine  the  outcome  of 
2.  Experts  can  argue  the  facts  either  way — 
1  they  have.  Most  supply-siders,  such  as 
/e  Forbes,  George  Gilder,  Jude  Wanniski, 
dd  Malpass  and  Brian  Wesbury,  as  well  as  a 
exotics  such  as  Paul  Krugman,  have  made 
;case  for  deflation.  Others,  including  Milton 
•dman,  James  Grant  and  the  Bush  Admin- 
ition,  say  the  slowdown  is  owed  to  a  good, 
-fashioned  contraction  resulting  from  loose  money  and  overex- 
sion  during  the  1995-2000  champagne  years. 
The  contraction  camp — a  grumpy  lot — even  now  believes 
j  Fed  has  overreacted.  Witness:  Long-term  interest  rates,  a 
dictor  of  inflation,  have  zoomed  over  the  last  two  months. 
iThe  deflation  camp — a  cheerful  bunch,  except  for  Krug- 
'  1 — believes  the  Fed  has  underreacted.  The  money  supply  is 
too  thin.  Prime  evidence:  Gold  and  other  commodities  have 
come  off  the  floor.  Those  record  levels  of  cash  held  by 
ericans  tell  a  deflationary  tale,  too.  Americans  are  hoarding 
1,  as  they  rationally  might  be  expected  to  hoard  anything 
•1,  water,  food)  thought  to  be  in  short  supply. 
Whether  the  U.S.  economy  is  afflicted  principally  by  a  contrac- 
or  deflation  is,  literally,  a  triUion-doUar  question.  If  it's  contrac- 
,  the  economy  will  recover  on  its  own,  without  further  Fed 
rvention.  In  fact,  it  may  have  begun  to  do  so  already.  But  if  the 
^Icm  is  deflation,  as  I  suspect  it  is,  look  out.  We  are  in  for  a 
;ci  siege — for  as  long  as  it  takes  the  Fed  to  counter  the  deflation. 

ue  II:  Open  Spectrum 

personal  computer  took  America  by  surprise,  and  then  by 
in,  in  the  late  1970s.  In  1982  Time  magazine  named  the  PC 


By  leading  a  spectrum  revolution,  Michael 
Powell  could  become  the  most  famous 
FCC  chairman  in  history  and  rescue  the 
American  economy  in  one  bold  stroke. 


as  its  Man  of  the  Year.  But  by  1985  the  PC  industry  was  as  flat  as 
today's  Internet.  Oh,  it  was  still  growing,  just  as  Net  usage  in  our 
day  continues  to  grow.  But  the  frisson  had  fizzled. 

Then  came  powerful  new  computer  chips,  like  Intel's  386. 
They  made  possible  point-and-click,  desktop  engineering,  desktop 
publishing  and  all  the  rest.  By  1987  the  PC  industry  was  booming 
again.  Don't  you  wish  you  had  bought  Intel  and  Microsoft  then? 
The  Net  will  boom  again,  too.  But  it  awaits  a  catalyst,  just  as  PCs 
got  their  second  wind  15  years  ago  from  faster 
chips.  The  Net  will  get  it  by  way  of  cheap,  fast 
connections  to  homes  and  small  offices — 
blink  fast,  fast  enough  for  TV-quality  video- 
conferencing. Bring  it  on,  I  say!  Problem  is, 
who  will  bring  it?  Laying  fiber  to  the  curb  is 
hugely  expensive.  Large,  old  phone  companies 
are  hooked  to  shareholders  who  desire  only 
reliable  dividend  checks.  Scratch  them.  Litfle 
startup  telcos  are  mostiy  filling  the  graveyards 
these  days.  Big  European  telcos  toil  and  gasp 
under  mountains  of  debt  and  could  be  going 
under  next.  Cable  shows  greater  promise.  But 
then,  it  always  has.  A  talented  underachiever, 
cable  is  starting  to  look  like  the  Heisman 
Trophy  winner  who  washes  out  in  the  pros. 
The  answer  is  cheap  wireless.  But  here, 
once  more,  we  bow  to  Washington  policymakers.  The  U.S.  govern- 
ment makes  available  too  little  wireless  spectrum  for  what  could 
turn  out  to  be  tomorrow's  fastest-growing  industry:  wireless  Web 
netv\'orks.  Could  turn  out  to  be?  Look  how  fast  WiFi  has  grown 
with  its  tiny  slice.  The  Federal  Communications  Commission 
needs  to  jettison  its  outdated  view  of  spectrum  rights.  Today's  blaz- 
ing fast  chips  make  it  possible  for  messages — whether  e-mail,  voice 
or  video — to  zigzag  through  wide  swaths  of  spectrum  without 
bumping  into  anyone  else's  message.  Chip  technology  permitting 
this  miracle  gets  doubly  good  every  18  months.  Which  means  our 
FCC's  laws — ^which  treat  spectrum  as  a  sort  of  real  estate,  complete 
with  CCRs  and  fences — get  doubly  moronic  every  year  and  a  half 
The  appropriate  metaphor  for  spectrum  in  the  21st  century  is 
the  ocean,  not  real  estate.  Boats  make  one  guarantee — to  avoid  one 
another — then  the  ocean  is  pretty  much  theirs  to  use.  Similarly, 
e-mail,  voice  and  video  should  be  free  to  travel  the  entire  sweep  of 
God's  airwaves.  Only  one  law  need  apply:  Don't  interfere. 

Memo  to  Michael  Powell:  Here's  your  chance  to  become  the 
most  famous  FCC  chairman  in  history  and  rescue  the  Ameri- 
can economy  in  one  bold  stroke.  F 
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OUTFRONT 

The  Fungus  That  Ate  Sacramenti 

How  mold  grew  from  little  black  specks  into  a  fee-producing  tort,    by  mary  ellen  egan 


ALEXANDER  ROBERTSON  BUILT  A 
tidy  law  practice  in  California 
suing  contractors  and  insurance 
companies  for  construction  de- 
tects.  But  he  really  hit  the  jack- 
pot in  1995.  Clients  complained  that  some 
slimy  black  stuff  in  their  house,  commonly 
called  mold,  was  making  them  sick.  Now 
Robertson  is  raking  in  millions  in  fees  from 
mold  litigation:  He  sues  contractors  and 
insurers,  claiming  that  mold  in  his  clients' 
houses  or  apartments  is  causing  everything 
from  headaches  and  dizziness  to  neuro- 
logical damage.  His  firm  has  pending 
about  1,000  of  the  estimated  10,000  mold 
suits  piling  up. 

Line  up,  tort  lawyers.  This  could  be 
the  next  asbestos.  Yes,  there's  a  bit  of  dif- 
ference: Asbestos  fibers  are  known  to 
cause  disease  and  death.  Whether  house- 
hold mold  can  do  so  is,  to  put  it  charita- 
bly, a  matter  of  debate.  But  that  hasn't 
slowed  the  litigation  over  mold.  Explains 
Robertson,  "Juries  look  at  anecdotal  evi- 
dence. They  don't  require  100%  proof" 

Mold  is  the  visible  growth  of  any  of 
100,000  species  of  fungus.  These  organ- 
isms are  ever)'where,  indoors  and  out- 
doors. Indoors,  their  spores  can  show  up 
in  showers,  inside  walls,  on  ceilings — 
wherever  there's  plenty  of  water  and  a 
food  source  such  as  cellulose,  a  compo- 
nent of  wallboard.  There's  no  question 
mold  can  damage  property. 

There's  also  no  question  that  certain 
species  of  fungus  can  invade  the  human 
body,  sometimes  fatally.  Patients  with 
serious  fungal  diseases  tend  to  be  debili- 
tated from  other  causes  or  have  weakened 
immune  systems. 

But  can  household  mold  make  you 
sick?  This  is  where  the  legal  battle  is  being 


fought.  Enough  mold  can  provoke  an 
allergic  reaction,  such  as  watery  eyes, 
scratchy  throats  and  headaches,  among 
certain  people.  Certain  types  of  mold,  like 
aspergillus  and  stachybotrys,  contain  a 
mycotoxin  that  can  be  fatal  in  extremely 
rare  cases.  Mycotoxins  occasionally  poison 
people  who  eat  moldy  grain,  or  farmwork- 


ers in  undeveloped  countries  who  in 
extraordinary  amounts  over  long  peri 
Robertson  was  heading  to  trial  c 
construction-defect  case  in  1997  whe 
got  his  first  taste  of  mold's  legal  possi 
ties.  He  was  representing  an  unnar 
actor  and  his  wife  who  maintained 
shoddv  materials  had  allowed  mo!' 
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iw  within  the  walls  of  their  Malibu 
Tie  and  that  the  fungus  was  causing 
idaches  and  fatigue.  He  sued  the 
Tie's  buildef,  the  subcontractors  and 

insurance  company  that  sold  the 
iple  their  homeowner's  policy. 

On  the  eve  of  the  trial  the  Centers  for 
ease  Control  &  Prevention  coinciden- 
y  published  a  report  on  whether  mold 
;  responsible  for  instances  of  bleeding 
gs  in  eight  infiints  in  Cleveland.  Epi- 
niologist  Ruth  Etzel  wrote  that  the 
:  children  were  more  likely  to  live  in 
nes  with  stachybotrys  than  were  chO- 
n  from  a  control  group.  The  work 
5  reprised  in  medical  journals  and 
ckly  became  the  seminal  piece  on 
sic  mold." 

Robertson  wasted  no  time  in  using 
study  as  leverage  against  the  Malibu 
endants.  As  he  tells  it,  "Once  I  pro- 
ed  them  with  the  CDC  report  and 


but  failing  to  act  promptly  on  a  water 
damage  claim.) 

While  plaintiff  lawyers  were  salivat- 
ing over  the  numbers,  the  scientific 
underpinning  of  the  litigation  was 
crumbling.  The  CDC  recanted  its  find- 
ings from  the  Cleveland  infants'  study.  A 
new  report,  issued  in  early  2000,  said  that 
the  earlier  study  was  flawed  for  a  num- 
ber of  reasons,  including  unorthodox 
collection  techniques,  and  that  there  is 
no  proof  stachybotrys  causes  health  con- 
ditions such  as  bleeding  lungs  or  mem- 
ory loss.  It  conceded  that  mold  can  cause 
allergic  reactions  like  watery  noses. 

Robertson  is  not  dismayed.  "Mycol- 
ogists aren't  medical  doctors,"  he  retorts. 
"They  don't  understand  mold's  effect  on 
the  body."  In  any  event,  he  can  always 
argue  that  the  second  CDC  report  does 
not  rule  out  a  link  between  mold  and  ill- 
ness; it  only  says  there  is  no  proven  link. 


California  jury  awarded  $2.7  million  to  a 
mily  who  claimed  that  mold  in  their  apartment 
ve  them  headaches,  constipation  and  asthma. 


er  research,  they  realized  they  hadn't 
quately  prepared."  Although  home 
irers  don't  cover  personal  injury,  con- 
tors  and  builders  aren't  immune.  The 
libu  defendants  settled  for  $1.4  mil- 
i:  $940,000  for  construction  defects 

emotional  distress,  and  $460,000  in 

to  Robertson. 

The  lawsuit  was  widely  covered  by 
media,  and  before  long  Robertson 
inundated  with  calls  from  home- 
lers.  Mold  litigation  spread  across 
icountry.  School  districts  in  Illinois 
Ohio  were  hit  by  suits  from  stu- 
ts  claiming  health  problems.  A 
as  jury  last  lune  awarded  $32.1 
lion  to  Melinda  Ballard,  a  Dallas 
I  lie  relations  executive:  $6.2  million 
ieplace  her  family's  22-room  mold- 
•  sted  home  and  possessions;  $5 
lion  for  mental  anguish;  $12  mil- 
in  punitive  damages;  and  $8.9 
ion  for  legal  fees.  Fire  Insurance 
li.mge,  a  subsidiary  of  Farmers 
ii.mce  Group,  is  appealing.  (The 
of  the  suit  is  not  personal  injury 


Insurers  are  moving  to  protect 
themselves  by  capping  liabilities  for 
mold  removal,  especially  in  Texas, 
where  there's  a  confluence  of  high 
humidity  and  wacky  judges.  Insurers 
estimate  they  paid  out  $670  million  for 
mold-related  property  damage  in  Texas 
in  2001,  more  than  double  the  total  in 
1999.  Mold  itself  (unlike  water  damage) 
is  not  a  covered  event  on  a  typical 
homeowner  policy,  but  it  can  seep  into 
water  damage  claims. 

If  the  insurance  industry  escapes, 
the  lawyers  will  find  other  deep  pockets, 
just  as  they  did  for  asbestos.  In  Novem- 
ber a  Sacramento,  Calif,  jury  awarded 
$2.7  million  to  a  family  claiming  mold 
in  their  apartment  gave  them 
headaches,  constipation  and  asthma. 
The  defendant  was  their  landlord,  who 
unsuccessfully  argued  the  family's  cats 
were  responsible. 

There  are  a  lot  of  buildings  in  the 
U.S.  and  a  lot  of  building  owners  who 
can  be  picked  clean.  Expect  more 
litigation.  F 


Asylum  for 
The  Insane 

The  mental  health  lobby  won 
laws  to  prevent  discrimination 
against  psychiatric  coverage. 
The  laws  are  backfiring. 

BY  IRA  CARNAHAN 

IN  A  LAWSUIT  FILED  IN  OCTOBER  2000 
Minnesota's  attorney  general  detailed  a 
half  dozen  cases  in  which  he  said 
Behavioral  Health  Services,  the  managed 
mental  health  care  subsidiary  of  Blue 
Cross  &  Blue  Shield  of  Minnesota, 
denied  coverage  for  people  who  were 
desperately  ill.  There  was  B.A.,  a 
depressed  13-year-old  threatening  to  kill 
himself.  Behavioral  Health  refused  to 
approve  much  of  the  treatment  his  doc- 
tors recommended.  There  was  A.W.,  an 
87-pound  anorexic,  who  committed  sui- 
cide four  months  after  Behavioral  Health 
refused  to  cover  her  mental-hospital  stay. 

Blue  Cross  settled 
the  suit,  without 
admitting  wrongdo- 
ing, by  paying  $8.2 
million  and  agreeing 
to  lighten  up  on  its 
nay-saying. 

Another  victory 
for  good  health 
against  the  evil 
forces  of  cost-cutting?  Alas,  the  matter  of 
including  mental  illness  in  health  insur- 
ance, and  finding  someone  to  foot  the 
bill,  is  not  so  simple.  What  was  at  work 
in  Minnesota  is  a  dramatic  illustration  of 
the  law  of  unintended  consequences. 

The  story  begins  with  the  spread  of 
"mental  health  parity"  laws,  which  are 
on  the  books — with  varying  amounts  of 
teeth  and  specificity — of  34  states  and 
the  federal  government.  Under  these 
laws  it's  commonly  illegal  for  an 
employer  who  offers  coverage  for  med- 
ical conditions  like  appendicitis  to  offer 
less  coverage  for  mental  problems. 

Under  the  federal  law,  for  example, 
lifetime  caps  on  coverage  must  be  the 
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1n  every  example  in  which  parity 
has  been  put  into  place, 
management  has  followed."  

same.  Sounds  eminently  fair,  especially  for  serious  mental  illness 
of  the  sort  Minnesota  cited  in  its  suit.  There's  a  little  problem 
with  mental  health  costs,  however.  They  have  a  way  of  being 
open-ended.  Someone  filing  a  claim  for  an  appendectomy  can- 
not return  the  next  year  with  another  appendectomy.  Not  so  for 
someone  visiting  a  therapist.  People  use  four  times  as  many 
outpatient  mental  health  services  when  an  insurer  picks  up  the 
tab  as  they  do  when  they  pay  thiemselves,  according  to  a  study  in 
the  Journal  of  Health  Economics. 

Fearing  an  explosion  of  costs,  employers  came  up  with 
chintzy  ways  of  complying  with  parity  laws.  The  federal  law  does 
not  prohibit  insurance  plans  that  demand  larger  co-payments 
for  psychiatrists'  bills  than  for  surgeons'  bills.  Where  state  laws 
don't  get  in  the  way,  plans  often  make  just  such  a  distinction. 


And  when  the  state  has  a  tough  parity  law?  Then  emploj 
come  up  with  a  more  draconian  response:  managed  care.  Tl 
may  offer  mental  health  coverage  through  a  health  mainten 
organization  that  makes  treatment  unpleasant  or  hard  to  gel 
Or  they  put  in  tough  "utilization  review."  That  means  faceU 
bureaucrats  second-guessing  treatment  decisions.  It's  not 
uncommon  for  a  health  insurance  plan  to  assign  mental  cla 
to  a  separate,  and  nastier,  review  process  than  the  one  it  use: 
other  claims. 

Since  the  mid-1990s,  when  tough  state  parity  laws  starte 
taking  effect,  enrolment  in  managed  mental  health  plans  ha; 
doubled  to  140  million.  Parity  laws  aren't  the  only  force  beh 
this  growth,  but  experts  say  they're  key.  "In  every  example  ir 
which  parity  has  been  put  into  place,  management  has 
followed,"  the  National  Advisory  Mental  Health  Council 
concludes. 

Parity  laws  were  supposed  to  loft  psychiatric  treatment  c 
an  equal  plane  with  medical  treatment.  Instead,  over  the  pa; 
decade,  mental  health  spending,  as  a  share  of  total  health  sp 
ing,  has  dropped.  The  parity  laws  have  evidently  backfired. 


Firestorm 

Flaming  microwaves  on  top  of 
combustible  dishwashers.  Keep 
an  eye  on  Whirlpool's  earnings. 

BY  MARK  TATGE 

IS  THE  WORLD'S  LARGEST  MAKER  OF 
kitchen  appliances  short-circuiting? 
Last  year  Whirlpool  Corp.  had  to  set 
aside  $300  million  to  fix  yet  another 
major  safety  problem — and  this  was  a 
company  that  eked  out  a  net  last  year  of 
maybe  $370  million.  Its  microwave  ovens, 
made  in  China  and  sold  between  January 
1998  and  September  2001,  occasionally 
burst  into  flames.  In  October  the  Benton 
Harbor,  Mich.-based  company  recalled  1.8 
million  units.  This  on  top  of  fires  in  its 
dishwashers  (FORBES,  Dec.  11,  2000). 

Bum  appliances  are  just  a  sliver  of 
Whirlpool's  troubles.  The  latest  restruc- 
turing charge  is  the  seventh  in  ten  years, 
for  a  total  of  $1  billion.  Look  behind  the 
writeoffs,  and  you  find  that  Whirlpool's 
profits  derive  less  and  less  from  core  op- 
erations than  from  lower  tax  bills  and 
nonrecurring  gains. 

Last  year's  pretax  profits  include  one- 
time hedging  gains  of  $209  million,  $37 
million  from  export  incentives  from 


Brazil  and  around  $60  million  in  higher- 
than-expected  returns  on  its  pension 
plan.  Strip  out  the  nonoperating  items, 
says  Nicholas  Heymann,  an  analyst  with 
Prudential  Financial,  and  Whirlpool's 
$5.45  in  estimated  2001  earnings  per 
share  drops  to  about  $3. 

This  may  explain  a  seeming  paradox. 
While  WTiirlpool's  revenues  have  barely 
budged  from  $10.3  billion  since  1998— the 
appliance  business  stinks  in  the  U.S.  and 
Europe — its  net  earnings  have 
risen  an  average  6%  com 
pounded  annually.  "Nick 
has  a  point  of  view,"  says 
Whirlpool  spokesman 
Thomas  Kline,  "but  it's 
certainly  not  a  view  that 
would  represent  most  of 
the  analysts  that  cover  us." 

Heymann  suspects  more 
burnmg  plastic  may  hit  the  fan 
once  the  microwave  mess  gets  sorted 
out.  "The  [$300  million  hit]  seems  awfially 
large  for  only  seven  units  going  bad.  They 
must  have  done  some  initial  tests  and  fig- 
ured that  based  on  what  they  found  all 
hell  was  going  to  break  loose,"  he  says. 
Sold  under  the  Kenmore,  KitchenAid  and 
Whirlpool  names,  the  models  have  a 
design  flaw  that  allows  grease  to  accumu- 
late on  a  cover-plate  shielding  the  unit's 
wave  guide,  which  distributes  heat-gen- 


erating microwave  energy  inside  the 
cavity.  Of  the  seven  fires,  two  caused  c 
age  in  excess  of  $50,000.  AmazingI 
one  has  yet  sued. 

The  U.S.  Consumer  Product  Si 
Commission  is  conducting  a  routin 
vestigation  into  whether  Whirlpool  i 
fied  it  of  the  problem  in  a  timely  fasl 
If  it  didn't,  the  company  could  face 
penalties.  U.S.  CPSC  spokesman  Ken 
Giles  says  the  recall  has  been  marrt 
snafus:  trouble  with  Whirlp 
toll-free  number  (800- 
8897);  incorrect  or  inc 
plete  information  g 
to  customers;  an  ins 
cient  number  of  re 
kits.  WTiirlpool  pron 
to  make  house  calls  t 
the  problem.  Meant 
it's  asked  consumers  to 
plug  their  microwaves  and 
offered  up  to  $100  for  the  purcha 
a  countertop  model  until  the  repair 
arrives.  Whirlpool  has  moved  "witf 
greatest  speed  possible,"  says  spokes 
Christopher  Wyse. 

A  bigger  meltdown  may  yet  cc 
With  a  recession  in  the  U.S.  and  curr 
devaluations  abroad,  does  Whirlpool 
deserve  a  recent  trailing  P/E  of  13?  1 
mann  thinks  its  shares  should  be  tradii 
$30,  not  the  recent  $73. 
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It's  an  environmental 
movement  all  by  itself. 

How  many  cars  does  it  take  to  change  the  world?  )ust  one, 
perhaps.  Especially  if  its  the  Insight  from  Honda,  Americas  first 
gasoline -electric  hybrid  automobile. 

Nothing  short  of  an  engineering  breakthrough,  the  Insiglit 
achieves  a  terrific  68  miles  per  gallon  on  the  highway  61  miles 
per  gallon  in  the  city  and  an  astounding  700 -mile  range  on 
one  tank  of  fuel!  How?  By  combining  an  efficient  three-c>iinder 
gasoline  engine  with  an  electric  motor  powered  by  nickel-metal 
hydride  batteries  that  never  need  to  be  plugged  in.  Then  add 
a  world-class  aerodynamic  design,  and  an  extremely  lightweight 
body  and  you  have  the  ultra-low- emission'  Insight. 

Its  the  culmination  of  years  of  research  and  development 
into  lighter,  cleaner,  more  efficient  automobiles,  in  other  words, 
technology  with  a  conscience.  Then  again,  what  else  would  you 
expect  from  a  car  powered  by  Honda? 

HONDA. 

The  power  of  dreams: 


figures  based  on  EPA  estimates  for  Insight  with  manual  transmission.  Actual  mileage  may  vary.  Range  based  on  EPA  highway  mileage  tCalifornia  Air  Resources  Board  ULEV  certified 
California  and  some  Northeastern  states.  LEV  certified  in  rest  of  country  ©2001  American  Honda  Motor  Co..  Inc.  honda.com 


WHEN  HE  ARRIVED  IN  HOLLYWOOD  IN  THE  EARLY 
1980s,  Marshall  Field's  department  store  heir 
Frederick  (Ted)  Field,  now  49,  learned  a  valuable 
lesson  from  the  natives:  Use  other  peoples' 
money.  He  took  the  advice  to  heart.  Despite  the 
fact  that  he  showed  up  with  part  of  a  $200  million  inheritance, 
Field  still  made  sure  to  leverage  cash  from  the  big  studios  and 
record  labels  for  his  various  projects. 

Among  them:  Interscope  Records,  the  hugely  successful 
home  to  such  controversial  acts  as  Snoop  Doggy  Dogg,  Marilyn 
Manson,  Eminem  and  the  late  Tupac  Shakur.  After  financing 
many  of  the  company's  projects  with  Time  Warner's  money  and 
getting  the  big  media  outfit  in  hot  water  with  Congress,  Field 
sold  Interscope  to  Universal  for  $330  million. 

"Ted's  really  talented — and  lucky,"  says  lames  (Jimmy) 
lovine.  Field's  former  partner  at  Interscope  and  now  chairman 
of  the  Interscope  Geffen  A&M  division  at  Vivendi's  Universal 
Music  Group. 

True  to  form,  Field  is  still  using  other  peoples'  money.  Two 
months  after  resigning  last  February  as  cochairman  (with 
lovine)  of  the  Universal  unit,  he  popped  up  as  chief  executive  of 
ArtistDirect.  Founded  by  two  booking  agents  in  1996  as  a  way  to 
flog  concert  merchandise  online,  the  little  $22  million  (rev- 
enues) company  has  bled  $171  million  since  its  founding  and 
seen  its  stock  collapse  to  a  recent  $10  from  a  high  of  $94. 

But  while  the  shareholders  are  underwater.  Field  has  taken 
care  of  himself.  The  company  has  agreed  to  spend  as  much  as 
$50  million  over  the  next  five  years  on  a  new  record  label  for 
Field,  even  though  he  didn't  have  a  single  band  signed  at  the 


time  of  the  deal.  Such  is  Field's  reputation  t 
the  generous  bankroll,  and  the  agreement  by 
company  to  swallow  100%  of  the  losses  in  Fie 
label,  were  met  with  nary  a  peep  of  protest. 

"We  believe  the  value  we're  creating  in 
label  will  far  exceed  our  cash,"  says  Field, 
mangled  left  hand  swathed  in  a  trademark 
bandage,  the  result  of  a  car  racing  acciden 
1975.  (He  relaxes  these  days  with  games  of  In 
net  speed  chess.)  "I'm  really  driven.  The  gi 
thing  is  I  don't  have  a  wife  anymore  to  tell  mi 
take  a  vacation." 

Field  also  has  something  to  prove.  Unl 
other  heirs  to  great  fortunes,  Field  carries  a  c 
on  his  shoulder  about  his  inheritance  and  • 
pleased  to  see  the  word  removed  from  his  Foj- 
400  listing,  which  pegged  his  net  worth  at  5 
billion  last  year.  "I've  worked  very  hard  to 
away  from  the  impression  that  I'm  a  dilettani 
But  even  after  the  success  of  Interscope,  F: 
still  had  a  reputation  that  he  was  just  the  mo 
man  while  lovine  was  the  musical  genius.  At  1« 
according  to  lovine,  Field  had  plenty  to  do  \^ 
the  music  at  Interscope,  regularly  hitting  the  c 
scene  to  scout  new  talent.  "One  night  Ted  cai 
my  house  from  New  York.  It  must  have  been 
the  morning  there,"  lovine  says.  "He  woke  my  wife  and  s; 
'Just  remember  one  word — -Helmet.'" 

Field's  first  big  roll  of  the  dice  for  shareholders  is  on  C 
tom,  the  nom  de  plume  of  Duane  Levold,  a  6-foot-8  Canad 
who  was  the  subject  of  a  noisy  bidding  war  last  summer  beUv 
Field  and  DreamWorks.  Field  sealed  the  deal  at  the  hip  P 

nightclub  in  New  York  1 
August  at  2:30  a.m.  At 
time  Field  had  no  la 
employees  and  no  distril 
tion  deal,  and  Custom 
manded  that  he  be  on 
radio  in  September.  The  c 
cost  Field  at  least  $1  millic 
Custom  is  no  less  cont 
versial  than  Field's  earl 
acts.  Custom's  latest  hit  sc 
is  an  obnoxious  ditty  aboi 
punk  surfer  kid  sassing 
dad  of  the  girl  he's  dating.  The  song  was  so  provocative  t 
Field  decided  not  to  promote  it  right  after  Sept.  11. 

ArtistDirect's  shareholders  don't  seem  to  mind  the  trai 
talking  as  long  as  Field  restores  their  investment.  "I'm  impres; 
with  the  bands  they've  found,"  says  Clint  Coghill  of  hedge  fu 
Coghill  Capital  Management,  which  owns  180,000  shares 
ArtistDirect.  But  Field  is  prouder  of  a  call  from  half-brotl 
Marshall  Field  V,  with  whom  he's  had  an  occasionally  fro 
relationship.  He  wanted  to  buy  some  stock.  "That  probal 
meant  more  to  me  than  any  compliment  I've  gotten." 


Punk  rocker:  Field  is  hoping 
Custom  will  be  his  next  big  thing. 
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GLOBAL  POWER 

[ANOTHER  REASON  PSEG  HAS  WALL  STREET'S  ATTENTION] 
When  developing  power  plants  outside  the  U.S.,  you  must  have  a  strategy. 
One  that  carefully  weighs  the  risks  and  rewards.  Ours  is  a  proven,  disciplined 
approach.  The  product  of  a  decade  of  global  experience-from  Chile  to  China. 
We  carefully  analyze  the  economic,  social,  political  and  regulatory  landscape 
before  making  a  decision.  Our  goal  is  to  continue  to  successfully  build 
and  operate  generation  and  distribution  facilities  in  emerging,  deregulated 
growth  markets.  And  to  have  an  impact  on  the  local  economy  that  can  only 
be  described  as,  well,  powerful. 

We  make  things  loork  for  you. 


PSEG 


nilXf  RUNT 


War  and  recession  are  wreaking  havoc, 
and  lasting  change,  on  the  beef  industry. 

BY  BRANDON  COPPLE 

CALL  IT  A  THUNDEROUS  RETREAT 
in  a  climate  of  panic.  First  came 
an  outbreak  of  mad  cow  disease 
on  Sept.  10  on  a  farm  east  of 
Tokyo.  That  put  a  freeze  on  beef 
demand  in  Japan,  the  largest  importer  of 
U.S.  red  meat.  The  next  day  came  the  ter- 
rorist attacks. 

Since  then  business 
travelers  and  cautious 
consumers  have  shied 
away  from  the  high-end 
"white  tablecloth"  restau- 
rants where  rib  eyes  rule. 
Fourth-quarter  sales  at 
Morton's  Restaurant 
Group,  owner  of  67  steak- 
houses  nationwide,  were 
off  16%  from  2000.  IBP, 
the  largest  beef  packer, 
was  forced  to  shut  down 
two  plants  for  a  day  in  early  December. 

Cattle  feeders  have  been  on  a  wild 
ride.  Live  cattle  prices  were  trading  for  as 
much  as  83  cents  a  pound  last  spring — 
an  8-year  high — but  have  lost  nearly  a 
quarter  of  their  value  since.  They're  now 
hovering  close  to  a  ten-year  low  of  61 
cents  a  pound. 

Worse,  feeders  had  set  themselves  up 
for  disaster  by  overstocking  through  the 
summer.  With  grain  prices  low  and 
drought  conditions  limiting  pastureland, 


Where's  the  Beef? 


Total  restau 
rant  business  lost  in  the 
month  of  September. 

Drop  in  beef 
demand  since  Sept.  11. 

The 

number  of  pounds  per  \ 
month  in  beef  exports  to 
Japan  lost  after  Sept.  10. 

Source;  HedgersEdge.com.  | 


the  number  of  cattle  on  feed 
nationwide  grew  to  10  mil- 
lion— an  alltime  high.  Ever 
since,  feeders  have  exacerbated 
the  supply  problem,  hanging 
on  to  animals  longer,  praying 
for  a  price  recovery.  Those  cat- 
tle came  through  the  mild 
autumn  weighing  45  pounds 
more  than  the  normal  787 
pounds,  adding  to  the  over- 
supply. 

The  beef  business  has 
never  been  so  out  of  joint. 
Suppliers  are  losing  money 
fast.  With  live  cattle  at  a 
recent  63  cents  a  pound,  feed- 
ers are  losing  around  $100  a 
head.  All  told,  the  feeding 
industry  has  probably  lost  $3 
billion  since  August,  accord- 
ing to  Stephen  Kay,  publisher 
of  Cattle  Buyers  Weekly. 

With  no  recovery  expected  until 
midyear,  there's  bound  to  be  attrition. 
There  are  40,000  cattle  feeders,  the  biggest 
30  of  whom  produce  40%  of  fed  cattle.  By 
this  Christmas  those  30  could  have  45% 
of  the  business. 

As  the  industry  con- 
solidates, it  should  also 
become  more  integrated. 
The  smartest  feeders,  the 
ones  who'll  survive,  are 
already  working  with 
packers  to  breed  and  feed 
premium  cuts  of  beef,  sold 
at  agreed-upon  prices 
determined  on  a  grid  that 
uses  the  cash  market  to  set 
a  base  price. 

That  kind  of  collabo- 
ration  is  common  in  the 
chicken  industry,  where  Don  Tyson  and 
Frank  Perdue  figured  out  years  ago  that 
putting  a  consistent,  tasty  bird  in  stores 
would  pay  off  all  along  the  meat  chain. 

Beef  production  will  never  be  as  ver- 
tically integrated  as  chicken — no  packer 
wants  his  capital  tied  up  in  sprawling 
ranches  and  feedlots.  But  it's  high  time 
cattlemen  squeezed  some  poultry-style 
quality  control  and  efficiency  out  of  their 
business.  Facing  extinction,  they  just 
might.  F 


Devil's  Pact 

A  once-popular  form  of 
financing  has  hotel  owner; 
tied  up  in  knots. 

BY  RISHAWN  BIDDLE 

AS  IF  THE  HOTEL  INDUS 
doesn't  have  enough  headac 
after  Sept.  11,  add  commer 
mortgage-backed  securities  to  the 
The  financing  du  jour  during 
1990s,  CMBS  loans  raised  some  $23 
lion  for  hotels  since  1993,  accouni 
for  at  least  a  third  of  the  long-te 
debt  on  hotels.  "At  the  time,  it  was 
best  money  available,"  says  Mark  E 
den,  chief  executive  of  Modesto,  C 
hotel  ovraer  Rim  Corp. 

But  just  when  the  industry  ne 
to  reshuffle  assets  and  spruce  up  pr 
erties,  borrowers  are  painfully  disc 
ering  that  the  bonds  are  a  ball  : 
chain.  The  tax  savings  that  make  CI 
paper  attractive  to  investors  are  a 
what  handcuff  the  borrowers,  v 
can't  sell  laggards  or  even  bull! 
swimming  pool  without  triggerir 
huge  tax  bill  for  the  investors. 

"Would  I  do  another  CMBS  d' 
Not  on  my  life,"  grumbles  La 
Shaner  of  Shaner  Hotel  Group,  a  S 
College,  Pa.  hotel  owner  who  finan 
28  properties  with  $112  millior 
CMBS  loans.  "My  investors  would 
me.  The  terms  are  inflexible,  and  • 


Heartbreak  hotel:  a  Shilo  Inn  hotel  in 
Yuma,  Ariz,  financed  with  CMBS  papc 
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INTEGRATED  CRMs 


Putting  your  customer  on  a  pedestal  is  a  nice  concept.  Putting  your 
customer  at  the  center  ot  your  entire  operation  is  a  breakthrough.  And 
at  the  center  of  it  all  is  mySAP'"  CRM.  The  first  and  only  CRM  solution 
that  mtegrates  seamlessly  in  real  time  with  all  of  your  existing  business 
processes  —  from  inventory  control  to  data  warehousing  to  marketing 
to  product  development  to  finance  to... well,  you  decide.  It  all  leads  to 
increased  customer  value  and  back-end  efficiency.  But  then,  we  said  this 
was  radical,  diiln't  we?  Visit  sap.com  (or  details. 

THE  BEST-RUN  E-BUSINESSES  RUN  SAP 


nUXFRONT 


can't  get  out  without  a  lot  of  pain." 

Mark  Hemstreet,  founder  and  owner 
of  the  45  hotel  Shilo  Inns  chain,  refi- 
nanced 27  iiolcis  with  $160  million  in 
CM  lis  paper.  Never  again.  "I've  dealt  with 
lenders  for  30,  35  years,  but  never  had  to 
deal  with  a  situation  lil<e  this." 

Even  hardball  investor  Leon  Black 
isn't  spared  the  misery.  Among  his  invest- 
ments is  a  partnership  that  owns  50  Fair- 
field Inns  encumbered  by  a  $165  million 
CMBS  deal  arranged  by  Nomura  Securi- 
ties' real  estate  financing  division. 

"Everybody  sold  their  souls  to  the 
devil  to  get  these  loans.  Now  they're  pay- 
ing the  price,"  says  Peter  Braverman,  ex- 
ecutive vice  president  of  the  Black-con- 
trolled Winthrop  Financial  Associates.  "It's 
not  like  we  put  blindfolds  over  their  eyes," 
retorts  Daniel  Abrams,  a  former  Nomura 
executive.  "They  love  the  loans  when  they 
can  get  them  and  hate  them  when  they 
have  to  pay.  That's  typical  of  the  breed." 


"Everybody  sold  their  souls  to  the  devil  to  get 
these  loans.  Now  they're  paying  the  price." 


Like  other  asset-backed  securities, 
CMBS  loans  are  packaged  and  peddled  by 
Wall  Street  to  institutional  investors.  What 
makes  CMBS  paper  appealing  is  the 
passthrough  tax  status  of  *bt  entity  that 
manages  the  loans,  known  as  a  real  estate 
mortgage  investment  conduit."  The  REMIC 
passively  collects  interest  from  the  hotel 
owner  and  immediately  passes  it  through 
to  CMBS  holders.  Should  die  REMIC  take  an 
active  role  by  refinancing  or  improving 
properties,  it  will  look  to  the  tax  coOector 
like  any  other  corporation  and  will  owe 
35%  tax  on  its  income.  Any  "significant" 
improvements,  refinancing  or  sale  of  the 
properties  could  violate  the  terms  of  the 
conduit  and  jeopardize  the  tax  status,  says 
James  Butler  Jr.,  a  Los  Angeles  lawyer  who 
has  done  CMBS  financings. 


The  result  is  purgatory  for  the 
rower.  When  Mark  Burden's  Rim  C 
and  his  largest  outside  sharehol 
Lehman  Brothers,  couldn't  find  a  bar 
lend  them  money  in  1998,  Non 
helped  arrange  $32  million  in  CMBS  d 

Some  deal.  Rim  recently  spent  c 
months  and  $2  million  in  forgone 
enues,  appraisals  and  legal  fees  to  get 
mission  to  sell  two  Best  Westerns  use 
secure  one  of  the  loans  and  replace  t 
with  an  equally  valuable  property.  A 
arate  sale  of  a  Days  Inn  franchise  sad 
with  a  $3  million  CMBS  loan  fell  thrt 
when  the  servicer  overseeing  the 
refused  to  transfer  the  loan  to  the  bu' 

"We  patted  ourselves  on  the  bacl 
doing  the  deals.  Now  we're  kicking 
selves,"  says  Burden. 


Californians  Screamin' 

So  what  if  they're  3,000  miles  from  Ground 
Zero?  Terrorism  has  sent  southern  Californians 
running  for  the  shrink  by  kiri  blakeley 

NOT  ALL  BUSINESSES  HAVE  TAKEN  A 
dive  since  Sept.  1 1.  For  companies 
that  counsel  employees  through 
emotional  hurdles,  business  has  been 
booming.  According  to  Employee 
Resource  Systems  in  Chicago,  employees 
seeking  help  rose  40%  in  September. 

Armed  with  a  master's  in  social  work, 
Morris  Shechtman  specializes  in  "human 
capital  development,"  a  term  the  L.A.- 
based  counselor  uses  to  describe  his  brand 
of  therapy.  In  the  month  after  the  attack  Shechtman 
picked  up  seven  new  clients,  a  number  that  would 
normally  take  six  months  to  gather. 

Even  his  regular  clientele,  including  such  compa- 
nies as  Northwestern  Mutual  Life,  requested  additional  counsel- 
ing sessions  to  deal  with  the  roiling  emotions  brought  on  by 
Sept.  11.  For  Shechtman,  who  charges  anywhere  from  $10,000 
to  $15,000  a  day,  that  could  mean  an  extra  $1  million  in  revenue 
in  the  three  months  following  the  tragedy. 

A  nice  boost,  especially  since  some  60%  of  the  new  business 
has  come  ft-om  southern  Californians,  most  of  whom  only  expe- 
rienced the  tragedy  through  television.  "I  think  a  lot  of  financial 


people  in  New  York  have  an  attitude  of  toughing  it  out  and 
getting  through  it,"  says  Shechtman.  Not  Angelenos.  "L.A. 
this  stereotype  of  being  the  land  of  fruits  and  nuts,"  says  She 
man,  not  referring  to  popular  foods.  "But  they  have  some  li 
imate  concerns;  L.A.  is  a  huge  target  [for  terrorists]." 

Rodney  Whitson,  chief  operating  officer  of  San  Diego-b 
Townsend  Agency,  a  technology  marke 
agency,  called  Shechtman  after  notici 
near-25%  drop  in  employee  producti 
While  some  employees  were  devastatt 
learn  that  friends  or  acquaintances 
been  attack  victims,  almost  e\ 
I    ^^0""  W  one  was  upset  that  a  long-plani 

for  Sept.  1 1  trade  show  had  1: 
interrupted.  "People  had  woi 
so  hard  for  the  show,  and  to  ha 
overshadowed  like  that  ...  pe 
were  deeply  grieved  and  angry,"' 
Whitson. 

Other  clients  are  just  scared.  Shechtman  cc 
sels  businesspeople  who  fear  traveling  and  many 
don't  want  to  set  foot  in  a  tall  building.  Shechtman  ad\ 
one  Chicago  salesman,  who  panicked  each  time  he  entered 
Sears  Tower,  to  start  off  meetings  by  admitting  his  fears.  "I've 
some  real  anxiet)'  about  being  here,  how  about  you  folks?"  \> 
suggested  opener.  For  those  with  airplane  phobia,  Shechti 
recommends  sitting  close  to  the  cockpit,  in  order  to  inter 
would-be  hijackers. 

One  can  only  imagine  what  the  prescription  is  for  pc 
afraid  of  being  hijacked  by  counselors  charging  $15,000  a  da 
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Do  we  have  the  best  safety  record  because  we  have  the  best  pilots? 


Or  is  it  the  other  way  around? 


Either  way,  the  facts  are  clear.  We  own  the  best 

safety  record  in  the  fractional  jet  ownership  industry. 
In  the  twenty  years  since  our  inception,  our  flight 
crews  have  accumulated  over  450,000  accident- 
free  flight  hours.  I'm  Kenn  Ricci,  the  CEO  of 

Flight  Options.  As  a  pilot  myself,  I  knov^^  that 

nothing  contributes  more  to  your  overall  safety 

than  who's  sitting  in  the  cockpit.  So  we  recruit — 
and  retain — the  very  best  people  in  the  industry. 
^^'^^  They  enjoy  the  highest  pay  rate  because  as 

^/^  ^1^^^  '" "      "  n'l^r'-ii^a      the  best,  they  can  command  it.  We  also  have  the 

lowest  pilot  turnover  ratio,  something  of  which 
we  are  very  proud.  But  it  isn't  just  the  money 
that  keeps  them  flying.  It's  our  very  unique 
culture.  I  look  at  every  decision  partly  as  a  pilot 
would.  So,  for  instance,  our  Captains  only  fly  one 
plane — theirs.  We  call  this  Dedicated  Crewing,  and 
it's  the  way  the  military  does  it.  One  person,  one  plane. 
It's  better  and  it's  safer.  Nobody  else  does  this  because 
it's  more  difficult  and  more  expensive.  Maybe  that's 
the  difference  between  having  a  pilot  run  a  fractional 
jet  company  and  having  a  financier  run  one. 


Kenn  Ricci,  CEO 


For  a  confidential  consultation  and  customized  proposal,  please  call  toll-free  at  1-877-703-2348  or  visit  us  online  at  www.fliglitt)ptions-Com. 
tional  aircraft  shares  are  available  in  the  Citationjet,  Beechjet  400A,  Citation  V,  Citation  III,  Hawker  800,  Falcon  50,  Challenger  601  and  Gulfstream  IV. 
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SPECIAL  FEATURE 


"PARENTS  LEFT  FOR  THE  DAY" 


From  a  Web  address  once  representing  the  city  of  Eugene,  Ore. 


alty  income  is  untaxed.  Clever  Pr 
waterhouseCoopers  concocted 
scheme.  A  desperate  Kmart  app 
again.  — Janet  Novack  and  W.l 

Easier  to  Peddle  War 

A  U.S.  Chamber  of  Commerce  p 
release,  hailing  the  weakening  » 
law  that  made  the  Defense  Dep 
ment  shut  out  the  private  sector 
give  no-bid  contracts  for  cert 
goods   made  by  federal  pri 
inmates,  said  ominously  that 
monopoly  covered  more  than 
"war  products."  As  it  turns  out,  tH 
martial  products  include  25  type 
shirts,  12  kinds  of  pants,  10  varie 
of  trunks  and  undershirts,  5  diffei 
towels  or  terry  cloths  and  1  maki 


"general  purpose  smock." 

How  to  Generate  Web  Traffic   Please  Don't  Read  This  Ad  Literally 


Some  organizations  that  inadvertently  let  their  Internet  domain 
names  lapse  have  found  their  registrations  grabbed,  at  least  tem- 
porarily, by  outfits  peddling  pornography.  Web  filtering  firm 
N2H2  says  this  has  happened  to  Web  addresses  once  owned  by 
Ballet  Theater  of  Annapolis,  Ohio  State  Senate,  the  city  of 
Eugene,  Ore.,  Home  Education  Magazine,  Music  Education 
Directory,  Nebraska  Department  of  Education  and  Interna- 
tional Lutheran  Women's  Missionary  League.  — Kiri  Blakeley 

Attention  Kmart  Forum  Shoppers 

A  New  Mexico  appeals  court  says  Kmart  can't  transfer  certain 
trademarks — such  as  "Blue  Light  Special,"  "At  Home  With 
Martha  Stewart"  and  even  its  own  name — to  a  newly  created 
Michigan  unit  and  then  subtract  "royalty"  fees  from  its  taxable 
New  Mexico  income.  Curious  feature  of  Michigan  tax  law:  Roy- 


The  big  Wenceslas  Square  building  in  Prague  housing  Ra 
Free  Europe/Radio  Liberty,  the  international  broadcasting  o{ 
ation  funded  by  the  U.S.  Congress,  is  guarded  against  terroit 
by  Czech  Republic  tanks.  One  side  of  the  structure  sports  a  hi 
new  billboard  ad,  placed  by  a  prepaid  cell  phone  service,  dep 
ing  partying  couples.  The  dominant  slogan,  in  Czech:  "It's  Ti 
for  Another  Blast."  — Tomas  Kell 

Horsing  Around  in  the  Snow 

Here  are  some  items  that  federal  taxpayers  are  funding  at  r 
month's  Winter  Olympic  Games  in  Salt  Lake  City:  $55,00( 
"assess  and  resolve  racial  tension  associated  with  protc! 
$73,000  to  "detect  and  locate  sources  of  radio  transmissi^ 
interfering  with  Olympic  operations"  and  $70,000  for  adopt 
of  the  official  Olympic  horse.  — 2 


A  Poll 


Sadly,  there  seems  to  be 

NAME 

John  M.  Garland 
James  Darby 
Frederick  V.  Dona  Jr. 
Robert  A.  Farmer 
Thomas  J.  Kearns 
Charles  E.  Ledbetter  III 
Raphael  (Ray)  Lev)' 
Stanley  J.  Page 
James  A.  White 


no  shortage  of  recent 

LOCATION 

Lawrence,  Kans. 
Virginia  City,  Mont. 
Fayetteville,  N.Y. 
Chattanooga,  Tenn. 
Dallas,  Tex. 
San  Antonio,  Tex. 
Delray  Beach,  Fla. 
Towson,  Md. 
Powhatan,  Va. 


examples  around  the  country  of  insurance 

ALLEGATIONS 

sold  $1.2  million  of  worthless  promissory  notes 
pocketed  $27,000  in  premium  payments 
defrauded  80-year-old  widow  of  $185,000 
sold  fraudulent  annuities  to  the  elderly 
swindled  $2.7  million  from  older  clients 
forged  client  names  to  get  $2.8  million  in  loans 
helped  fleece  investors  out  of  $117  million 
stole  $600,000  in  premium  payments 
lied  to  sell  annuity  to  90-year-old  man 


agents  running  afoul  of  the  law.  -W.F 

DISPOSITION 

sentenced  to  57  months,  suspended 

awaiting  sentencing 

awaiting  sentencing 

sentenced  to  58  months 

sentenced  to  7/^  years 

sentenced  to  10  years 

sentenced  to  14  years 

sentenced  to  1  year 

sentenced  to  2  years  g 
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What  does  product 

development 
mean  to 
you? 


'A  handheld  that  dazzles 

shareholders  as  much 
as  it  does  users." 

The  only  thing  better  than  delivering  a  breakthrough  product  is  doing  it  again.  That's  why  PTC 
solutions  for  Collaborative  Product  Development  are  designed  to  capture  the  best  thinking  of 
your  engineers,  suppliers,  and  customers.  PTC  is  the  world's  largest  software  company  with  a 
total  commitment  to  the  product  development  process.  Product  development  means  business- 
and  at  PTC,  it's  our  only  business.  1.888.PTC.3776  or  www.ptc.com 


Product  development  means  business: 


PTC 

Shaping  Innovation 


©2001  Parametric  Technology  Corporation.  PTC  and  its  logo  and  Product  Development  Means  Business  are  trademarks  or 
registered  trademarks  of  Parametric  Technology  Corporation  or  its  subsidiaries  in  the  United  States  and  in  other  countries. 
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Fnllnw-Through 


EDITED  BY  SUSAN  ADAMS 


How  Is  the  Patient  Doing? 

FORBES  often  covers  promising  developments  in 
medicine  and  biotech.  Herewith,  some  results. 


SEPTEMBER  3.  2001 

Biotech  Matchmaking 

THREE  MONTHS  AFTER  WE  SUGGESTED 
Amgen  should  expand  beyond  its  popular 
blood-treatment  drugs,  the  Thousand 
Oaks,  Calif,  biotech  giant  announced  a  $16 
billion  deal  to  acquire  Seattle-based  Im- 
munex.  Among  Immunex's  assets  is  En- 
brel,  a  rheumatoid  arthritis  drug  with  $750 
million  in  annual  sales.  A  year  ago,  in  an- 
other story,  we  predicted  Enbrel  could  be- 
come a  world-class  blockbuster  by  treating 
as  many  as  two  dozen  other  diseases.  In  a 
recently  completed  test  on  112  psoriasis 
sufferers,  half  the  patients  who  received  En- 
brel improved  dramatically  in  six  months, 
while  only  5%  of  patients  who  got  a 
placebo  got  better.  But  large-scale  trials  on 
1,800  patients  showed  it  wasn't  effective  in 
treating  chronic  heart  failure.  Immunex 
also  hasn't  been  able  to  produce  enough  of 
the  drug  to  meet  demand.  Immunex's 
stock  price  has  lagged,  making  a  deal  more 
attractive  for  Amgen.    — Robert  Laiigreth 


Getting  Off  Prozac 

LAST  YEAR  WE  DESCRIBED  HOW  DRUG- 
maker  Eli  Lilly  hoped  to  survive  the  loss 
of  patent  protection  for  its  Prozac  antide- 
pressant with  new  breakthroughs.  The 
most  important  drug,  Xigris  (previously 


called  Zovant),  was  approved  in  Nove: 
bar,  just  three  months  after  Prozac's  sa 
plunged  due  to  savage  generic  compc 
tion.  Xigris  is  the  first  drug  to  treat  sev. 
sepsis,  a  blood  disorder  that  kills  200,C 
Americans  annually.  Xigris  reduces  t 
sepsis  death  rate  by  19%.  It's  an  expens 
drug:  $6,800  wholesale  for  a  typical  S 
hour  regimen.  Despite  Xigris'  promt 
Lilly  expects  flat  profits  in  2002  whik 
recovers  from  Prozac's  demise.  But  t 
firm  promises  a  rebound  to  double-di 
growth  in  2003.  —R 

OCTOBER  5  1998 

Working  Joints 

SINCE  WE  WRO  TE  ABOUT  A  NEW  ART! 
scopic  surgery  technique  that  shra 
stretched  tissue  with  radio  waves,  Ora 
Interventions  has  since  used  it  on  mc 
than  100,000  patients.  The  Menlo  Pa 
Calif. -based  company's  sales  have  quadi 
pled  since  our  story  to  $50  million.  It 
not  made  as  much  headway  on  a  meth 
for  shrinking  and  resealing  spine  tissi 
used  to  alleviate  lower  back  pain.  Son 
insurers  haven't  accepted  Oratec's  eff« 
tiveness  studies  and  won't  cover  it.  Like  t 
arthroscopic  surgery  technique,  the  spi 
procedure  is  much  less  invasive  than  tra 
tional  surgery.  — Brendan  Cof 


Flashbacks 


80  YEARS  AGO  IN  FORBES/MARCH  4,  1922 

Are  You  a  Fool?  Two  very  prominent  men  were  at  a 

Southern  resort.  One  was  under  sixty  and  shattered  in  health.  The 
other  was  far  beyond  seventy  and  the  picture  of  health.  The  younger 
man  had  been  a  slave  to  business  all  his  life.  The  older  man,  whose 
success  has  not  been  less  marked,  stopped  the  mad  chase  in  time. 
He  took  time  to  ride  horses,  to  play  golf.  Said  the  man  of  shattered 
health:  "I  was  a  fooi.  I  didn't  realize  it  at  the  time."  Are  you  among  the 
too-many  business  slaves  who  need  this  warning? 

45  YEARS  AGO  IN  FORBES/JUNE  I,  1957 

Shooting  Up  The  need  for  a  booster  shot  to  Merck  &  Co.'s 

fortunes  was  not  lost  on  shrewd  Chairman  George  Merck,  whose 
prescription  was:  new  and  younger  blood  at  the  top.  Thus  a  year  ago 
last  September,  he  called  in  a  new  president  and  chief  executive  offi- 
cer. John  T.  Connor,  then  40.  Connor  lost  no  time  applying  new 


restorative  formulas.  Most  important  of  these:  massive  injections 
money  into  research.  Among  the  proceeds:  such  new  products 
Inversine,  for  high  blood  pressure,  and  Meprolone,  used  in  treati 
rheumatic  ailments. 


25  YEARS  AGO  IN  FORBES/DECEMBER  I.  1977 

Sniffle  While  uncommonly  uncomfortable,  colds 
remind  us  how  wonderful  it  is  to  be  healthy  and  well— whi 
times  doesn't  occur  to  us  when  we  are. 
And  the  common  cold,  being  frustratingly 
unpreventable,  virtually  unrelievable  and 
incurable  'til  it's  run  its  course,  reminds  us 
how  medicine  men  still  know  so  little 
about  so  much. 

Researchers  claimed  in  December  ttiat  a 
new  drug,  pleconaril.  reduces  the  length 
and  severity  of  the  common  cold. 


serve 
ch  sorr 
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The  scope  of 

EMERY  WORLDWIDE. 


The  smarts  of 

MENLO  LOGISTICS. 

The  efficiency  of 

VECTOR  SCM. 


(In  the  immortal  words  of  Dr.  Frankenstein,  "It's  alive!  It's  alive!") 


Introducing  Mcnlo  Worldwide,  a  new  company  capabilities  in  transportation  and  freight  for- 
ihai  brings  loijeiher  the  experience  and  resources  warding,  wc  offer  a  more  intelligent:  vv;n-  lo  help 
of  three  indusrr\- leaders.  The  result  is  one  whoHv  vou  source  supplies,  manage  imentones  and 
miegi'ated  powerhoiisc  olfering  a  >v  ^  distribute  products  li  - where  in  the 

superior  wav  to  operate  in  a  t'j'-'bal  world.  Wc  can  do  .  .  .md  more 

econt)my.  By  combining  uii[->,iralleled  efficiently  than  e\'er  belore.  liueiestecf 

expertise  m  logistics  and  supph-  MENLO 

in  a  smarter  way  to  do  business? 
chain  management  with  worldwide        '.'^^  !■  :  ■,  -  v '  •  ^  ^        That's  exactly  what  vve'\e  createeh 


www.meriloworlciwidc.iotii 


J^orbes^ 

JANUARY    21,  2002 


AN  EVENING  GATHERING  IN 
Manhattan,  shortly  before 
(Christmas,  looks  more  like 
happy  hour  at  a  sorority  house 
than  closing  time  at  Saks  Fifth 
Avenue.  Customers,  many  of  them  just  off 
Vvfork,  mingle  among  the  racks  of  hip-hug- 
gers,  jeans  and  skimpy  tops  on  the  store's 
new  youth-oriented  fifth  floor.  They  guzzle 
pink  champagne  and  queue  up  for  free 
manicures,  hairstyling  and  thong  under- 
wear while  a  DJ  spins  dance  tunes.  "Sin  is 
in,  sweetie,"  a  poster  declares,  borrowing  a 
line  from  Absolutely  Fabulous,  the  lowbrow 
British  TV  comedy  that  features  a  couple 
of  booze  hounds  who  love  to  shop. 

Quite  a  contrast  from  the  civilized  aifair 
the  night  before.  That's  when  250  well-to- 
do  young  jet-setters  gathered  for  a 
fundraiser  four  floors  below,  in  the  jewelry 
salon.  With  so  few  cares  close  to  home  that 
they  belong  to  a  group  called  the  Young 
Friends  of  Save  Venice,  they  listened  to 
piano  tunes,  sipped  Laurent- Perrier  cham- 
pagne and  eyeballed  expensive  baubles,  like 
the  $98,000  Cartier  diamond-cluster  neck- 
lace on  display. 

Saks  Fifth  Avenue  is  suffering  from  an 
identity  crisis.  As  its  sales  volume  sinks  at  a 
sickening  pace,  the  63-store  chain  is  scram- 
bling to  be  everytliing  to  anyone  with  spare 


cash.  It  has  ventured  a  long  way  from  the 
single  classy  store  that  Horace  Saks  and 
Bernard  Gimbel  opened  in  1924.  After 
spending  eight  years  in  the  control  of  an 
Arabian  investment  company,  Saks  three- 
plus  years  ago  fell  into  the  hands  of  Robert 
Bradley  Martin,  who  knew  how  to  turn 
around  troubled  middle-market  retailers 
in  the  South  and  Midwest  (see  box,  p.  48). 
Martin  is  determined  to  attract  younger, 
slightly  less-well-to-do  shoppers.  Can  he 
do  that  without  chasing  away  older,  very- 
well-to-do  spenders?  It  won't  be  easy. 

Martin,  chairman  of  Saks  Fifth  Avenue 
parent,  Saks  Inc.,  is  opening  Saks  Fifth  Av- 
enue stores  in  second-tier  markets  like  Rich- 
mond, Va.  and  Birmingham,  Ala.,  adding 
moderately  priced  store  brands  (like  5/48 
and  Real  Clothes)  and  pushing  aside,  in 
their  women's  departments,  some  well- 

R.  BRAD  MARTIN 

aims  to  rescue  Saks 
Fifth  Avenue  by  mixing 
mass  with  class.  Desperate 
measures  for  increasingly 
desperate  times. 


known  designers  such  as  Helmut  Lang ; 
Versace  to  make  way  for  up-and-corr 
like  Junya  Watanabe  and  1 6-year-old  ]g 
Delia  Femina  (daughter  of  the  ad  man] 

Saks  Fifth  Avenue  is  not  doing  wel 
either  the  cash  register  or  the  stock 
change.  The  Saks  chain  lost  $19  million 
sales  of  $562  million  for  the  quarter  em 
Nov.  3.  Same-store  sales  sagged  16.3%. ' 
abysmal  results — the  chain  accounts 
39%  of  its  parent's  total  revenue: 
dragged  down  numbers  for  Saks  Ii 
which  includes  some  mid-tier  departni 
store  chains  like  ProfFitt's,  Younkers  i 
Parisian.  The  whole  company  had  a  net  1 
of  $2 1 .8  million  for  the  quarter  on  revei 
that  sank  9%  to  $1.42  biflion.  From  S 
when  Martin  assembled  the  company 
merging  Proffitt's  with  Saks,  the  stock 
dipped  to  just  below  $10.  "Brad  proba 
wishes  he  had  never  heard  of  Saks  Fi 
Avenue,"  says  Kurt  Barnard,  of  Barna 
Retail  Trend  Report. 

A  former  Tennessee  legislator  vm 
started  buying  department  stores  in  1' 
because  he  liked  real  estate,  Martin  \vj 
numbers  guy  with  a  knack  for  consoli 
tion  and  cost-cutting.  For  years  the  f 
mula  worked:  He  turned  a  bunch  of 
so  stores  around  Knoxville  into 
nation's  fourth-largest  retailer,  averag 


He  Stoops  tc 

L  ^nquer 

JL  BY  MELANIE  WELI 
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20%  compound  annual  growth  in  earn- 
ings per  share  from  1987  to  1997. 

Martin,  50,  says  at  first  he  "didn't  see 
the  fit"  between  Profiltt's  and  Saks,  then 
changed  his  mind  as  he  considered  the  dis- 
mal outlook  for  midpricc  department 
stores  as  they  got  squeezed  by  discount 
chains  Kohl's  and  Target.  "We  all  got  a  lit- 
tle mesmerized  into  thinking  that  luxury 
demand  would  continue  at  a  pace  un- 
abated, which,  in  retrospect,  clearly  was 
silly,"  Martin  says  over  breakfast  at  an  inn 
near  his  vacation  home  in  Walland,  lenn. 

New  York  gave  the  Tennessean  a  pre- 
dictable welcome  of  Bronx  cheers.  The 
fashion  crowd  whispered  about  his  Main 
Street  suits  and  sensible  shoos  (his 
wardrobe  has  since  improved).  I  )uring  the 
first  year  following  the  merger,  Saks'  stock 
price  tumbled  62%  to  $14.  "It  was  the  most 
expensive  way  imaginable  to  get  a  discount 
at  Saks  Fifth  Avenue,"  says  Martin,  who 
owns  1 .3%  of  Saks. 

Under  Martin's  tenure,  results  have 
been  erratic.  The  bottom  line  has  swung 
from  a  loss  of  $896,000  to  a  profit  of  $190 
million  to  a  profit  of  $75  million.  Maybe 
that  has  something  to  do  with  all  the  dis- 
counting. This  fall,  shoppers  who  usually 
expect  to  pay  too  much  for  things  they 
probably  don't  need — whether  it's  a  $50 
Christmas  tree  ornament  or  a  $35,000 
Lalique  mahogany  bar  and  wall  unit — were 
surprised  by  the  low  prices.  "Thirty-nine 
dollars  for  a  inen's  sweater?  You  wouldn't 
expect  that  here,"  commented  Caria  Sur- 
din,  a  tourist  from  Baltimore,  as  she  strolled 
through  the  Manhattan  store  before 
Christmas.  She  sounded  disappointed. 

On  Wall  Street  there  is  lingering 
speculation  that  more  than  sweaters  are  up 
for  sale.  "In  a  year  or  two  I  think  Neiman 
Marcus  will  own  Saks  Fifth  Avenue,"  says 
William  Dreher,  analyst  at  Robertson 
Stephens  in  New  York. 

No,  says  Martin.  While  he  may  part 
with  some  stores,  he  won't  dump  the  chain. 
In  fact,  he  seems  more  deterinined  than 
ever  to  prove  he  can  make  it  work.  On  a  re- 
cent tour  of  Saks  stores  in  Birmingham  and 
Charleston,  S.C.,  Martin  stopped  in  every 
department  to  speak  with  salesclerks. 
"What  do  you  need  that  you  don't  have?" 
he  asked,  shaking  hands  and  acting  as  if 
there  was  nothing  more  important  than 


INSIDE  TRACK 


Main  Street  to 
Fifth  Avenue 

1972:  Martin 
graduates  University 
of  Memphis;  elected 
to  state  legislature.  ► 
Ih      Invests  in  real 
estate  as  partner  in 
General  Shopping  Centers. 
1984:  Forms  investor  group  to 
acquire  Proffitt's,  a  five-store  chain. 

Cofounds  Corporate  Child 
Care  with  Bob  Keeshan  (better 
known  as  "Captain  Kangaroo"). 

Buys  McRae's,  department 
store  chain  based  in  Jackson,  Miss. 

Acquires  Birmingham,  Ala.- 
based  Parisian;  does  pooling-of- 
interest  mergers  with  Des  Moines- 
based  Younkers;  Herberger's  of  St. 

Cloud,  Minn.  (1997); 
and  Milwaukee- 
based  Carson  Pirie 
Scott  (1998). 
M  Proffitt's 
merges  with  Saks 
Fifth  Avenue. 

getting  bow  ties  for  a  Parisian  store  in  Birm- 
ingham and  cuinmerbunds  for  the  Saks 
Fifth  Avenue  store  in  Charleston.  He  paused 
to  help  sell  a  $25,000  pearl  necklace  to  a 
friend  in  the  Charleston  store. 

His  just-folks  southern  manners  have 
won  him  some  fans.  It's  hard  not  to  like  a 
guy  who  jumps  out  of  his  seat  to  serve 
sandwiches  to  lellow  executives  on  the  cor- 
porate jet.  When  someone  in  his  entourage 
needs  an  early  morning  wake-up  call,  Mar- 
tin doesn't  hesitate  to  do  the  honors: 
"Good  morning,  it's  Brad." 

But  his  mistakes  have  hurt  him.  Martin 
spent  tens  of  millions  ot  dollars  to  develop 
a  Web  site  that  generates  at  most  $25  mil- 
lion a  year  in  revenue  and  nothing  in  op- 
erating income.  He  said  he  would  spin  off 
Saks  Fifth  Avenue  to  shareholders,  then 
scrapped  the  idea.  He  also  misjudged  how 
long  it  would  take  to  turn  around  the  flag- 
ship chain.  "For  ten  years  I  overachieved," 
Martin  says,  responding  to  his  rap  on  Wall 


Street  as  a  serial  overpromiser.  "1  hav 
habit  of  overachieving  and  felt  we  co 
keep  going." 

Could  be  this  dismal  retail  climate  \j 
give  this  old  cost-cutter  a  chance  to  shil 
Since  Sept.  1 1,  Martin  has  trimmed  appa 
orders  by  a  composite  5%  to  10%  for 
first  half  of  2002  and  pushed  designers 
absorb  some  of  the  costs  of  markdowi 
He  also  slashed  capital  expenditures  by  1 
million  and  yanked  the  company's  "Liv 
Little"  print  ad  campaign.  He  paid  do 
$500  million  of  debt  in  200 1 ,  using,  in  p; 
cash  from  the  sale  of  nine  stores  to  V 
Department  Stores. 

But  cost-cutting  won't  solve  the  im 
problem.  "People  go  to  Saks  to  I 
brands,  not  private  label [s],"  says  I 
Bcdcr,  an  analyst  with  Ladenburg  Th 
mann  in  New  York.  He  pans  Martii 
plans  to  expand  the  private  labels  frc 
their  present  6%  of  inventory  to  inclu 
handbags,  shoes  and  accessories. 

If  house-brand  shoes  don't  hurt  Saj 
cachet,  its  expansion  into  less  affluent  m. 
kets  might.  Martin  insists  that  the  favoral 
real  estate  deals  he's  getting  in  these  mark 
mean  that  the  stores  turn  out  a  1 7%  retu 
on  capital  on  sales  of  $200  a  square  foot 
compared  with  big-city  stores,  like  Si 
Francisco's,  which  report  an  1 1%  return 
capital  on  sales  of  $345  a  foot. 

One  big-city  problem  he  can  afford 
fix  is  the  legendary  snooty  service,  lonj 
hallmark  of  Saks  Fift:h  Avenue.  These  da 
the  solicitous  salesperson  is  now  as  dista 
a  memory  as  pillbox  hats.  Skimpy  cor 
missions  are  partly  to  blame;  Martin  pa 
others  on  salary,  though  compensat 
varies  by  department.  To  counter  the  te 
denc7  toward  aloofiiess,  Martin  insists 
floorwalkers  take  lessons  on  how  to 
friendly  and  approachable. 

Which  can  create  a  new  set  of  pro 
lems.  On  a  recent  Saturday,  Mahmmc 
Alhassan,  30,  a  Charlotte,  N.C.  honi 
builder  who  was  shopping  in  the  8a 
Fifth  Avenue  store  in  Manhattan,  w 
treated  to  champagne  after  shelling  o 
$5,285  on  a  couple  ot  Hugo  Boss  su 
"This  is  the  first  time  I've  gotten  chan 
pagne  after  shopping  here,"  he  says  ha) 
pily.  Then,  turning  to  the  tirxedoed  g^ 
who  delivered  it:  "Could  I  get  some  susF 
too?" 
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WE  DIDN'T  JUST  JUMP  ON  THE 
vlFRASTRUCTURE  BANDWAGON. 

WEBUILTIT 


ime  to  set  the  record  straight.  Long  before  our  competitors  even  added  the  word 
jstructure"  to  their  vocabulary,  we  were  busy  creating  it.  Since  we  first  launched 
enter;  it  has  become  the  de  facto  global  standard  for  managing  eBusiness 
(tructure.  But  we  didn't  stop  there-we're  also  the  world  leader  in  security  and  storage 
are.  Every  day,  our  software  handles  over  180  million  transactions,  protects  $50  billion 
re  transfers  and  stores  40  million  security  exchanges.  Expertise  doesn't  happen 
light.  It's  taken  25  years  of  hard  work  and  leadership  to  get  to  be  the  best.  So 
we  soy  you  can  trust  every  one  of  our  18,000  employees  around  the  world  to  deliver 
oftware  and  service  that  your  eBusiness'  success  depends  on,  we  really  mean  it. 


Computer  Associates'" 


D  TOMORROW    WE  ARE  COMPUTER  ASSOCIATES     THE  SOFTWARE  THAT  MANAGES  eBUSINESS™ 


ca.com 


Computer  Associates  International,  Inc.  (CA).  All  trademarks,  trade  names,  service  marks,  and  logos  referenced  herein  belong  to  their  respective  companies. 


Car  Guy 

Skeptics  said  Robert  Lutz,  the  former  Chrysler  exec,  could  never  change  a  trac 


BY  ROBYN  MEREDI 


He  pushed  to  have  this  ' 
concept  car,  the  Solstice, 
produced  in  4,  not  12,  months. 


AT  GENERAL  MOTORS, 
designers  and  engineers 
have  been  arm  v/rest- 
ling  for  years  over 
something  they  call 
"tumble  home."  It's 
boatbuilding  jargon  for  the  curvature  in  a 
hull,  and  Detroit  has  appropriated  the 
expression  to  describe  the  deviation  from 
the  vertical  in  a  side  window.  Designers 
want  a  sleek  inward  curvature  of  the  glass 
toward  the  roof.  Engineers  fought  it: 
Without  somewhat  costly  adjustments, 
more  tumble  home  results  in  less  head- 
room and  a  weaker  roof.  At  GM  the  engi- 
neers always  won.  That's  one  reason  GM 


cars 

looked  boxy. 

Four  months  ago 
GM  Chief  Executive  Richard 
Wagoner  hired  former  Chrysler  executive 
Robert  Lutz  as  vice  chairman.  Lutz  let  it 
be  known  that  he  wanted  more  tumble 
home.  He  tossed  in  a  suggestion  explain- 
ing how  other  companies  were  able  to 
thin  down  a  roof  beam  to  allow  for 
angled  windows.  The  cost?  Just  do  it.  Sud- 
denly any  GM  car  that  needs  more  tumble 
home  can  get  it.  "It  is  like  the  laws  of 
physics  changed,"  says  Edward  Welburn, 
a  senior  GM  designer. 


When  Lutz 
former  Marine  fighi 
pilot,  was  hired  last  year  with  gn 
fanfare,  the  question  was:  Could  one  p« 
son  really  change  a  sprawling  and  coi 
placent  $180  billion  company  \vi 
363,000  employees?  This  is  a  place,  af 
all,  where  the  "GM  nod"  is  endemic:  C 
lifers  usually  just  nod  at  the  new  guy  a; 
go  on  doing  things  as  they  were. 

But  Lutz,  at  69,  is  so  far  having  i 
markable,  if  incremental,  success  at  mo 
vating  a  company  notorious  for  warri. 
divisions,  diffuse  decision  making  ai 
resistance  to  change.  It's  all  the  more  si 
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GM 


^ing  given  he'll  likely  be  gone  in  less 
n  three  years,  when  his  contract 
lires.  He  has  become,  as  the  manage- 
nt  professors  like  to  say,  a  change  agent, 
ig  his  extensive  experience  and  brash 
e  to  develop  a  cult  of  personality. 
I  It's  almost  embarrassing.  In  separate 


to  take  responsibihty  for  that.  The  car 
"was  the  walking  wounded,"  says  John 
Smith,  vice  president  of  sales,  service  and 
parts. 

Then  came  Lutz,  who  told  everyone 
there  was  an  elephant  in  the  room:  The 
next  Grand  Prix  wouldn't  sell.  He 


d  company  like  General  Motors.  Oh,  yeah? 


^rviews  16  GM  executives  compared 
n  with,  variously,  John  F.  Kennedy, 
chael  Jordan,  Seiji  Ozawa,  Dorothy 
amill,  Dale  Earnhardt,  Tiger  Woods 
!  and,  most  frequently,  the  Pied 
Piper.  GM's  managers  need  a 
miracle  worker.  Without  a 
ix^'L  miracle    sales  will 

probably  plunge  this 
year  after  the  0% 
j    financing  deals 
'H    wind  down. 
I  Lutz  acknowl- 

edges the  hero  wor- 
ship can  be  a  problem. 
"One  of  the  things  I 
have  to  look  out  for  is 
that  they  don't  just  say, 
'Oh,  tell  us  what  to  do. 
Great  One,'"  he  says. 

If  nothing  else,  Lutz's 
sterling  reputation  serves  as 
a  diversion  from  GM's  prob- 
ms.  Wagoner  can  point  to  him  and 
Wall  Street  and  Main  Street  that  GM 
new  company.  Maybe  it  is.  Lutz  aims 
^et  the  organization  to  change — per- 
jnently.  Unlike,  say,  the  deposed 
ques  Nasser  at  Ford,  Lutz  isn't  chop- 
g  heads  and  bringing  in  loyalists.  Just 
le  did  when  he  helped  turn  around 
rysler  a  decade  ago,  he  is  relying  on 
same  designers  and  engineers  who 
e  been  turning  out  duds  for  years.  His 
gest  successes  are  in  design,  where 
nges  should  start  showing  up  in  vehi- 
;  in  a  few  years. 

Consider  the  2004  Pontiac  Grand 
X.  For  a  year  GM  marketing  and 
ign  executives  knew  its  front  end  was 
ust.  But  no  one  department  would 
ke  the  call  to  fix  it  because  that  would 
;ger  a  costly  delay,  and  no  one  wanted 


sketched  a  new  front  end  and  gave  it  to 
the  tube  jockeys — the  designers  who 
translate  pencil  and  paper  to  computer- 
ized designs  that  are  transformed  into 
foam  mock-ups  of  cars.  He  told  design- 
ers and  engineers  to  hold  under-the- 
hood  changes  to  a  minimum  to  keep  the 
delay  at  weeks,  not  months.  Within  72 
hours,  the  car  had  a  new  nose.  The 
upshot:  What  is  now  a  low-profit  rental 
car  might,  in  two  years,  command  the 
higher  price  that  would  otherwise  go  to  a 
stylish  foreign  car. 

Another  time  Lutz  sent  a  sketch  of  a 
car  to  GM's  top  designer,  Wayne  Cherry. 
Cherry  opened  it  and  told  his  secretary, 
"damn  nice  sketch."  It  wUl  soon  become  a 
clay  model,  and  maybe  a  real  car. 

Some  of  Lutz's  changes  seem  so 
easy  you  wonder  why  it  took  a 
newcomer  to  make  them.  For  instance, 
the  upcoming  Hummer  H2,  a  burly 
sport  utility  vehicle,  looked,  to  Lutz, 
like  "a  loaf  of  bread  on 
a  roller  skate."  The 
problem:  The  H2  was 
to  be  offered  with  a 
choice  of  two  tire  sizes: 
either  big  tires  with  a 
noisy  off-road  tread  or 
smaller,  quieter  tires 
that  didn't  match  the 
vehicle's  look.  Lutz's 
solution:  order  big 
tires  v/ith  the  quiet  on- 
road  tread. 

Some  GM  people 
grumble  that  Lutz  is  get- 
ting credit  for  things 
that  happened  before  he 
got  there — which  Lutz 
concedes  is  true.  Nine 
months     before  he 


"It  is  like  the 
laws  of  physics 
changed"  


joined,  the  engineering  and  design  divi- 
sions were  told  to  report  to  just  one  per- 
son, helping  firm  up  decision  making.  But 
Lutz  has  amazed  insiders  by  his  ability  to 
win  oyer  those  stiH-antagonistic  divisions. 

Engineer  Thomas  Wallace  recalls  how 
he  and  Lutz  discussed  a  hood-welding 
engineering  trick  that  helps  narrow  ugly 
gaps  between  sheet  metal  panels  by  a  mil- 
limeter or  so.  "Bob  can  say,  'I've  done 
that,  and  it  works,' "  Wallace  says. 

When  the  purchasing  department 
was  looking  for  more  cost  cuts,  Lutz  told 
them  that  implementing  suggestions 
from  suppliers  had  saved  big  bucks  at 
Chrysler.  Now  GM  is  listening  to  suppli- 
ers. Do  customers  really  need  three  elec- 
trical outlets,  as  planned  for  some  future 
models?  Having  just  two  would  save  $4 
per  vehicle,  or  $2.5  million  a  year  for  a 
big  seller. 

Of  course  Lutz  has  his  turkeys.  Take 
the  concept  car  the  company  is  scheduled 
to  publicize  this  month  at  the  Detroit 
Auto  Show.  (It  was  conceived,  designed 
and  mocked-up  in  4  months,  not  the 
usual  12.)  The  urbane  Lutz  and  Cherry 
wanted  to  call  it  the  Pontiac  Antibes,  after 
the  French  Riviera  town.  Pontiac's  mar- 
keters argued  that  "Antibes"  would  mean 
nothing  to  Pontiac's  blue-collar  buyers. 
Lutz,  who  has  been  encouraging  man- 
agers to  speak  their  mind,  backed  down. 
The  Pontiac  Solstice  it  is. 

Will  GM  slip  back 
into  its  old  ways  when 
Lutz  leaves?  One  thing 
Lutz  wants  to  end  is 
GM's  relentless  tendency 
to  salute  the  company 
flag.  "It  used  to  be  if  you 
don't  like  our  product, 
you're  a  traitor,"  says 
William  Lovejoy,  group 
vice  president  of  North 
American  sales,  service 
and  marketing.  So  now 
GM's  brass  spend  more 
time  driving  competi- 
tors' cars  than  their 
own — and  Lutz  points 
out  how  they  best  GM. 

Basic,  maybe.  But 
revolutionary  at  GM.  F 
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Places 

IKE  ENERGY  was  once  considered  the  hopelessly  asset-encumbered 
rsion  of  Enron.  Nowadays  that's  not  such  a  bad  thing. 
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A  YEAR  AGO  DUKE  ENERGY  WAS  A  WALLFLOWER 

in  the  frenetic  dance  of  the  energy  traders.  As 
M  Enron  pursued  its  now  infamous  asset-light 

^M^^^  Strategy,  casting  off  power  plants  and 
'  pipelines  to  focus  on  wholesale  trading,  Duke 

.J^^emained  wrapped  in  a  protective  mantle  of 
billion  in  hard  assets.  By  September  2000  Enron  was  trading 
7  times  earnings,  while  Duke's  multiple  was  20. 
Suddenly  Duke's  assets  no  longer  look  like  liabilities.  Enron  is 
<xupt,  and  Dynegy  and  El  Paso  are  struggling  to  maintain  their 
d  ratings.  But  thanks  to  its  more  cautious  strategy — bolstered 
wnership  of  the  Carolinas'  largest  electric  utility  and  an  inter- 
;  pipeline  system — Duke  has  a  shining  A+  rating  from  Stan- 
1  &  Poor's,  just  one  notch  below  that  of  J.P.  Morgan  Chase. 
That  allows  Duke  to  keep  expanding  as  rivals  pull  back.  Wliile 
3n  was  melting  down  in  mid-November,  Duke  raised  $750 
ion  in  a  stock  offering — to  help  pay  for  the  $8.5  billion  ac- 
iition  of  Westcoast  Energy,  a  Canadian  pipeline  operator, 
tcoast,  in  turn,  will  give  Charlotte,  N.C.-based  Duke  a  pow- 
1  trading  position  in  California  and  the  Pacific  Northwest  as 
:akes  on  increasing  importance  as  a  fuel  for  electricity  plants. 
Like  most  of  Duke's  assets,  the  new  pipeline  will  serve  pri- 
ily  as  a  vehicle  for  wringing  more  profits  out  of  Duke's  $15- 
on-a-year  trading  operation.  A  pipeline  can  provide  a  7% 
rn  on  invested  capital,  but  the  real  money  is  in  selling  hedges 
derivatives  based  on  Duke's  ability  to  deliver  gas.  "You  don't 
ce  money  off  an  asset  simply  because  you  own  it,"  says 
lard  Priory,  Duke's  chief  executive.  "You  trade  around  it." 
Trading  has  been  the  fuel  for  Duke's  fifteenfold  revenue 
ease  since  1995  to  an  estimated  $70  billion  in  2001.  But 
't  expect  Duke  to  fill  the  void  created  by  Enron's  collapse. 
;re  Enron  made  a  market  in  just  about  anything,  from  long- 
1  gas  supply  contracts  to  memory  chips.  Priory  demands 
Duke's  traders  stick  to  the  commodities  Duke  transports 
ugh  its  pipelines  or  generates  in  its  power  plants.  That  unad- 
urous  strategy  keeps  a  damper  on  earnings  growth — Duke 
licts  earnings-per-share  growth  of  a  mod- 
10%  to  15%  over  a  base  of  $2.10  in  2000 
ig  forward  another  two  years — but 
ires  it  wUl  be  around  next  Christmas. 
Duke's  transformation  from  a  geograph- 
y  constrained  Southern  utility  to  trading 


giant  carne  about  during  the  first  rumblings  of  deregulation. 
What's  surprising  is  the  resolutely  conservative  biography  of 
the  guy  who  made  it  happen.  Priory,  55,  grew  up  in  a  single- 
parent  household  in  Lakehurst,  N.j.  His  mother  couldn't 
afford  to  pay  college  tuition,  so  he  landed  an  engineering 
scholarship  at  West  Virginia  Institute  of  Technology,  later 
receiving  a  master's  degree  from  Princeton  University.  After  a 
few  years  teaching  engineering  at  the  University  of  North  Car- 
olina at  Charlotte,  he  joined  Duke  Power  in  1976  as  a  design 
engineer,  rising  steadily  to  president  by  1994. 

By  the  time  he  took  charge.  Priory  was  convinced  the  tradi- 
tional utUity-business  model  no  longer  worked.  He'd  followed 
the  generic  playbook  for  utilities  in  the  early  1990s,  slashing 
employment  and  boosting  efficiency  (Duke  Power's  payroll  fell 
from  a  high  of  25,000  to  10,000).  But  there  was  only  so  much 
more  cutting  he  could  do.  Then  he'd  be  stuck  in  charge  of  a 
regional  utility  with  single-digit  earnings  growth.  A  rate  increase 
would  take  you  only  a  little  way  out  of  this  mire.  He  could  gussy 
up  the  utility  for  sale,  or  he  could  pursue  some  of  the  outlandish 
strategies  then  coming  into  style,  like  buying  developing-coun- 
try  power  plants  or  investing  in  unrelated  businesses. 

Instead  Priory  placed  all  his  bets  on  a  deceptively  simple  con- 
cept— convergence  between  the  markets  for  gas  and  electricity. 
Duke  wasn't  the  best  place  to  be  thinking  such  thoughts:  The  reg- 
ulated utUity  still  generates  almost  all  its  electricity  with  coal  or 
nuclear  fuel.  But  Priory  knew  that  natural  gas  would  become  the 
fuel  of  choice  for  virtually  all  new  generating  plants.  If  he  could 
combine  his  utility  with  a  gas  company,  a  new  world  of  trading 
opportunities  would  open  up.  When  the  price  of  gas  rose,  he'd 
buy  electricity  and  sell  gas.  If  electricity  prices  rose,  he'd  buy  gas 
and  sell  the  juice.  The  key  was  owning  the  assets  on  all  sides  of  the 
trade  so  he  wasn't  just  speculating  with  shareholders'  money. 

At  the  same  time  Priory  was  looking  for  a  partner  in  the  gas 
business,  Paul  Anderson,  chief  executive  of  Panenergy,  a  big  Hous- 
ton gas  pipeline  company  once  known  as  Panhandle  Eastern,  was 
looking  for  a  utility.  Anderson  wasn't  coy  about  his  quest:  He  put 

Priory  placed  all  his  bets  m  a  deceptivelv 
simple  concept— convergence  between 
 the  markets  for  gas  and  elect rictty. 
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Profiting  From  the  Progress  of  a  Power  Plant 


Duke  Energy  views  a  natural-gas-fired  power  plant  just  like  any  other  asset— an  option  to  be  traded.  In  this  case,  Duke  gears  its 
trades  to  the  so-called  spark  spread,  or  the  difference  between  the  price  it  gets  for  electricity  and  the  cost  of  generating  it. 
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Duke  approves 
construction  of  new  plant 
based  on  spark  spread  of 
$20.  Traders  sell  70% 
of  expected  output  for 
year  two,  locking  in  profit 
in  advance. 


^■As  the  plant  is  built,  the 
spark  spread  widens  to 
$40.  Duke  traders  sell 
,  an  additional  20%  of 
j  year-two  production, 
plus  50%  of  years  three 
and  four. 


a  lightbulb  on  the  cover  of  the  1995  annual  report,  not  because 
Panenergy  was  in  the  electricity  business,  but  because  he  wanted  it 
to  be.  "I  talked  to  the  CEO  of  just  about  every  electric  utility  in  the 
U.S."  recalls  Anderson,  now  chief  executive  of  Melbourne,  Aus- 
tralia-based BHP  Billiton  Group.  "When  I  got  to  Priory,  I  basically 
found  out  he  had  the  same  view  of  the  world  as  I  did." 

What  made  Priory  stand  out  was  his  commitment  to  chang- 
ing the  way  Duke  did  business,  fi^om  a  focus  on  finessing  state 
regulators  and  running  power  plants  and  transmission  lines  to 
capitalizing  on  larger  market  forces  that  influenced  the  values  of 
those  assets.  Anderson  had  already  put  Panenergy  through  that 
transformation  by  acquiring  Associated  Natural  Gas,  a  Denver 
trading  company,  two  years  before.  With  Associated's  1,500 
traders  as  shock  troops,  Anderson  had  changed  Panenergy  from 
an  inward-focused  pipeline  operator  into  an  accomplished  trad- 
ing house.  The  market  had  voted  its  approval  by  marking  up 
Panenergy's  stock  fivefold  over  five  years.  Could  some  of  that 
energizing  be  transferred  to  Duke  with  a  merger? 

In  August  1996  Priory,  Anderson  and  their  lieutenants  met 
at  a  hotel  in  Memphis  to  hash  out  the  details.  Talking  through 
the  night,  they  arrived  at  a  plan  for  Duke  to  take  over  Panenergy 
and  bring  its  strategy  of  asset-based  trading  to  the  North  Car- 
olina utility.  Anderson  would  be  chief  operating  officer  and 
other  top  Panenergy  executives  would  still  hold  key  jobs. 

There  was  grumbling  from  the  utility  side.  "Some  people 
were  saying,  'Hey,  I  thought  this  was  a  takeover,'"  Anderson 
recalls.  But  the  merger  went  smoothly.  It  was  understood  from 
the  start  that  Priory  would  remain  in  charge;  so  at  the  end  of 
1998  Anderson  left  to  run  BHP,  then  an  Australian  mining  con- 
glomerate. (Not  surprisingly,  he's  since  acquired  a  trading  firm.) 

The  basic  strategy  hashed  out  in  that  Memphis  hotel  hasn't 
changed.  Duke  views  every  asset,  whether  it's  a  pipeline  or  a  500- 
megawatt  power  plant,  as  holding  both  intrinsic  and  extrinsic 
value.  The  intrinsic  value  is  the  ability  for  the  asset  to  make 


Gas  prices  rise  while 
electricity  prices  stay  the 
same,  cutting  spark 
spread  to  zero.  Duke  shuts 
the  plant  down,  selling  gas 
and  buying  electricity  on 
open  market. 


PHASE  4 


Market  price  for 
power  plant  exceeds 
Duke's  calculation  of 
value  based  on  long- 
term  spark  spread  of 
$20.  Duke  sells  the 
plant. 


money.  In  the  case  of  a  power  plant,  that  includes  the  locatior 
the  plant  and  the  efficiency  with  which  it  transforms  gas  i: 
electricity.  Duke  can't  do  much  to  change  the  inherent  value 
its  assets,  and  it  assumes  competition  will  eliminate  any  edi 
has  anyway. 

The  only  way  to  make  money,  therefore,  is  to  maxim 
the  extrinsic  value  by  trading  around  the  assets  (see  diagram 
When  it  builds  a  power  plant,  for  example,  it  sells  some  of 
expected  output  in  the  forward  market  and  buys  the  gas 
fuel  that  output.  As  construction  proceeds,  the  differei 
between  the  price  of  gas  and  the  price  of  electricity  widt 
and  narrows,  giving  Duke  the  opportunity  to  sell  more  of 
expected  output  if  the  price  rises  or  sell  output  in  future  ve 
to  lock  in  profits  on  electricity  it  has  yet  to  generate.  Di 
did  this  with  a  pair  of  "peaker"  plants  it  built  in  Indiana  a 
Ohio,  locking  in  the  first  year's  expected  profits  before  cc 
struction  was  completed. 

If  the  traders  sense  a  market  is  becoming  too  competiti 
they  may  call  for  the  outright  sale  of  the  plant.  Duke  did  thai 
Hidalgo,  Tex.,  where  it  sold  a  majority  stake  in  a  500-mega\\ 
plant  for  $235  million  to  Calpine  in  2000,  three  months  befor 
was  completed,  and  mothballed  five  other  projects  in  the  fact 
rampant  overbuilding. 

Duke  is  keeping  the  undeveloped  sites — long-call  options 
it  were — on  the  possibility  that  electricity'  will  become  profita 
again  in  Texas.  In  the  meantime  it's  building  1 1  more  pla 
around  the  country,  as  part  of  a  diversification  strategy  desigi 
to  weather  what  could  be  severe  downturns  in  the  electric 
market  in  certain  regions  such  as  Texas  and  the  Midwest. 

Prices — whether  of  generating  capacity  or  of  energy — tli 
tuate.  The  traders  with  staying  power  are  in  the  best  position 
capitalize  on  these  fluctuations.  That's  why  Goldman  Sachs  <. 
make  more  money  trading  bonds  than  you  can.  And  that's  v 
Duke  can  make  more  money  than  Calpine.  , 
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Mail  safety:  What  every  concerned 
business  executive  should  know. 

Your  employees,  your  customers,  your  revenue  could  all  be  affected. 
What  can  you  do  to  lessen  the  impact? 


Only  a  few  short  weeks  ago,  opening  an  enve- 
lope was  as  natural  as  picking  up  the  phone. 

Today,  every  piece  of  mail  is  an  object  of 
suspicion.  A  reason  to  think  twice. 

For  American  business,  the  conse- 
quences could  prove  to  be  severe. 

Mail  is  the  circulatory  system  of  com- 
merce. When  it  slows,  commerce  suffers. 

Unopened  invoices  curtail  cash  flow. 
Hampered  mail  centers  reduce  efficiency.  Feai- 
diminishes  the  effectiveness  of  direct  mail. 

These  are  just  a  few  of  the  concerns  on 
every  executive's  mind.  Perhaps  you're  won- 
dering where  to  turn  for  advice. 

At  Pitney  Bowes,  the  development  of 
secure  mailing  technologies  has  been  our  core 
competence  for  over  80  years.  We  invest  more 


in  its  research  and  development  than  any  other 
company  in  the  industry. 

Currently,  we're  working  with  the  U.S. 
government,  as  well  as  leading  an  industry 
task  force,  to  improve  the  security  of  our 
nation's  mail  system. 

As  a  company  and  as  citizens,  we  believe 
that  the  single  best  way  to  undermine  terror, 
and  those  who  perpetrate  it,  is  with  the  un- 
wavering resolve  to  conduct  business  as  usual. 

To  help  you  keep  your  employees  and 
customers  safe,  we've  published  Mail  and  Docu- 
ment Security:  A  Pitney  Bowes  Executive 
Advisor.  We  offer  it  to  you  free  of  charge. 

We're  also  available  to  answer  any  ques- 
tions you  may  have.  Call  us  at  1  800  672-6937 
and  mention  Program  No.  8845,  or  visit  us  at 
www.security.pb.com 


THE  NEW  YEAR  MAY  NOT  BE  A 
happy  one  for  Richard  Scrushy. 
A  switch  in  Medicare  on  Jan.  1 
threatens  to  derail  the  comeback 
carefully  engineered  by  the  chief 
executive  of  Healthsouth,  the  nation's 
biggest  chain  of  outpatient  surgery  and 
rehab  hospitals,  with  more  than  1,900  clin- 
ics and  $4.4  billion  in  revenue. 

On  New  Year's  Day  Medicare  began 
reimbursing  rehab  hospitals  on  a  flat-rate, 
per-patient  basis,  similar  to  how  HMOs  do 
it,  replacing  the  old  method  of  paying  for 
each  procedure.  When  this  change  hit  the 
nursing  home  industry  three  years  ago,  it 
bankrupted  four  of  the  nation's  biggest 
operators. 

Scrushy  swears  that  the  government 
won't  smite  Healthsouth — again.  In  1997 
Congress  cut  $115  billion  out  of  Medicare 
spending  over  the  next  five 
years.  Healthsouth  wasn't 
ready.  In  1998  its  net  income 
dropped  86%  to  $46  million 
on  revenues  of  $4  billion.  It 
took  Scrushy  two  years  to 
recover,  but  thanks  to  surgi- 
cal cost-cutting  and  stricter 
management  discipline,  his 
stock  price,  at  $14,  is  up  al- 
most threefold  from  its  low 
in  early  2000.  Revenue  was 
up  6%  last  year  and  profit 
up  16%  to  $322  million. 

Can  this  recovery  last? 
The  new  federal  prospec- 
tive-payment system  ac- 
counts for  25%  of  Health- 
south's  revenue.  To  counter 
the  threat,  Scrushy  plans  to 
accelerate  his  fast-in,  fast- 
out  approach  to  inpatient 
care,  keep  prices  down  and 
build  each  of  his  14  new 
rehab  hospitals  with  efficiencies  to  match 
this  new  draconian  federal  program. 

Scrushy  49,  is  worth  $300  million,  but 
he  is  stUl  running  away  fi-om  his  modest 
roots.  At  age  17,  with  a  pregnant  wife  at 
home,  he  was  pumping  gas  in  Selma,  Ala. 
He  took  a  job  as  a  respiratory  technician 
working  with  his  mother,  a  hospital  nurse. 
After  earning  a  degree  from  the  University 
of  .Alabama  at  Birmingham,  Scrushy  was 
hired  to  work  in  the  respiratory  therapy  di- 


vision of  Lifemark,  a  health  care  company 
based  in  Houston.  Within  a  few  years  he 
Was  running  the  pharmacy,  physical  reha- 
bilitation and  hospital  acquisition  divisions. 

He  started  Healthsouth  in  1984  with 
$1  million  in  seed  money  from  Citicorp 
Venture  Capital.  Two  years  later  he  took  it 
public  at  a  split-adjusted  $1;  beginning  in 
1992  he  went  on  a  buying  spree,  merging 
with  or  acquiring  12  companies  over  six 
years,  and  used  its  size  to  offer  national 
rehab  contracts  for  big  firms  such  as  Delta 
Air  Lines  and  Marriott. 

Scrushy  matched  his  company's  flam- 
boyance. He  lived  out  a  guitar-god  fantasy 
by  cutting  a  CD  with  a  country-rock  band. 
He  paid  himself  $107  million  in  1997  and 
invited  Martha  Stewart  to  his  wedding  in 
lamaica.  His  third  wife  decorated  the  ball- 
room of  Healthsouth's  25,000-square-foot 

Back 
To  Life 


Healthsouth's  meteoric  rise  was  matched 
only  by  its  rapid  descent.  Now  in  recovery 
mode,  RICHARD  SCRUSHY  faces  his  biggest 
challenge  yet.  by  monte  burke 


Richard  M.  Scrushy  Conference  Center. 
Says  Frank  Morgan,  an  analyst  who  follows 
the  company  for  Jefiferies  &  Co.:  "It  was  a 
high  octane,  rock  'n'  roll  company." 

But  one  running  on  fumes.  Its  first 
blow  was  the  1997  Medicare  cut.  In  1999 
health  maintenance  organizations  like 
Aetna  and  Cigna  followed  with  their  own 
pricing  squeeze.  Scrushy  also  had  trouble 
digesting  some  of  his  bigger  acquisitions, 
such  as  hospital  chain  Horizon,  whose 


chairman  was  dying  of  brain  cancer  duri 
the  nine-month  negotiation. 

'i  hough  he  blames  the  government 
his  company's  downfall  ("We  got  dealt  a  t 
hand"),  he  began  assiduously  preparing 
this  month's  changes  in  rehab  hospital 
imbursement.  He  even  gave  up  on  the  baj 
In  1998  Scrushy  initiated  a  hiring  fre 
and  cuts  in  his  salary  (now  down  to  $ 
million).  To  stay  competitive  with  lo 
hospitals,  he  created  70  regional  mar 
managers  responsible  for  their  own  ptl 
ing.  He  began  selling  parts  of  the  compg 
that  didn't  produce,  like  the  occupatiol 
medicine  business  and  a  200-bed  hospi 
Two  years  ago  he  began  bringing  in 
case  managers,  nurses,  administrators  al 
doctors  to  drill  them  on  practices  desigr 
to  get  patients  in  and  out  faster.  "I  want 
my  doctors  at  work  at  8  a.m.,"  he  sa 
"We'll  diagnose  on  Mc 
day,  operate  on  Tuesc 
and  start  rehabbing 
Wednesday,"  he  says, 
negotiated  with  OwenS 
Minor,  the  medical  sl 
plies  distributor,  to  drop 
prices  and  house  Scrush 
inventory  in  exchange 
more  business. 

With  the  passion 
a  fast-food  franchis 
Scrushy  audits  his  clin 
and  not  only  to  find  boi 
keeping  irregularities 
swipes  his  finger  on 
tops  of  picture  frames,  tl 
wipes  it  on  the  blazer  of 
lead  administrator. 
visible  mark  means  poi 
deducted.  "If  you  fai 
audit,  you're  looking  fc 
job,"  says  Scrushy,  \vh 
own  office  has  the  antis 
tic  smell  of  a  hospital  room. 

The  average  stay  of  a  patient  at  a  Hea 
south  rehab  facilit)'  is  down  from  21.5  d 
in  1998  to  17.5  days  in  2001.  (Tv^^ical  di 
noses:  torn  rotator  cuffs  and  injured  AC 
As  a  result,  Healthsouth  has  cut  its  pcr- 
tient  costs  fi-om  $11,611  in  1997  to  $9,i 
today.  On  average.  Medicare  pays  Heal 
south  $  1 1 ,200  per  patient,  according  t 
study  by  lefferies  &  Co.  That  leaves  Hea 
south  with  $1,600  in  pretax  profit.  Scru 
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HEALTHSOUTH 


want  all  my  doctors  at  work  at  8  a.m.  We'll  diagnose  on  Monday, 
iperatejQnJuesday5nd^tajlrehalihmgj}j[LV^^   


ven  more  optimistic,  claiming  his  per- 
ient  cost  is  on  its  way  to  $8,000.  Even  if 
:m  deliver  on  the  more  conservative  es- 
atc,  says  analyst  Morgan,  Healthsouth 

iK  t  92  cents  a  share  in  2002,  and  at  19 
cs  earnings  the  stock  would  go  for  $22. 

Alter  several  years  in  the  recovery 


room,  Scrushy  has  regained  his  old 
swagger.  In  November  he  broke  ground 
on  a  $125  million,  ten-story  hospital 
tricked  out  with  wireless  networking, 
interactive  bedside  touch-screens  for 
patient  data  and  all-digital  radiology 
suites.  Scrushy  has  joined  forces  with 


big-name  partners  including  Oracle,  a 
firm  led  by  its  own  flashy  rich  guy  who 
has  bounced  back  from  hard  times.  "I'll 
be  able  to  see  it  from  right  here," 
Scrushy  says  from  his  airy  office  on 
Healthsouth's  92-acre  compound  in 
Birmingham.  "It's  gonna  be  great."  F 


FORBES-  laiuiary  21,  2002  57 


"lt!5aWow,Js(? 


Rooms  are  empty  and 
hotel  revenues  have 
collapsed.  Perfect  time, 
says  hotelier  Jiirgen 
Bartels,  to  rebuild 
a  hotel  chain. 

THE  HOTEL  BUSINESS  IS  IN  DES- 
perate  straits.  A  good  time, 
then,  to  pour  money  into  re- 
furbishing hotels.  So  says  hote- 
lier Jurgen  Bartels,  6 1 .  J.B.,  as  his 
friends  caO  him,  has  picked  the  industry's 
annus  horribilis  to  push  through  a  $1 .2  bil- 
lion renovation  plan  for  his  Le  Meridien 
Hotel  Group.  That  collection  of  144  hotels 
with  38,000  rooms  includes  the  Meridien 
chain  founded  by  Air  France  as  well  as  two 
well-known  London  hotels,  the  bedraggled 
Cumberland  overlooking  Marble  Arch  and 
the  famous  Grosvenor  House  Hotel  on 
Park  Lane. 

J.B.'s  logic:  "When  we  were  running 
87%  occupancy  in  London,  it  was  difficult 
to  give  up  the  room  because  the  money  you 
give  up  becomes  an  additioniil  cost  to  the 
renovation.  Now  I  can  take  rooms  out  with- 
out additional  costs.  It's  the  silver  lining." 

Where's  the  money  going  to  come 
fi-om?  At  J.B.'s  hotels  October's  occupancy 
rate  was  64%,  down  from  the  year-earlier 
8 1  %;  revenue  per  available  room  was  down 
28%  to  $90.  It  helps  that  he  has  a  deep 
pocketbook  to  tap.  Nomura  International 
came  up  with  most  of  the  $560  million  in 
equity  he  used  to  assemble  the  chain  last 
summer  in  three  deals  worth  $3.4  billion. 
(J.B.  personally  put  up  $15  million.)  No- 
mura, the  Royal  Bank  of  Scotland  and  fran- 
chisees will  pay  for  the  renovations. 

J.B.  is  a  fussy  innkeeper.  We  visited 
him  recently  at  his  half- renovated  Russell 
Hotel  in  London.  Bent  over  a  bed,  he 

BY  RICHARD  C.  MORAIS 
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okes  the  crisp  white  duvet.  "Guests 
nk  bedspreads  are  unclean,"  he  says 
h  his  clipped  German  accent.  "So  I  got 
of  them  and  use  only  a  duvet  that  gets 
ew  cotton  cover  every  day.  And  the  pil- 
/.  Look — goose  down."  Other  frills:  42- 
;h  flat-screen  TVs,  100-gram  bars  of 
1  


Hermes  soap,  power  showers  behind 
frosted  glass.  J.B.'s  Meridien,  along  with 
Starwood's  competing  W  chain,  is  trying 
to  institutionalize  the  minimalism  made 
fashionable  by  stand-alone  boutiques  like 
New  York's  Paramount  Hotel. 

Don't  bet  against  the  tightly  wound  J.B. 
After  his  father  was  killed  in  the  war  his 
mother  and  five  aunts  raised  him  and  his 
brother  in  Hanover's  postwar  rubble.  "If 
my  aunts  had  an  orange,  they  didn't  split  it 
in  sevens,"  he  says,  "they  split  it  in  two.  But 
it  took  an  enormous  amount  of  time  to  get 
'the  lack  of  a  father'  out  of  tlie  child."  There 
is  a  tense  moment  as  J.B.  chokes  back  tears. 
"It  takes  forever,"  he  finally  says. 

Luckily,  a  childless  uncle  running  the 
Park  Hotel  in  Bremen  took  the  16-year-old 
J.B.  under  his  wing;  by  23  he  was  food-and- 
beverage  director  of  three  Inter-Continen- 
tal hotels  in  Ireland. 

A  disaster.  The  young  German  was 
shocked  to  discover  that  yelling  wouldn't 
motivate  elderly  Irish  waiters  recovering 
from  a  night  at  the  pub.  On  Sundays,  when 
few  waiters  even  showed  up  for  the  break- 
fast service,  a  desperate  J.B.  would  beg  the 
housekeeper  to  lend  him  "six  people  for  an 
hour."  To  no  avail.  At  first.  The  staff  and 
the  local  union  boss  finally  took  pity  on  the 
young  foreigner  working  six  days  a  week, 
and  pitched  in. 

"I  owe  the  Irish  my  humanity,"  he  says. 
"They  went  to  work  on  this  German  fel- 
low with  his  stopwatch."  J.B.  uses  a  carnival 
barker's  mix  of  enthusiasm,  charm  and 
pressure  on  employees.  His  trademark: 
handing  out  roses  while  begging  for  favors 
on  bended  knee. 

It  was  in  the  U.S.,  however,  that  J.B. 
made  his  name  as  a  chief  executive.  He 
launched  Renaissance  Hotels  for  Ramada 
and  turned  Carlson's  Radisson  chain 
into  the  hot  property  of  the  1980s.  Gold- 
man Sachs  put  him  in  charge  of  its  $581 
million  private-equity  investment  in 
Westin  Hotels  in  1995.  In  1998  Westin 
was  sold  to  Starwood  Hotels  &  Resorts 
for  $1.4  billion,  and  J.B.  was  made  Star- 
wood's  chief  executive. 

Eighteen  months  ago  it  looked  as  if 
J.B.'s  career  was  drawing  to  a  close.  He  was 
restless  and  clashing  with  Starwood's 
board.  He  quit  and  returned  to  Hurope 
with  the  aim  of  personally  buying  a  small 


hotel  chain  and  resuscitating  it  with  his 
American-acquired  marketing  techniques. 
But  he  failed  to  close  any  deals.  Then  the 
classy  Le  Meridien  chain,  with  its  Ritz  in 
Madrid,  became  available  for  $2.8  billion. 
J.B.  joined  forces  with  Nomura  in  Novem- 
ber 2000,  and  in  rapid  succession  they  ac- 
quired Meridien,  the  1,022-room  Cum- 
berland and  a  dozy  English  chain  called 
Principal  Hotels,  all  part  of  a  large  real  es- 
tate portfolio  run  by  Nomura's  private-eq- 
uity arm.  Principal  Finance  Group. 

Mark  Tagliaferri,  a  director  at  Princi- 
pal Finance,  sees  an  arbitrage  play  of  sorts 
in  the  hotel  business.  Hotel  operators  tend 
to  change  hands  at  higher  multiples  than 
hotel  properties.  The  plan  is  to  turn  the 
chain  into  a  pure,  or  nearly  pure,  opera- 
tional play  by  selling  the  real  estate  and 
leasing  it  back. 

Says  Tagliaferri,  "We'll  be  left  with  the 
Meridien  brand,  the  surplus  cash  flow  over 
the  leases  and  the  management  contracts." 
The  last  part  of  this  plan  has  Nomura/J.B. 
cashing  in  five  to  seven  years  as  they  take 
the  operating  company  public.  So  far  $1.5 
billion  of  the  $3.4  billion  acquisition  costs 
has  been  recouped  by  selling  to  and  leasing 
back  properties  from  the  Royal  Bank  of 
Scotland.  The  rest  will  happen  only  if  J.B. 
can  defy  the  industry's  downturn  in  the 
meantime  and  raise  profitability. 

He  might.  J.B.  is  famous  for  his  "trea- 
sure hunts."At  the  300-room  Russell  in 
fashionable  Bloomsbury — a  once-grand 
hotel  reduced  to  selling  seedy  rooms  to 
tour  operators — I.B.  not  only  found  a  ball- 
room being  used  for  storage,  but  also  dead 
space  that  can  be  converted  into  an  addi- 
tional 71  rooms.  After  the  minimalist  re- 
furbishments,  $73  rooms  will  go  for  $218. 
Another  of  J.B.'s  goals  is  adding  two  hotels 
a  month  over  the  next  three  years  (either  by 
leasing  properties  or  through  management 
contracts).  We  found  Bruce  Lazar,  a  devel- 
oper and  executive  at  Florida's  privately 
held  Lionstone  Hotels  &  Resorts,  studying 
the  etched-glass  headboards  in  the 
Grosvenor's  newly  renovated  rooms.  Lazar 
tells  FORBES  that  Lionstone  will  shortly  sign 
both  a  lease  and  a  management  contract 
for  a  300-room  Royal  Meridien  and  a  297- 
room  minimalist  boutique  in  south 
Florida.  "The  new  rooms,"  he  says,  "blew 
me  away."  F 
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After  $40  billion  of  terrorist  damage, 
Swiss  Re's  Walter  Kielholz  comes  out 
ahead.  How  so?  by  deborah  orr 


THERE'S  NOTHING  LIKE  A  Dis- 
aster to  sell  insurance,  especially 
the  kind  that  Walter  Kielholz 
seOs:  insurance  to  insurers.  Since 
taking  charge  of  Swiss  Re  in 
1 997,  Kielholz  has  seen  it  through  cleanups 
of  some  costly  calamities:  typhoons  in 
lapan,  storms  in  Paris  and  now  the  World 
Trade  Center  catastrophe.  All  have  sent 
clients  flocking  to  buy  more  coverage. 

Good  thing  for  Kielholz's  $140  billion 
industry.  For  much  of  the  last  decade  re- 
insurers have  been  clobbering  each  other 
by  holding  premiums  below  the  level  of 
costs  (overhead  plus  claims  paid).  They 
stay  profitable  only  by  dint  of  investment 


returns  on  their  reserves  for  future 
claims.  But  now,  after  one  too  many  dis- 
asters and  an  even  bigger  blowup  in  many 
of  its  equity  portfolios,  the  reinsurance 
sector  is  raising  rates.  This  is  no  small 
product.  Without  reinsurance,  big-scale 
business  could  hardly  take  place. 

Notably  in  Swiss  Re's  case,  the  turn  ot 
the  market  cycle  is  coming  on  top  of  a 
remarkable  record  to  date.  Kielholz  has 
nearly  doubled  Swiss  Re's  revenues  to  $  1 9 
billion  in  his  four  years  and  boosted  earn- 
ings even  more.  In  premium  revenue,  the 
company  is  now  nearly  at  par  with  cross- 
border  rival  Munich  Re,  the  longtime 
industry  leader. 


Vet,  m  the  wake  of  Sept.  1 1 ,  Swiss 
stock  got  punished  along  with  tha 
everybody  else  tied  to  property  and  c. 
alty  coverage.  The  company's  valuat 
has  since  rebounded  34%  as  its  expo 
to  the  terrorist  attack  was  estimatet 
$1.25  billion,  less  than  that  of  Warren  I 
fett's  Berkshire  Hathaway,  Lloyd's  of  I 
don  and  Munich  Re,  all  three  of  which 
looking  at  payouts  of  more  than  $2 
lion.  But  the  real,  underappreciated  st 
here  is  not  Swiss  Re's  luck  but  its  pluc 

For  one  thing,  Swiss  Re  has  avoi 
the  worst  of  the  bear  markets  of  2000 
Whereas  Munich  Re's  bond  and  eqi 
portfolio  could  end  the  year  with  a  pa 
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of  over  $5  billion  of  the  $123  billion 
ad  at  the  end  of  last  year,  Swiss  Re 
d  paper  losses  to  an  estimated  $1.5 
ion  of  its  $55  billion  portfolio  (based 
indexes  of  the  relevant  asset  classes). 
;  decreased  a  lot  of  our  equity  hold- 
5  in  early  2000  when  we  figured  out 
t  trees  will  not  grow  to  the  sky,"  Kiel- 
z  says. 

Strategically,  too,  Kielholz  is  putting 
le  distance  between  Swiss  Re  and  the 
ipetition.  Bucking  139  years  of  tradi- 
,  he  pushed  the  company  away  from 
bcus  on  volatile  property  reinsurance 
into  the  number  one  spot  in  life  rein- 
ince.  This  business  buys  mortality  risks 
Ti  direct  life  insurers  as  well  as  existing 
j  cies,  which  it  manages  for  a  fee.  Swiss 
low  has  25%  of  the  life  market. 
'Kielholz,  a  rare  hybrid  of  actuarial 
banking  skills,  has  put  his  financial 
ineers  to  work  inventing  products  that 
he  used  in  place  of  corporate  debt 
i  quity.  And  he  is  marketing  Swiss 
^  demonstrated  asset-management 
s  to  its  client  insurers. 
There  was  one  thing  Kielholz  couldn't 
i  raise  premiums  for  property  coverage 
'"n  his  competitors  were  cutting  theirs, 
il  now.  "The  stock  market  crash  and 
t.  1 1  together  destroyed  so  much  cap- 
in  the  insurance  industry  that  there  is 
.  a  severe  imbalance  between  supply 
demand.  The  only  way  to  restore  that 
mce  is  to  raise  prices,"  he  avers.  On 
■age,  reinsurance  rates  will  rise  by  at 
t  30%,  once  all  the  New  Year  renewals 
I  written — the  biggest  annual  boost  in 
l/ears.  Swiss  Re's  client  insurers  are 
jiing  along  the  increases,  more  than 
bling  their  own  rates  for  coverage  on 
■g\'  assets,  airlines  and  tall  buildings. 
If  the  price  increases  stick,  Swiss  Re's 
lings  for  2002  could  be  $2.4  billion— 
ble  those  forecast  for  2001.  Of  course, 
there  are  terrorist  losses  to  cover.  By 
l,time  all  claims  are  settled  (it  could 
a  decade),  the  insurance  industry 
Id  be  whacked  with  a  bill  exceeding 
billion,  more  than  double  the  insured 
es  from  Hurricane  Andrew  in  1992.  It 
^  surprise  some  Americans  that  much 
he  compensation  for  Sept.  1 1  will 
le  from  foreign,  unfamiliar  entities 
Swiss  Re. 


The  huge  payouts  already  are  forcing 
some  players  to  the  sidelines.  One  lapa- 
nese  reinsurer  was  wiped  out  by  aviation 
losses  related  to  Sept.  1 1  and  Copenhagen 
Re  was  downgraded  by  Standard  & 
Poor's.  In  time,  of  course,  the  insurance 
sector  will  find  more  capital  and  compe- 
tition will  seep  back  into  reinsurance 
pricing.  For  lanuary  2002  renewals,  insur- 
ers paid  whatever  was  needed  to  get  rein- 
surance, but  next  year  they  may  opt  for 
alternatives,  such  as  issuing  bonds  to 
build  up  reserves  and  simply  keeping 
more  risk  on  their  own  books. 

Diversified  giants  like  Travelers,  AIG, 
Allianz  and  AXA  may  not  need  to  reinsure 
much  of  their  liabilities,  but  for  small, 
specialized  insurers  that  could  be  wiped 
out  by  a  single  event,  reinsurance  is  vital. 
The  reinsurers,  in  turn,  earn  their  keep  by 
creating  diversity  in  their  own  portfolios, 
balancing  the  probability  of  hurricanes  in 
the  U.S.  against  an  explosion  in  Europe  or 
an  earthquake  in  Japan.  Behind  the  tradi- 
tional, old-world  facade  of  Swiss  Re's 
headquarters  in  Zurich  is  an  ultramodern 
intelligence  complex  that 
crunches  probability  data. 
Meteorologists  work  out 
long-range  forecasts  of 
ocean  currents,  seismic 
activity  and  weather  pat- 
terns. Demographers 
study  the  effects  of  an 
aging  population.  Soft- 
ware algorithms  test  dis- 
aster scenarios  and  find 
hidden  sources  of  concen- 
tration. Are  pipeline  ex- 
plosions correlated  with 
hurricane  losses?  If  the\' 
are,  the  reinsurer  had  bel- 
ter know  it. 

Terrorism,  like  an\ 
other  risk,  can  be  insured 
for  a  price.  Swiss  Re — and 
everyone  else  in  the 
industry — no  longer  in- 
cludes it  as  part  of  a  stan- 
dard property/casualty 
policy.  But  Swiss  Re  is 
offering  coverage,  says 
Andreas  Beerli,  head  ol 
North  and  South  Amen 
can  nonlife  business:  "The 


Swiss  Re  was  there:  Hurricane 
Andrew,  storm  damage  in 
France  and  the  Kobe  earth- 
quake tested  the  reinsurer. 


lines  are  subject  to  limits — both  internal 
limits  on  the  total  amount  of  coverage  we 
write  and  limits  on  what  we  offer  individ- 
ual clients.  We  do  exactly  the  same  thing 
with  hurricanes  and  earthquakes." 

Property/casualty  lines,  which  have 
seen  the  strongest  price  gains  since  Sept. 
1 1,  represent  about  half  of  the  premiums 
Swiss  Re  collects.  But  Kielholz  sees  better 
long-term  growth  in  the  life  business, 
now  38%  of  Swiss  Re. 

Meantime,  he  sees  his  life  clients  and 
other  giant  corporations  as  buyers  of 
exotic  banking  products  that  combine 
lending  with  risk  coverage.  He  knows 
the  business;  he  spent  three  years  work- 
ing as  an  investment  banker  at  Credit 
Suisse  before  returning  to  reinsurance. 
One  customer:  Michelin,  the  French 
tiremaker,  dumped  a  $1.1  billion 
backup  line  of  credit  arranged  by  J. P. 
Morgan  Chase  and  turned  to  Swiss  Re 
in  2000.  If  U.S.  and  European  GDP  fall, 
Michelin  can  tap  the  Swiss  Re  credit 
line.  If  the  GDP  doesn't  fall,  Swiss  Re  still 
collects  a  fee.  "The  role  of  reinsurance 
as  a  substitute  for  capital 
is  not  well  understood," 
says  Kielholz.  "But  for  a 
CFO  trying  to  find  the 
best  way  to  raise  money, 
it's  no  longer  just  a 
choice  between  debt  and 
equity.  Derivatives  like 
securitization  or  rein- 
surance can  also  provide 
capital." 

Kielholz  has  taken 
another  of  Swiss  Re's  tal- 
ents and  repackaged  it: 
asset  management  for 
insurers.  In  four  years  he 
has  taken  the  global  port- 
folio from  $2.8  billion  to 
$36  billion,  the  lion's 
share  of  this  through 
acquisitions. 

So,  put  the  gains  from 
rising  property/casualty 
premiums  in  context. 
Says  the  ever-hedging 
Kielholz:  "The  reinsur- 
ance business  will  always 
be  cyclical.  We  need  to 
look  beyond  2002."  r 
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The 

Unhappy 

Hawker 

Against  her  own  instincts,  Christie  Hefner  has  embraced  a 
racier  form  of  adult  entertainment.  Can  she  finally  turn 
Playboy  into  a  porno  powerhouse?  by  stephane  fitch 

THE  CHICAGO  HEADQUARTERS  OF  PLAYBOY  ENTERPRISES  AREN'T  WHAT  YOU  MIGHT  EXPECT  COPIES  OF 
the  signature  magazine  lie  suggestively  on  the  waiting  room  tables,  but  the  receptionist  looks  like  a  nanny 
your  mother  might  have  hired.  Young  women  and  men  file  in  and  out  of  the  elevators  with  shirts  buttoned 
to  the  neck.  And  Christie  Heftier,  the  49-year-old  chief  executive,  has  banned  Playboy  TV  fi-om  the  of- 
fices— too  risque  for  the  corporate  milieu. 

Heftier  is  all  business,  too,  in  a  fitted  below-the-knee  skirt  and  blouse.  "Around 
the  world,  15  million  people  a  month  read  Playboy  magazine,"  she  says. 
"We're  building  a  multimedia  strategy  so  more  and  more  of  them  will 
see  us  on  television  or  online."  Within  three  years,  she  vows,  prof- 
its from  cable  operations  will  help  the  stock  jump  to  $40  from 
its  recent  $16.  At  today's  price  Playboy  has  a  market  value  of 
only  $421  million.  "This  is  going  to  be  a  $1  bOlion  com- 
pany," she  says,  and  has  added  at  management  retreats, 
"or  I'm  gone." 

An  interesting  threat.  Christie  Heftier  has  been 
promising  prosperity-around-the-corner  for  years. 
But  unless  her  departure  is  self-inflicted,  no  one 
except  her  father,  Hugh  Hefner,  who  started  Play- 
boy magazine  in  1953,  can  make  that  call.  Al- 
though Hugh,  75,  has  separated  himself  ft-om  day- 
to-day  management,  he  has  not  given  up  his 
controlling  70%  share  of  Playboy's  voting  stock. 
I  or  an  enterprise  with  one  of  the  world's  best- 
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known  trademarks,  Playboy  has  little  to 
show  on  the  bottom  line.  Last  year  the 
company  lost  about  $30  million  on  rev- 
enues of  $290  million,  its  third  consecutive 
year  in  the  red  on  steadily  declining  sales. 
On  the  visible  spectrum  of  pornography — 
ranging  from  Mcixim  on  the  tame  side  to, 
say,  New  Frontier  Media  on  the  smutty 
end — Hugh  Hefner's  creation  is  right  in 
the  uncomfortable  middle.  Both  extremes 
are  making  money.  So  how  come  the 
founding  father  of  flesh  isn't? 

Here's  the  latest  prosperity-around- 
;hc-corner  story:  For  the  first  time  since 
tiic  early  197()s,  Playboy  is  positioned  to  get 
a  decent  piece  of  the  video  ^ 
porn  market.  While  the 
magazine  continues  its 
slow-death  dance,  and  the 
online  business  flounders, 
the  entertainment  unit — 
primarily  a  reincarnation 
of  Playboy  TV  and  five 
porn-flick  networks  ac- 
quired by  Christie 
Hefner — is  stirring.  Next 
year,  if  Playboy  analyst 
Robert  Routh  of  Arnhold 
&  S.  Bleichroeder  is  to  be 


PIAYBOIL 

IMTKKTAINMIMT  roi  MtW  HH 


Christie  Hefner  came  to  work  for  her 
dad  in  1975,  soon  after  she  graduated 
summa  cum  laude  in  English  and  Ameri- 
can literature  from  Brandeis^University. 
Playboy  was  supposed  to  be  a  pit  stop  on 
the  way  to  law  school.  She  never  left.  Her 
interests  were  always  on  the  business  side; 
she  never  shared  Hef  s  enthusiasm  for 
pajama-clad  hobnobbing.  To  this  day  she 
has  never  been  comfortable  with  her 
paradoxical  role  as  a  feminist  running  a 
skin-trade  operation.  As  for  the  pornog- 
raphy she  sells?  Hefner  winces  at  the  "p" 
word.  "I'm  not  a  consumer  of  adult - 
movie  services,"  she  says. 

Although  for  years  she 
resisted  the  industry's  shift 
to  spicier  content,  Hefner 
began  to  change  her  mind 
in  1 995.  That's  when  exec- 
utives fi-om  cable  compa- 
nies encouraged  her  to 
branch  out  from  the 
somewhat  tame  Playboy 
channel  to  something  she 
called  Adultvision.  The  lat- 
ter had  Playboy  buying  or 
leasing  hard-core  porn 
from  independent  pro- 


the  most  pornographic  of  the  porn, 
had  Spice  sell  off  its  hard-core  cable 
work,  Hot  Network,  for  $10.5  mill 
when  it  was  reaching  only  7  million  ho 
holds.  Rethinking  this  move,  she  boi 
back  Hot  and  two  Hot  knockoffs, 
2^ne  and  Vivid,  for  $70  million  in  |ul 

The  magazine  has  changed  litti 
Christie's  1 3  years  at  the  top.  She  has  at 
some  celebrity  punch  by  slapping  folks 
Stephanie  Seymour,  the  Sports  lUustr 
swimsuit  model,  and  the  Go-Go's 
singer  Belinda  Carlisle  on  the  cover, 
those  deals  are  costly — probably  $300 
to  $600,000,  many  times  more  than 
known  models.  If  this  makes  the  maga 
classier,  it  still  hasn't  brought  in  new 
vertisers.  Tobacco  and  alcohol  accoun 
47%  of  Playboy's  ad  revenues;  autos, 
2%.  Maxim  gets  the  car  ads. 

Only  four  years  after  its  U.S.  laui 
Maxim  has  built  its  circulation  up  to 
million,  to  Playboy  s  3.2  million.  V 
hasn't  Playboy  responded  with  its  ( 
semirespectable  magazine  for  your 
men?  "We  could  have  invested  in  one, 
we'd  be  getting  back  a  quarter  of 
return  we're  getting  on  our  investm^ 
in  [cablel  entertainment,"  says  Hefne 


I'm  not  a  consumer  of  adult-movie  servic( 


believed,  the  unit  w  ill  produce  a  net  before 
interest  and  taxes  of  $34  million  on  rev- 
enues of  $115  million,  dwarfing  the  $2.6 
million  expected  from  Playboy  publishing. 
By  2004,  when  Hefner  believes  Playboy's 
overseas  cable  venture  with  conglomerate 
Claxson  Interactive  will  turn  profitable,  the 
entertainment  group's  net  is  supposed  to 
have  grown  more  than  25%. 

We'll  see.  Playboy  TV,  launched  in  1982 
as  part  of  Hugh  Hefiier's  di\'ersif\'-or-die 
strateg)',  took  1 3  years  to  turn  a  profit.  Then 
there  was  the  casino  business,  folded  in 
1984  after  the  company  was  chased  out  of 
London  and  Athintic  City  following  charges 
of  gambling- law  violations  by  Playboy  em- 
ployees in  Britain  and  bribery  by  Hef  in  the 
U.S.  Granted  a  license  in  1995  to  run  a 
gambling  joint  in  Greece,  Playboy  pulled 
out  a  month  after  the  opening.  And  while 
Playboy  was  the  first  national  magazine  to 
stake  out  territory  on  the  Web,  it  has  failed 
to  reap  any  profits  from  it. 


ducers,  who  can  create  dirty  videos  dirt 
cheap.  Hefner  cut  deals  with  Time  Warner 
and  others,  taking  40  cents  of  every  pay- 
per-view  dollar,  as  she  always  had  for  Play- 
boy TV. 

But  by  the  time  she  got  into  the  game, 
Heftier  was  already  outstripped  by  smaller 
competitors  with  better  pricing.  The  slick- 
est was  Spice  Entertainment,  founded  in 
1987  by  a  tbrmer  tele\'ision  executive  who 
asked  for  less  than  20  cents  of  each  \  iewer 
dollar.  B)'  1997  Spice  was  available  in  21.5 
million  homes;  Playboy  and  Adultvision, 
combined,  were  in  only  18  million.  More 
worrisome  still:  Spice  was  gaining  recogni- 
tion as  a  consumer  brand.  Hefner  re- 
sponded in  1998  by  buying  out  Spice  for 
SI 05  million  in  cash,  assumed  debt  and 
Playboy  nonvoting  stock.  When  the  deal 
closed,  Adult\'ision  disappeared  into  Spice 
and  adopted  its  more  generous  revenue 
splits  to  keep  other  competitors  at  ba)'. 

And  still  Hefner  felt  an  uneasiness  with 


Not  much  hope  yet  for  Hefiier's  Ir 
net  effort,  either.  Seven  years  after  put 
up  its  first  Web  site.  Playboy's  losses 
$68  million  and  counting;  the  subscr 
base  for  the  $6.25-a-month  paid  sit 
puny- — just  over  100,000.  Hefner  hi 
that  number  will  more  than  double 
year  and  the  cash  bleed  will  cease  in  2i 

Here's  an  immodest  proposal.  Bu\ 
the  adult-film  studios  that  are  getting 
selling  films  to  Playboy's  five  cable  ' 
works.  But  put  them  in  the  right  hand 
merge  them  with  Private  Media,  rui" 
second-generation  Swedish  pornogra^^ 
Berth  .VlUton,  45.  Playbo)'  could  reta 
minority  interest  in  Private,  or  a  bigger  i 
adds  analyst  Routh,  if  Christie  includes 
five  Spice  cable  networks  in  the  mer 
With  little  exertion,  she  could  boost  her 
and  bottom  lines,  keep  her  own  ha 
clean,  participate  in  a  well-run  busir 
with  high  margins  and  stand  a  chanci 
reaching  that  $1  billion  market  cap. 
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see  a  voicemaii  waiting  on  your  laptop.  So  now  you  can  share  and  respond 

to  information  liowever  you  want.  It's  possible  when  Avaya  transforms  your  company's  voice  and 
data  systems  by  getting  them  working  together  Reliably.  Securely.  With  our  innovations  in  voice 
and  in-depth  expertise  in  data,  you  stay  accessible,  you  stay  connected.  Find  out  why  more  than 
90%  of  the  Fortune  500  use  Avaya  communications  to  power  their  business,  visit  avaya.com/nowone. 


AVAyA 

COMMUNICATION   WITHOUT  BOUNDARIES 


MtiUIA 


Why  Journalists 
Can't  Add 


NEW  YORK  TIMES  COLUM-  r 
nist  William  Safire  is  a 
smart  guy,  with  extraor- 
dinary insights  about  politics, 
national  security  or  anything 
else  he  chooses  to  write  about. 
But  nobody's  perfect,  and  this 
wordsmith  has  trouble  with 
numbers,  as  evidenced  in  a 
column  last  summer  that  of- 
fered the  following  "early 
morning  line"  on  2004  Demo- 
cratic presidential  nominees: 
Tom  Daschle  (4-1);  Joe  Biden 
(5-1);  Richard  Gephardt  (15- 
1);  John  Edwards  (9-1 );  John  Kerry  (4-1); 
Pat  Leahy  (6- 1 );  Joe  Lieberman  (5- 1 );  Chris 
Dodd  (4-1);  RusseU  Feingold  (8-1);  and  Al 
Gore  (2- 1 ).  What  Safire  doesn't  seem  to  re- 
alize is  that  odds  translate  into  percentage 
probabilities  (e.g.,  4-1  means  the  guy  has  a 
20%  chance)  and  that  his  probabilities  add 
up  to  168%.  Alas,  mutually  exclusive  con- 
tingencies cannot  have  probabilities  sum- 
ming up  to  more  than  100%. 

After  many  years  of  observing  media 
colleagues  at  work,  I  would  say  most  of 
them  were  standing  behind  the  door 
when  quantitative  skills  were  handed 
out.  They  quote  T.  S.  Eliot  but  are  babes 
in  the  woods  when  it  comes  to  correla- 
tions or  the  basic  laws  of  probability. 
Even  when  the  math  is  simple,  they  get 
bollixed  up.  Fortune  recently  ran  an  arti- 
cle on  convertible  bonds  and  accompa- 
nied it  with  a  table  demonstrating  that 
stock  prices  were  far  below  conversion 
prices.  At  eight  of  the  companies,  the 
magazine  told  us,  the  stocks  were  doing 
so  badly  that  they  were  selling  at  more 
than  100%  below  the  conversion  price. 
How's  that?  A  stock  selling  below  zero? 
But  the  scary  percentages  lent  a  certain 
excitement  to  the  copy. 

Journalists  have  trouble  distinguish- 
ing between  the  increase  or  decrease  in 
economic  output  during  a  quarter  and 
the  annual  rate  of  change.  Typical  was  the 


Liberal  arts  graduates 
control  the  media, 

which  doubtless  helps 
the  prose— but 
generates  endless 

screwups  in  numbers. 

BY  DAN  SELIGMAN 

New  York  Times  editorial  following 
release  of  last  year's  third-quarter  figures. 
The  editors  cited  a  0.4%  decline  in  the 
quarter  as  a  reason  for  heavy  grieving. 
But  that  number  was,  of  course,  the 
annual  rate,  meaning  that  the  decline  in 
the  quarter  was  only  0.1%. 

Schools  have  evidently  stopped  teach- 
ing the  difference  between  "million"  and 
"billion."  The  Wall  Street  Journal  reported 
Ford's  fourth-quarter  dividend  at  $270 
billion.  The  Times  had  some  New  York 
City  reservoirs  holding  63,804  billion  gal- 
lons. Business  Week  had  OPEC  cutting 
production  by  1.7  billion  barrels  a  day. 
Even  small  numbers  are  treacherous.  A 
recent  howler  in  FORBES:  FedEx  packages 
going  down  the  conveyor  at  540  feet  per 
second.  (Read  "per  minute.") 

Another  common  dereliction  is  cou- 
pling a  precise  number  to  an  undefined 
term,  as  in  the  New  Yorker  article  a  vear 


ago  worrying  about  thi 
that  "Americans  speni 
billion  on  unproven  n 
dies  in  1997."  Given 
conspicuous  absence 
agreement  about  w 
remedies  are  "unpro\ 
the  statement  must  be 
meaningless. 

High-profile  media 
sons  endlessly  signal 
they  themselves  don't  1< 
what  the  numbers  mear 
Nov.  12  Washington 
media  critic  Howard  }• 
was  registering  amusement  over  wh 
judged  to  be  conflicting  report 
unemployment.  The  New  York  'I 
had  run  an  article  stating  "40C 
Americans  lost  jobs  last  month,"  \ 
the  Post's  own  headline  said  "Ur 
ployment  soars  by  700,000."  H' 
neglected  to  note  that  the  unemp 
ment  totals  are  affected  by  a  lot  i 
than  job-losing — by,  for  example,  i 
people  looking  for  work. 

Also  recently  getting  things  wro) 
the  Post  (and  many  other  papers  > 
syndicated  columnist  Ellen  Goodi 
wrestling  with  the  latest  news  a 
mammograms  and  breast  cancer, 
news  is  a  study  indicating  that  breast 
cer  mortality  rates  do  not  appear  t 
reduced  by  regular  mammograms.  1 
contrary  to  what  women  have  been 
for  years  and  leads  Ellen  to  reflect  a: 
lows:  "We've  been  told  that  pickin 
cancer  on  a  mammogram,  before  it' 
enough  to  feel,  improves  the  odds  ot 
vival  by  30%.  Of  course  I  can  d( 
math.  Those  same  figures  mean 
mammograms  make  no  differeni 
70%  of  the  cases."  No,  she  cannot  d 
math.  It  is  quite  consonant  with  a 
overall  survival  gain  that  mammog; 
have  some  benefit  in  100%  of  breast 
cer  cases. 

If  onlv  the  math  majors  could  wri 
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Novell 

the  power  to  chaNge 


©  Copyrighl  2002  Novell.  Inc.  All  righls  reserved.  Novell  is  a  registered  trademark  and  the  power  to  change  and  eDirectory  are  trademarks  of  Novell,  Inc..  in  ihe  liniicd  Stales  and  other  counlncs- 
Yahoo!  is  a  registered  trademark  of  Yahoo!.  Inc. 


Point  of  View  By  Steve  H.  Hanke 

May  the  Best  Currency  Wi 


THE  EURO,  IF  YOU  CAN  BELIEVE  ITS  PROPONENTS,  IS  A 
godsend  to  the  300  million  people  who  are  now 
required  to  use  it.  If  it's  so  great,  shouldn't  it  be  used 
all  over  Europe?  The  currency's  fans  don't  have  ;i 
good  answer  to  this  question. 
Launched  in  1999,  the  euro  was  for  three  years  used  only  for 
electronic  transactions  such  as  large  wholesale  payments.  But 
this  Jan.  1  the  euro  became  the  mandatory  circulating  currency 
in  the  12  countries  forming  the  European  Monetary  Union. 
The  second  launch  of  the  real  thing  has  been  promoted  with  a 
multimillion-dollar  ad  campaign,  complete  with  rah-rah 
posters  proclaiming,  "The  Euro: 
Our  Money."  Advertise  a  gov- 
ernment-mandated product?  It 
makes  you  wonder  whether  the 
eurocrats  fear  a  mass  revolt 
against  the  new  coins  and  paper 
money. 

Brussels  has  done  all  it 
could  to  entice  European 
nations  other  than  the  current 
12  to  dump  their  national  cur- 
rencies and  adopt  the  euro.  The 
United  Kingdom  is  a  prime 
candidate.  If  Tony  Blair  had  his 
way,  that's  exactly  what  would 
happen.  But  in  November  his 
chancellor  of  the  exchequer,  the 
cvcr-clcver  Gordon  Brown,  all 
hut  deep-sixed  that  dream.  In 
short,  the  euro  won't  cross  the  (channel  on  Brown's  watch. 

But  Brussels'  enthusiasm  tor  new  recruits  flags  when  it  casts 
its  eyes  eastward.  To  the  union's  elite,  the  13  countries  in  central 
and  eastern  Europe  vying  for  admittance  to  the  august  circle 
have  all  the  appeal  of  squeegee  men.  Christian  Noyer,  the  vice 
president  of  the  European  Central  Bank,  as  well  as  figures  from 
the  mighty  German  Bundesbank,  don't  want  any  countries  to 
use  the  euro  until  they  have  painfully  satisfied  all  the  Maastricht 
Treaty  conditions,  like  balancing  the  government  budget,  or  at 
least  coming  reasonably  close. 

But  why  shouldn't  countries  like  Poland  be  able  to  use  the 
euro?  After  all,  if  the  new  currency  is  an  elixir  for  western 
Europe's  economy,  as  Brussels  maintains,  wouldn't  it  be  a  great 
thing  for  the  rest  of  Europe? 

Think  about  it.  Countries  like  Poland  could  use  the  euro  as  a 
unit  of  account  without  even  joining  the  union.  They  could 
detour  the  Maastricht  roadblock  simply  by  authorizing  private 


Who  needs  the 
Maastricht  tests? 

Poland  can't  yet 
pass  them  to  join 
Europe's  monetary 
union.  But  it  could 

have  Citigroup 

issue  currency 
within  its  borders. 


banks  to  issue  their  owi 
notes.  Then  well-capitalize 
cign  commercial  banks 
business  in  Poland  could 
euro-denominated  note 
deemable  in  official  euros. 

The  benefits  brought  i 
vate  issue  of  euro  notes  ' 
accrue  both  to  Poland  a 
the  global  economy.  A  h 
quality  currency  would  in- 
the  ease  with  which  easier 
central  Europe  trade  goods  and  services  with  the  West. 

Bank-issued  notes  would  be  much  like  bank-issued 
eler's  checks.  People  would  accept  the  notes  if  they  had 
dence  in  the  issuer  and  reject  them  if  they  didn't.  An 
Amro,  Citigroup,  IN(i  Barings  or  Westdeutsche  Lande 
Girozentrale  would  enjoy  the  confidence  of  customers.  7 
certainly  command  more  respect  than  some  of  the  c< 
banks  now  issuing  fiat  money  in  ea.stern  Europe.  Central 
can't  be  sued;  but  should  a  commercial  bank  break  its  pr 
to  redeem  one  of  its  private  euro  notes  for  a  real  eur 
holder  of  the  note  would  have  legal  recourse.  Competiti\x 
ket  forces  would  also  push  banks  to  maintain  their  vc 
redeem.  The  merest  hint  of  infidelity  would  send  currency 
fleeing  to  an  alternative  issuer. 

Bank- issued  notes  are  nothing  new.  Traveler's  checks,  • 
resemble  currency  although  they  cannot  pass  from  ha 
hand  without  being  endorsed,  have  been  around  for  de^ 
Before  the  20th  century  commercial  banks  issued  thcii 
notes  in  at  least  50  nations,  notably  including  the  U. 
Canada.  Multiple  brands  of  notes  did  not  confuse  peopl 
more  than  multiple  brands  of  traveler's  checks  now  do. 

Governments  took  over  note  issuance  from  comm 
banks  not  because  the  private  sector  was  doing  a  bad  jo 
because  governments  wanted  the  profits  for  themselves 
record  of  private  issuance  of  notes  was  generally  good.  In 
countries  bank  failures  caused  losses  to  note-holders,  bi 
losses  were  small  compared  with  those  inflicted  by  the  c 
banks  that  later  took  over  note  issuance. 

Even  today  private  banks  in  Northern  Ireland  and 
land  issue  pound  notes  redeemable  into  pounds  sterling 
in  Hong  Kong  paper  currency  is  supplied  exclusively  b 
vate  banks. 

If  the  euro  is  to  be  the  coin  of  the  realm  in  most  of  En 
private  bank  notes  should  come  next.  Give  those  cc 
bankers  a  little  competition. 


l^B  TiV^f  I'WSiC  I  Steve  H.  Hanke  is  a  professor  of  applied  economics  at  The  Johns  Hopkins  University  In  Baltimore  and  chairman  of  the  Friedberg  Mercantile 
IaSI  anMiMKconi  Inc.  In  New  York.  Find  past  columns  at  www.forbes.com/hanke. 
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The  world  is  full  of  companies  offering  financial  advice.  But  few  have  120  years  of 
experience  and  $226  billion  in  assets  under  management.  Wachovia  has  entered  its  third 
century  of  managing  wealth,  and  never  have  our  capabilities  been  so  broad  or  focused. 
Seasoned  advisors  lead  teams  of  top-tier  investment,  risk  management,  credit  and  estate 
planning  specialists  to  optimize  your  opportunities,  and  minimize  your  taxes. 

BE  CONFIDENT  THAT  YOUR  WEALTH  MANAGEMENT  SOLUTIONS  WORK  FOR  YOU. 


LET'S  GET  STARTED? 
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Tom  Siebel  used  his  owhjsoftwat^o  anticipate  the  recession  month! 

ahead  of  ^als  anrf  economists,  and  braced  for  the  wori 
in  2001.  Now  he's  betting  on  a  comeback. 
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YEAR  AGO  THOMAS  M.  SIEBEL  WAS  REVVING  UP 
for  the  best  year  of  his  Hfe.  Sales  and  profits  at 
Siebel  Systems,  the  sales-automation  software 
shop  he  founded  in  1993,  had  doubled  for  the 
seventh  straight  year,  to  $1.8  billion  and  $258 
million,  respectively.  Siebel  had  a  70%  share  of 
its  core  market,  and  its  stock  had  shot  up  50- 
fold  since  being  offered  to  the  public  in  1996. 
He  laid  plans  to  double  yet  again  in  2001,  to  $4 
billion  in  sales. 

But  in  February,  a  month  before  the  reces- 
sion began,  Tom  Siebel  saw  something  that 
horrified  him.  At  home  in  his  sweats  at  6 
o'clock  one  morning,  he  logged  on  to  his  com- 
pany's internal  Web  site  to  begin  his  morning  ritual:  a  review  of  the  sales  force's 
forecasts  for  the  quarter.  For  the  first  time,  the  figures  laid  out  before  him  in 
crystalline  pixels  of  blue,  red  and  black  showed  that  hundreds  of  potential  deals, 
ranging  in  value  from  a  few  thousand  dollars  to  several  million  each,  had  sud- 
denly stalled.  The  backlog  of  pending  sales  had  declined  from  just  days  before. 
Worst  of  all,  individual  sales  reports  were  laden  with  ominous  phrases:  "budget 
eliminated,"  "all  IT  spending  frozen,"  "decision  deferred  to  following  quarter." 

All  of  it  could  mean  only  one  thing:  a  crash  was  coming.  "The  recession 
was  apparent.  Here  we  were,  pedal  to  the  metal,  and  suddenly  the  pipeline 
looked  really  bad,"  says  Siebel,  49.  Hours  later  he  met  with  his  six  senior  exec- 
utives and  gave  them  the  stunning  news.  He  demanded  an  overhaul  of  the 
2001  growth  strategy,  set  in  ink  only  weeks  before.  Then  he  dispatched  them 
to  visit  key  customers  and  close  pending  deals  before  the  rest  of  the  world 
could  discover  where  the  economy  was  headed.  Siebel  himself  visited  nine 
accounts  in  the  following  few  weeks. 

And  on  Feb.  27  Tom  Siebel  warned  Wall  Street  analysts,  in  a  conference  call, 
of  a  possible  tech  "depression."  He  began  bracing  for  pain,  laying  off  800 
employees,  cutting  off  three  moneylosing  business  units,  cutting  budgets  for 
travel,  marketing  and  hiring — and  lopping  20%  off  the  pay  of  the  top  brass. 

"By  week  one  of  April,  we  turned  a  $4  billion  company  back  into  a  $2.6  bil- 
lion company,"  Siebel  says.  "We  turned  this  Titanic  around."  The  first  quarter  of 
2001  was  bad,  but  not  devastating,  for  Siebel,  with  license  revenue  coming  in  at 
$335  million,  off  $30  million  from  the  fourth  quarter  of  2000,  its  first-ever  such 
sequential  decline — though  still  up  72%  from  the  first  quarter  of  2000.  Wall 
Street  pretty  much  took  it  in  stride. 

Economists  took  nine  months  to  confirm  that  a  recession  had  descended  last 
March.  The  software  that  gave  Siebel  an  early  jump  on  them  and  his  rivals  is  all 
the  more  compeOing  for  what  it  shows  today.  Tom  Siebel  now  says  the  recession 
bottomed  out  at  the  end  of  November — and  that  one  heU  of  a  comeback  looms. 

"I  believe  we  will  see  the  information  technology  market  pick  up  in  Ql  and 
Q2  and  the  economy  at  large  by  Q3  or  Q4,"  Siebel  declares. 

What?  Silicon  Valley  still  reels  from  the  starkest  downturn  in  its  four-decade 
history.  Hundreds  of  dot-coms  have  gone  under.  Some  600,000  tech  workers 
have  been  fired.  Real  estate  prices  are  depressed,  restaurants  are  empty  and  lux- 
ury cars  tool  down  the  freeways  with  a  sign  of  the  times  in  the  windows:  "For 
Sale  by  Owner."  A  trillion  dollars  has  been  lost  in  telecom  stocks.  Several  lead- 
ing indicators,  from  chip  orders  to  hardware  sales,  suggest  things  won't  improve 
soon.  Some  55%  of  tech  managers  say  spending  will  stay  flat  or  decline  in  2002, 
says  Goldman  Sachs. 

Not  to  worry,  Tom  Siebel  says:  "The  door  has  opened."  In  November  and 
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December  Siebel  reps  hit  clients  with  "far 
more  product  evaluations,  demonstra- 
tions and  visits  than  in  the  entire  third 
quarter,  and  the  rate  of  deal  closings  was 
much  greater."  All  of  which,  of  course,  is 
meticulously  tracked  by  his  software.  Bet- 
ter yet,  he  says,  Siebel  is  a  good  leading 
indicator  for  the  rest  of  tech.  "Software  is 
always  the  decision  that  is  made  first.  The 
hardware  and  services  follow." 

His  forecast  could  presage  a  powerful 
rebound  in  the  economy,  if  not  the  stock 
market.  The  high-tech  sector  led  the  way 
in  the  wondrous  economic  boom  of  the 
last  decade,  suffered  the  most  in  the  2000- 
01  bear  market,  and  by  rights  should  lead 
the  economy  back  up.  With  tech  now 
accounting  for  half  of  all  business  capital 
spending  in  the  U.S.,  Silicon  Valley  must 
revive  before  a  recovery  can  take  hold. 

Others  in  high  tech  are  betting  with 
him.  In  telecom,  entrepreneurs  are  buy- 
ing billion-dollar  fiber  networks  for  pen- 
nies on  the  dollar  (see  story,  p.  80);  in  e- 
tailing,  founder  Scott  Blum  just  paid  17 
cents  a  share  to  buy  back  Buy.com,  insist- 
ing it  can  turn  a  profit  (see  p.  86);  in  soft- 
ware, PeopleSoft  is  pulling  off  a  stunning 
turnaround  (p.  90). 

At  Siebel  the  advertising  budget  for 
the  first  quarter  will  rise.  The  company  is 
recruiting  again,  and  it  is  even  expanding 
its  backshop,  buying  up  newly  vacated 
data  centers  in  Utah.  It  doesn't  occur  to 
Tom  Siebel  to  ask:  Um,  what  if  I'm 
wrong?  His  software  is  talking  to  him, 
and  he  believes  it. 

"Tom  instruments  his  business  better 
than  anyone  I've  ever  seen,  and  he  man- 
ages accordingly,"  says  Robert  Austrian,  a 
Banc  of  America  Securities  analyst  who 
throttled  back  his  optimism  on  software 
firms  after  hearing  Siebel  last  February. 
"He  was  way  ahead  in  seeing  the 
downturn,  and  he  put  the 
screeching  brakes  on." 

If  Siebel's  forecast  is  prema- 
ture, the  risks  to  his  company  are 
high.  This  year  Oracle,  SAP  and 
PeopleSoft  are  all  intensifying 
their  push  into  Siebel's  core  market.  Worse 
still,  license  revenue  in  Siebel's  market, 
once  expected  to  grow  30%  a  year  through 
2005,  now  is  forecast  to  expand  just  6% 
annually  in  the  next  four  years,  to  $5  bil- 


TWP's 
Thomas 
Weisel:  So 
happy  he  put 
Tom  Siebel 
on  his  board. 


Knowledge  Is  Powei 

Tom  Siebel's  software  made  him  rich  by  helping  his 
customers  get  smarter  about  their  own  customers. 

THOMAS  WEISEL  PARTNERS  SAN  FRANCISCO,  CALIF 
TWP  earns  its  keep  trading  large  blocks  of  stocks  for  institutions  lik^ 

Fidelity  and  Alliance  Capital.  If 
a  competitive  business.  Fund 
managers  vote  every  six  month 
on  which  brokers  will  get  their 
millions  of  dollars  in  trades. 

"Our  salespeople  have  to  fij 
ure  out  which  of  hundreds  of 
portfolio  managers  we  can  im- 
pact to  maximize  the  trades  we 
get,"  says  Chief  Thomas  Weise 
For  three  years  TWP  has  us 
Siebel  eFinance  and  Siebel  eAc 
visor  to  help  do  that.  The  soft- 
ware pulls  together  research 
from  TWP's  43  equity  analysts, 
records  when  an  analyst  last 
talked  to  his  counterpart  at  Fi- 
delity and  what  recommenda- 
tions were  made.  So  during  a 
sales  call  one  of  TWP's  42  instil 
tional  brokers  can  gently  remin 
a  Fidelity  fund  manager  that  hi: 
firm's  last  six  picks— four  buys, 
two  sells— made  money  for  that  Fidelity  fund.  Such  detailed  knowl- 
edge breeds  confidence  in  TWP  among  fund  managers,  netting  more 
votes  and  business.  "All  we  are  is  the  next  client  relationship  that  w« 
build,"  says  Weisel.  While  the  combined  average  daily  volume  on  the 
NYSE  and  Nasdaq  was  up  60%  in  2001  over  1999,  TWP's  rose  seven- 
fold, from  23  million  shares  in  1999  to  167  million  in  2001. 


lion,  says  Gartner.  If  Tom  Siebel  gets 
crunched  between  slow  growth  and  com- 
petition, his  shareholders  will  pay  the 
price.  So  will  he:  He  still  owns  15%  of  the 
company,  worth  $1.9  billion. 

Blazing  trails  has  been  a 
hallmark  of  Tom  Siebel's  career. 
He  was  born  in  1952  to  an 


Tom,  then  age  1 5,  was  the  only  one  to 
sent  off  to  the  Shattuck  Military  School 
Faribault,  Minn. 

"I  wasn't  an  exceptional  student,"  si 
Siebel,  who  still  bears  traces  of  a  militi 
bent  for  order  and  discipline.  "It  wa. 
great  adventure.  It  forced  me  to  think  a 
act  independently  at  a  young  age." 


e  were  pedal  to  the  metal,  and 


upper-middle-class  family  in  the  tony 
Chicago  suburb  of  Wilmette,  111.,  the  sixth 
of  seven  children.  Tom's  father,  a  corpo- 
rate lawryer,  must  have  seen  something 
special  in  him — or  some  special  need. 


He  earned  a  bachelor's  degree  at  t 
University  of  Illinois  at  Urbana-Chai 
paign  in  1975,  spent  a  few  years  baling  1 
and  doing  construction  work  in  Idal 
then  returned  to  the  campus  in  1 979. 
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len  sponsors  up  to  100  new  drug  trials  each  year,  involving 
jsands  of  doctors  and  patients  at  hundreds  of  medical  clin- 
"Protocols,"  or  rules  for  administering  new  drugs,  are  com- 
:  and  hard  for  physicians  to  follow.  If  a  sick  patient  misses 
treatments,  the  trial  is  mucked  up  and  a  physician  forfeits 
le  of  his  fee  for  participating.  One-third  of  doctors  who  sign 
or  its  trials  each  year  never  return,  a  huge  loss  in  institu- 
al  knowledge  and  money.  Amgen  estimates  that  up  to  3% 

typical  $200  million  drug-trial  budget  gets  lost  to  work 

is  never  done. 

In  early  2000  Amgen  used  Siebel  Systems'  Clinical  Trial  in 
e  drug  trials.  The  software  lets  doctors  keep  digital  logs  of 
n  protocol,  as  well  as  each  patient's  progress.  Physicians 


get  paid  faster,  and  Amgen  spends  less  time  squaring  its 
books.  The  benefits  were  huge,  says  Hassan  Movahhed, 
Amgen's  director  of  clinical  affairs.  His  staff  of  85  used  to 
spend  10%  of  their  time  reconciling  payments  on  such  minus- 
cule procedures  as  $10  blood  tests.  Siebel  reduced  this  by 
80%,  which  could  save  Amgen  $500,000  if  used  for  all  100 
trials.  "Even  in  a  $500  million  drug  trial,  that's  good  money,"  he 
says.  By  year  three  the  software  will  pay  for  itself. 

IBM  ARMONK,  N.Y.  IBM  was  a  mess  when  Louis  Gerstner  ar- 
rived in  1993.  Its  businesses  were  too  diverse,  and  customers 
complained  of  spotty  service.  IBM  spent  the  next  seven  years 
trying  to  cobble  together  existing  software  that,  by  automating 
things  like  customer  service  and  lead  management,  might 

bring  order  to  chaos.  But  IBM 
couldn't  find  a  set  of  tools  that 
were  at  once  general  enough  to 
apply  to  its  350,000  employ- 
ees and  still  add  value. 

In  January  2000  IBM  imple- 
mented the  Siebel  6  software 
suite  at  its  26  customer  service 
centers  worldwide.  The  changes 
were  huge,  says  Cher 
Derossiter,  head  of  IBM's  inter- 
nal Siebel  practice.  "We  have 
fewer  abandoned  calls,  better 
call  assignment  and  a  clearer 
view  of  what  is  happening."  She 
estimates  IBM's  operators  in 
some  call  centers  now  spend 
5%  less  time  on  each  call.  A  tiny 
improvement,  but,  if  spread 
across  9,000  agents,  it  means 
IBM  could  handle  the  same  call 
volume  with  450  fewer  people. 

-C.H. 


5  he  had  earned  two  master's  degrees, 
in  business  and  one  in  computer  sci- 
t.  His  master's  thesis,  which  extolled 
virtues  of  algorithms  that  might  make 
bases  run  faster,  got  him  recruited  to 
•y  Ellison's  Oracle  Corp.,  then  a  young 
ior  of  relational  databases. 
Siebel  was  31  years  old  when  he 


the  highest-paid  salesman  in  the  Valley. 

His  greatest  contribution  came  in 
1987,  when  he  showed  that  Oracle's  mul- 
timillion-dollar databases  could  be  better 
sold  over  the  phone  than  by  reps  pressing 
the  flesh.  Siebel  designed  Oasis  (Oracle 
Automated  Sales  Information  System), 
which  streamlined  lead-generation  and 


accounting  for  Oracle's 

iipeline  looked  really  bad."  sales  force  soon  s  ebd  s 

call  center,  Oracle's  first, 

ed  Oracle  in  1984.  A  year  later  he  was 
led  salesman  of  the  year,  vaulting  past 
sagues  on  the  strength  of  his  deeper 
wledge  of  the  technical  intricacies  of 
product.  Siebel  quickly  won  fame  as 


was  the  largest  revenue  unit.  In  1988  Siebel 
was  voted  Oracle's  Most  Valuable  Player. 

But  later,  when  Siebel  proposed  to 
Ellison  that  Oracle  sell  Oasis  to  its  own 
customers,  Ellison  balked.  In  1990  Siebel 


walked  with  millions  of  dollars  in  Oracle 
shares,  but  sold  them  shortly  after.  He's 
lucky  he  did:  A  year  later  Oracle  was 
blighted  by  an  accounting  scandal  that 
shaved  billions  off  its  market  value  and 
nearly  bankrupted  it. 

Meanwhile  Siebel  and  wife  Stacey 
(herself  a  former  Oracle  rep)  led  a  new 
life  of  skiing  and  travel.  It  didn't  last  long, 
lust  months  into  his  sabbatical,  Siebel 
accepted  an  offer  to  run  multimedia  out- 
fit Cayenne  Systems.  Another  18  months 
later,  in  1992,  Siebel  sold  newly  renamed 
Gain  Technology  to  Sybase  for  $1 10  mil- 
lion, netting  himself  $10  million  more. 

It  still  wasn't  enough.  In  July  1993, 
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with  the  notion  of  an  Oasis-like  product 
still  gnawing  at  him,  Siebel  rented  cheap 
offices  in  East  Palo  Alto  and  founded 
Siebel  Systems.  He  spurned  offers  of 
venture  capital  and  funded  it  himself, 
letting  a  few  former  Oracle  pals  and 
others  put  up  to  $100,000  each,  includ- 
ing lawyer  James  Gaither  and  brokerage 
titan  Charles  Schwab  (both  still  sit  on 
the  board).  "I  told 
them  the  only  conso- 
lation was  that  [if  we 
flopped]  I  would  lose 
more  money  than 
they  would,"  says 
Siebel. 

Siebel  named  the 
firm  after  himself  not 
out  of  self-aggrandizement,  he  says  with 
a  straight  face,  but  because  "I  believed 
that  my  reputation  would  draw  talent."  It 
did.  Oracle  marketer  Patricia  House,  now 
46,  joined  as  a  cofounder  (now  retired, 
she  still  owns  a  1.5%  stake  worth  $190 
million).  David  Schmaier,  37,  left  Oracle's 
struggling  applications  business  to  join 
Siebel  in  1994.  He  now  heads  all  product 
divisions  and  is  the  de  facto  successor, 
though  Siebel  says  he  will  run  the  show 
for  many  more  years. 

From  the  beginning  Siebel  Systems 
would  be  different.  "Serious  and  profes- 


sional," says  Siebel.  "No  polo  shirts,  no 
dogs,  no  Frisbee  in  the  halls."  No  extrav- 
agances, either.  Nearly  every  penny  of  the 
company's  $1.4  million  in  staftup  capital 
went  to  developing  the  software.  For 
months  Siebel,  House,  Schmaier,  four  en- 
gineers and  an  office  manager  did  their 
work  at  a  set  of  $60  metal  folding  tables. 
Despite  the  spartan  office  setting,  every- 
one wore  business  suits.  They  placed  calls 
to  would-be  clients  like  Ingram  Micro, 
Wells  Fargo  and  Pfizer  to  solicit  advice  on 
their  future  product  and  found  the  inter- 


e're  serious  and  professional. 
No  polo  shirts,  no  dogs,  no  Frisbees." 


est  was  huge.  Siebel  Systems  was  in  the 
black  from  the  day  it  sold  its  first  product 
in  June  1995. 

Siebel  went  public  in  June  1996.  On 
their  first  day  Siebel  shares  zoomed  from 
an  offering  price  of  $17  to  $31,  valuing 
the  company  at  $477  million  and  Tom 
Siebel's  then-42%  stake  at  $200  million. 
That  year  it  had  213  employees,  $39  mil- 
lion in  sales  and  net  income  of  $5  million. 

For  the  next  four  years  the  company 
grew  at  a  torrid  pace.  At  the  end  of  2000 
Siebel  had  7,400  people  in  two  three- 
building  office  complexes  in  San  Mateo, 


Calif,  and  133  offices  in  40  countries. 

Then  the  bottom  fell  out.  By  e 
2001  it  looked  as  though  Siebel's  wild 
was  over.  Last  year  its  sales  growth  slo 
from  121%  to  a  comparatively  pa 
30%.  Siebel  missed  First  Call's  earn 
estimates  in  September,  and  by  thei 
stock  price  had  plunged  60%.  Shares  i 
trade  around  $28,  or  56  times  trai 
earnings.  The  company  is  expecte* 
close  2001  with  $2  billion  in  revenue 
net  income  of  $235  million,  off  9%. 
That  he  saw  the  recession  coming 
February  certainly  gave  1 
Siebel  a  head  start  on 
competitors,  but  that  is  ( 
half  the  story.  Siebel's  ab 
to  redirect  a  then-$22  bil 
(market  cap)  global  enterprise  in  w< 
owes  to  a  sophisticated  set  of  man. 
ment  tools,  all  engineered  around 
thing:  knowledge. 

Using  Siebel's  own  sales  software,  t 
of  its  1,500  sales  agents  files  wei 
progress  reports  on  current  deals.  T 
handicap  the  odds  of  a  "close"  in  s 
meticulous  terms  as:  "5%,  opportu 
qualified"  or  "15%,  proposal  present 
all  the  way  up  to  100%  when  a  contra 
signed.  The  reports  include  details 
date  of  last  contact  with  a  buyer,  knc 
competitive  bidders  and  when  a  rival 


Quadruple  Crown 


Siebel  grew  faster  than  any  software  company  in  history.  It  won  the  sprint,  but  can  it  run  the  marathon? 


Siebel  Oracle  Siebel  Oracle 

PeopleSoft      Microsoft  PeopleSoft  Microsoft 

Sources:  Companies:  Moody's:  Value  Line. 
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YEARS  TO  HIT  OPER- 
ATING PROFIT  MARGIN 
OF  30%  (OR  MORE) 


Siebel  Oracle  Siebel  Oracle 

PeopleSoft      Microsoft  PeopleSoft  Mien 


Our  communications  customers 

1^  dream  of  a  world  that's  always  on 


t 

I 


Uninterrupted  access,  any  time,  any  place.  That's  the  world 
our  customers  are  dreaming  of.  And  Agilent  is  helping  them 
get  there  faster  than  ever  before.  By  providing  technologies 
that  enable  broadband  wireless  devices  to  run  longer,  even 
as  they  shrink  in  size.  Helping  equipment  manufacturers 
.build  optical  networks  that  run  without  bottlenecks.  Helping 
service  providers  avoid  network  breakdowns.  Helping  to 
keep  the  lines  of  communication  perpetually  open. 

Agilent  Technologies 


dreams  made  real 
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been  eliminated. 

Tiie  data  are  tunneled  into  a  "Flash 
Report,"  which  is  what  Tom  Siebel  was 
reviewing  on  that  fateful  morning  last 
February.  Siebel  found  that  "close"  hand- 
icaps, which  had  always  increased  quickly, 
hadn't  budged  for  days.  Revenue  targets 
for  individual  deals,  which  were  usually 
steadfast  (Siebel  does  no  discounting), 
had  suddenly  shrunk.  The  slowdown  had 
begun. 

The  data  tracking  provides  fast 
insight  but  also  stokes  performance.  By 
day  7  of  each  quarter,  Tom  Siebel  posts 
ills  three-month  objectives  for  the  com- 
pany on  the  Siebel  intranet.  By  day  10, 
each  of  Siebel's  465  department  heads  is 
required  to  post  corresponding  goals  for 
his  or  her  respective  unit.  By  day  15, 
Siebel  employees — to  a  man — post  their 
personal  goals  for  the  period  on  the  por- 
tal. There  they  can  be  viewed  at  whim  by 
anyone,  the  founder  included.  Fulfillment 
of  these  objectives  figures  into  perfor- 
mance reviews.  Every  six  months  the  bot- 
tom 5%  are  given  walking  papers. 

As  soon  as  he  saw  the  end  coming 
last  winter,  Siebel  jumped  on  the 
intranet,  retracted  the  16  growth  objec- 
tives he  had  placed  there  weeks  earlier 
and  replaced  them  with  3  simple  and 
devastatingly  clear  ones:  Keep  cus- 
tomers happy,  keep  cash  coming  in  and 
protect  market  share.  Within  six 
weeks  all  8,000  employees  tacked 
over  to  this  new,  bleaker  outlook. 
"Everyone  always  knows  the  goal 


Siebel  shares  have  outrun  those  of  its  peers  since  going 
public  in  1996.  Even  a  recession  couldn't  change  that. 
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Siebel  Systems 
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Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 

a  rigorous  third-party  auditing  service  to 
let  customers  rate  his  company's  perfor- 
mance every  quarter.  In  an  industry  known 
for  hyping  "vapoi^ware,"  Siebel  Systems  has 
an  enviable  90%  customer  satisfaction  level. 
It  had  better.  This  stuff  is  expensive:  typi- 
cally $300,000  to  $600,000  for  a  license  that 
might  serve  100  sales  reps. 

Half  of  the  $1  billion  in  license  rev- 
enue that  Siebel  booked  in  2001  came 
from  new  customers.  Not  bad,  consider- 
ing IT  spending  across  all  industries  sank 
through  the  floor.  The  auditing  service 
proved  so  effective,  in  fact,  that  Siebel 
now  resells  the  auditing  system  in  its  new 
software  release,  Siebel  7,  which  it 
launched  in  November. 

Customer  love  is  nice,  but  it  can't  off- 
set flagging  demand.  Even  if  the  economy 


will  let  the  other  guys  beat  each  other's  heads  together." 


and  how  they  fit  in,"  he  says. 

Siebel  insists  on  meticulous  product 
knowledge,  too.  While  most  software 
companies  train  mainly  their  sales  staffs, 
Siebel  demands  that  every  single 
employee — including  secretaries  and 
security  guards — complete  at  least  five 
Web-hosted  tutorials  on  Siebel  products, 
every  quarter.  Tutorials  end  in  exams. 
Workers  must  score  90%  or  higher  to 
pass.  The  test  results,  logged  into  digital 
personnel  files,  also  figure  into  quarterly 
performance  reviews. 

Siebel  is  just  as  disciplined  about  his  ex- 
ternal relationships  with  customers.  He  uses 


picks  up  as  Tom  Siebel  predicts,  he  will  be 
hard  pressed  to  show  the  rapid  growth  to 
which  his  investors  have  grown  accus- 
tomed. With  $1.5  billion  in  cash,  Siebel 
could  easily  buy  its  way  into  new  markets, 
acquiring,  say,  PeopleSoft. 

PeopleSoft,  which  dominates  the 
market  for  personnel  management  soft- 
ware, is  run  by  Siebel's  former  Oracle  col- 
league, Craig  Conway  (see  p.  90),  and  is 
rumored  to  be  on  the  block.  Conway 
denies  the  company  is  for  sale,  and  Siebel 
scofi^s  at  the  idea  that  he  needs  to  buy  his 
growth.  "PeopleSoft  has  been  offered  to 
us,"  he  says  carefully.  "We  didn't  consider 


it  very  seriously.  V 
would  I  want  to 
into  that  business? 
a  crummy  market  1 
is  not  growing,  and 
very  competitive."  | 
To  prove  his  po 
Siebel  waves  a  grap 
that  illustrates  how 
sector — software 
sales  automation  c 
customer  service- 
grow  faster  than  sc 
ware  for  personnel 
partments  or  softw 
for  enterprise- resou 
planning,  a  mar 
dominated  by  (. 

many's  SAP. 

"I  will  let  the  other  guys  beat 
other's  heads  together  in  those  mark 
while  I  run  in  this  one,"  he  says  di' 
Besides,  he  adds,  the  market  for 
products  is  still  a  "green  field."  Sicb' 
internal  research  suggests  that  just 
of  companies  with  $1  billion  or  mort 
sales  use  sales  automation  or  custon 
service  software  today.  (Verifying  t 
unstintingly  optimistic  estimate  w 
any  outside  observer  is  difficult.) 

But  Tom  Siebel  is  eyeing  forays  ii 
new  areas  to  keep  the  company  growi 
The  Siebel  7  release  includes  a  new  sl 
he  has  dubbed  "employee  relations! 
management."  It  includes  products 
Siebel  Learning  and  Siebel  Performai 
Management,  based  on  the  very  tools  t! 

Siebel  has  used 
manage  his  o' 
organization 
effectively  for  years.  "The  market 
huge,"  Siebel  argues.  "Any  enterprise  tl 
has  employees  is  a  potential  customer. 

With  his  existing  3,000  accoui 
apparently  happy,  Siebel  expects  90% 
them  to  upgrade  to  the  new  Siebel  7  su 
within  12  months.  If  he  is  right  abc 
that,  Siebel  Systems  could  very  vv 
return  to  thriving  growth.  And  if  Tc 
Siebel  is  right  about  his  software's  role 
a  leading  indicator  for  the  rest  of  tec 
you  can't  blame  even  his  bitterest  enem 
if  they  end  up  rooting  for  him.  Siel 
knows:  High  tech  is  on  a  comebat 
Remember  you  heard  it  here  first. 
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We  power  hospitals,  stadiums 

and  the  (xcasionah^^^^^^^^^^^^^^^^^^^^^^^^' 

1 9 10~  n  i  Q  h  t  C  r9Vi  n  Q         *^ country's  energy'  needs  continue  ' 
V  ,..  ^  *    to  outgrow  its  resources,  Siemens  is  > 

•■    determined  to  give  people  everywhere^the  power  to  live,  better.  That's  why  we're 
constantly  engineering  ways  to  improve  the  efficiency  of  power  generation  technology 
.  ■  and,  to  increase  the  capacity  of  transmission  and  distribution  systems.  From  generation 
to  transmission,  Siemens  technology  is  responsible  for  producing  over  a  third  of  the  '  /-"i^ 
nation's  electrical  energy.    .    /•    '  •'  " 

By  pioneering  cleaner  and  more  efficient  energy  technologies,  Siemens  Is  helping 
';  .  to  reshape  and  redefine  the  power  industry.  Whether  it's  energy,  healthcare  or         i  ' 
-v  '    communications,  we  have  460,000  minds  working  together  all  around  the  globe,  -  .  f'  - 
-  '  including  85,000  right  here  in  the  U.S.,  creating  innovative  solutions.  And  that*s   '  '  - 
'•  ,  what  it  takes  to  change  the  world.  .  ■  •  V  •-  '^ 
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Telecomeback 


O  BUSINESS  HAS  WRFAKED  GREATER 


devastation  in  the  recent  tech -stock  crash  than  telecom.  Over  $1 
trillion  in  market  value  has  vanished  since  March  2000,  more 
than  in  any  other  sector.  Household  titans  like  WorldCom, 
Qwest  and  SBC  have  gotten  clobbered.  Brazen  upstarts  that  spent 
billions  building  new  networks  now  are  in  bankruptcy  proceed- 
ings— Winstar,  PSINet,  Teligent,  NorthPoint,  Covad,  Rhythms, 
360networks  and  others.  More  are  headed  their  way.  Some 
225,000  people  have  lost  their  jobs,  more  than  in  any  other 
industry,  and  many  have  seen  their  stock-based  retirement  funds 
disappear  in  the  plunge. 

Greed  and  broadband  dreams  conspired  to  produce  this  cor- 


Telecom's  turmoil  bled  $1  trillion  from  investor; 
in  a  frenzy  of  fundraising  that  fueled  a  capacity 
glut  and  plunging  prices.  By  picking  througf 
this  titanic  wreckage,  new  fortunes  will  be  made 

BY  NEIL  WEINBERG  AND  SCOTT  WOOLLE 

porate  calamity.  Investors  pumped  up  the  business  with  moj 
capital  than  it  could  sensibly  spend — $1.3  trillion  since  199« 
Deregulation  spawned  a  takeover  frenzy,  and  investor 
grabbed  all  the  stock  they  could.  As  dowdy  old  telecom 
glommed  onto  the  Internet  craze,  an  aura  of  invincibilit\ 
suckered  all  into  believing  ridiculous  market  research  anc 
demand  forecasts. 

In  the  aftermath,  telecom  stocks  are  stardingly  cheap, 
hard  assets  are  selling  for  pennies  on  the  dollar.  That  sets  up 
next  telecom  revolution,  the  next  bout  of  wealth  creatioi 
offers  riches  for  the  survivors  and  for  investors  bold  enough, 
or  crazy  enough,  to  bet  on  the  coming  chaotic  consolidation 
Even  in  this  grim  landscape,  telecoms  won't  go  the  way  o 
dot-coms.  Carriers  will  do  $900  billion  in  sales  globally  thi 
year,  and  equipment  vendors  will  turn  another  $  1 70  billior 
Crash  aside,  U.S.  carriers  netted  $27  billion  in  aftertax  earr 
ings  in  2001,  Value  Line  figures.  AT&T  is  on  the  verge  of  beii) 
dismantled  by  its  Baby  Bell  offspring  with  all  the  tenderness 
schoolboys  tearing  the  wings  off  a  fly;  its  teetering  finances  1 
credit-raters  to  ratchet  down  its  debt  to  a  notch  above  junk. ' 
AT&T  generated  $15  billion  in  earnings  before  interest,  ta> 
depreciation  and  amortization  last  year. 

"Telecom  is  still  a  great  industry,"  says  AT&T  President  Da 
Dorman.  "The  notion  that  every  man,  woman  and  child  wc 
soon  be  streaming  video  from  their  cars  was  ridiculous, 
long  term,  this  is  still  an  8%  to  10%  growth  business."  Ir 
economy  growing  1%  or  2%  a  year,  that  is  extraordinary. 

With  valuations  dirt  cheap  and  competitors'  ranks  thin 
by  bankruptcies,  some  are  now  betting  on  a  telecom  comeb 
This  month  Aerie  Networks  paid  less  than  a  penny  on  the  dr 
or  $8.25  million,  for  the  billion-dollar  wireless-data  netw 
known  as  Ricochet.  Winstar,  with  $5  billion  in  assets  and  $ 
million  in  annual  revenue,  just  got  bought  out  of  bankruptc\ 
$42.5  million  by  small-time  carrier  IDT.  "The  deal  might  not 
the  Dutch  settlers  buying  the  island  of  Manhattan  for  $24,  b 
comes  pretty  close,"  says  Howard  Jonas,  IDT's  chairman. 

Some  stocks  left  for  dead  are  reviving,  somewhat.  Cisco 
tems,  despite  a  33%  drop  in  sales  in  the  three  months  thro 
October,  has  managed  to  cut  inventory  in  half.  Though  its  st 
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_  Iscounts  based  on  assets'  recent  sale 
!S  versus  original  costs  of  construction, 
.ucent's  billing  software  division  and 
letworks'  South  American  assets,  the 
lisition  prices  v^ere  used  instead  of  costs 
instruction,  3G0networks'  discount  is 
d  on  estimated  sale  price. 
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is  still  a  long  way  from  its  $80  high  of  March  2000,  brave  souls 
who  got  in  at  $1 1  in  September  v/atched  it  shoot  past  $20  in  four 
weeks.  Even  venture  capitalists  are  picking  at  the  carrion. 
Com  Ventures  of  Palo  Alto,  Calif  recently  fronted  $3.1  million 
to  InterQuest  Communications,  which  in  turn  has  bought 
broadband  networks,  from  Velocity  and  other  carriers,  running 
past  50,000  apartments  for  3%  of  what  they  cost  to  biiild. 

The  action  will  hit  the  big  leagues,  too.  The  foundations  of 
big,  strong  telcos  in  the  21st  century  will  surely  be  those  relics  of 
the  early  20th,  the  Baby  Bells.  Their  millions  of  local  phone 
lines — copper,  twisted  and  terribly  antiquated — have  proven  far 


more  resilient  and  impenetrable  to  rivals  than  anyone  had  ev 
imagined.  SBC  and  Verizon  each  have  61  million  lines.  Even  am 
all  the  turmoil,  ValueLine  expects  the  Bells  to  earn  $21  billion 
2001.  Yet  they  trade  at  just  17.5  times  earnings,  a  44%  discount 
the  S&P  500  versus  a  historic  average  discount  of  17%,  says  Mo 
gan  Stanley.  "If  they  were  smaller  companies  trading  at  the 
prices,  they'd  be  susceptible  to  being  I.BO'd,"  says  Gary  Rabi 
CIBC's  top  telecom  banker. 

The  stocks  are  down,  but  the  Bulky  Bells  still  can  buy  tl 
likes  of  AT&T,  WorldCom,  Sprint  and  Level  3,  which  have  su 
fered  even  more  on  Wall  Street.  Such  "long-line"  carriers  all  o\^ 
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1997 

C.  Michael  Armstrong  joins 
AT&T,  launches  cable-buy- 
out binge  to  bundle  voice, 
video  and  data. 

1998 

Fiber  fireball  Level  3's 
stock  triples.  Money  pours 
into  upstart  carriers  and 
equipment  makers. 


2001 

Shares  of  Lucent,  Level  3 
lead  a  telecom  market 
crash.  JDS  Uniphase  pos 
$56  billion  annual  loss,  a 
record.  AT&T  agrees  to  se 
cable  business  to  Comca? 
Verizon  nudges  up  as  mo; 
telecoms  tumble. 


2002 

Capital  spending 
expected  to  fall  30%. 
Bells  likely  to  dramati- 
cally expand  long- 
distance business. 
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1999 

Equipment  demand 
surges.  Lucent's  value 
peaks  at  $245  billion. 
Telecom  index  up  75%. 
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Source:  Interactivi  Oata  via  FactSet  Research  Systems. 
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2000 

Lucent's  January  profit 
warning  foretells  trouble. 
Stock  loses  $64  billion  in 
a  day.  Verizon  is  first  Bell 
to  win  right  to  enter  long 
distance.  AT&T  nixes 
bundling  strategy,  will  split 
four  ways.  Gear  spending 
hits  record  $106  billion. 
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tional  or  international  networks  amid  a  fiber  glut.  Long-dis- 
ice,  though  still  the  cash  cow,  is  running  dry.  Despite  a  21% 
t  in  call  volume  at  Sprint  in  the  third  quarter,  long-distance 
es  fell  5%  on  price  cuts. 

Merging  with  a  long-haul  carrier  (see  chart  below)  would 
e  a  Bell,  such  as  SBC  or  Verizon,  a  jump  on  attracting  blue- 
p  business  customers.  And  never  has  there  been  a  better  time 

buying.  The  new  regime  in  Washington  and  the  doom  times 
telecom  mean  arbitrary,  outdated  federal  rules  will  no  longer 
Dtect  the  weak.  When  telecom  was  booming,  the  feds  shot 
wn  would-be  megamergers  such  as  SBC-AT&T  and  World- 
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Get  ready  for  a  family  reunion.  Almost  two  decades  after 
a  judge  split  off  seven  Baby  Bells  from  AT&T,  regulators 
are  finally  allowing  the  Bells  to  go  national  with  long- 
distance and  data  network  service.  This  time  it's 
buy,  not  build.  Verizon  and  SBC  will  likely  be  first, 
possibly  aiming  at  AT&T  and  WorldCom.  The 
Bells  can  also  pick  up  like-new  optical  net- 
works on  the  cheap,  thanks  to  the 
depressed  stocks  of  fiber  companies 
such  as  Level  3  and  Global  Crossing. 
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Sources:  Legg  Mason:  Forbes. 


Com-Sprint.  They  are  likely  to  step  aside  this  time  around. 

"If  there's  ever  been  a  time  when  the  regulators  are  going  to 
say,  'Hey,  maybe  we  should  look  at  having  bigger,  stronger  tel- 
cos,'  this  is  it,"  says  Richard  Ellenberger,  chief  executive  of 
Broadwing,  a  carrier  formed  from  IXC  Communications  and 
Cincinnati  Bell. 

Regulation  is  why  the  Bells  and  long-line  carriers  haven't 
already  merged.  When  the  original  seven  Baby  Bells  were  spun 
off  in  the  government-ordered  breakup  of  the  old  American 
Telephone  &  Telegraph  Co.  in  1984,  they  were  confined  to  local 
service;  even  their  data  couldn't  cross  a  state  Hne.  That  barrier  is 
shattering.  Verizon  was  the  first 
allowed  into  long-distance,  starting  in 

  New  York  in  January  2000.  Since  then 

it  has  signed  up  2.2  million  cus- 
tomers and  now  offers  service  "bun- 
dles" in  22  states. 

Already  nine  states,  with  28%  of 
the  U.S.  population,  have  set  the  Bells 
loose.  By  year-end  they  will  be  able  to 
offer  local  and  long-distance  service 
to  half  of  Americans;  the  figure  will 
hit  99%  by  mid-2003,  Morgan  Stan- 
ley forecasts.  The  mating  dances  have 
begun.  BellSouth  made  eyes  at  AT&T 
in  October  but  backed  off  when  it 
failed  to  win  long-distance  approval 
in  any  of  its  nine  home  states. 

For  the  Bells,  full  freedom  is  criti- 
cal to  entering  the  lucrative  market 
for  data.  Verizon  now  carries  data 
from  Philadelphia  to  Boston  because 
it  is  allowed  to  offer  long-distance  in 
Pennsylvania  and  Massachusetts.  But 
the  data  can't  run  over  Verizon's  net- 
work in  New  Jersey,  where  it  is  still 
barred  from  long-distance. 

Once  unleashed,  the  Bells  can 
wring  even  more  value  out  of  their 
millions  of  customers.  Broadwing 
started  selling  long-distance  in  Janu- 
ary 2000.  Two-thirds  of  homes  and 
30%  of  businesses  in  its  region  have 
switched  over.  Broadwing  bundles  in 
local  cell  service  and  has  reduced  cus- 
tomer turnover  to  1%  a  month,  less 
than  half  the  industry  average. 

At  Sprint,  which  hawks  service 
packages  in  18  states,  40%  of  local  ser- 
vice customers  use  it  for  long-distance, 
too.  "No  question,  packaging  the  right 
services  is  important,"  says  F.  Duane 
Ackerman,  BeUSouth's  chief  "Bundle 
ft-eak"  is  how  Verizon's  cochairman, 
Ivan  Seidenberg,  describes  himself 
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Bundling's  appeal:  Put  local,  long-distance,  wireless  and  data 
on  a  single  plan  and  make  life  simpler  for  customers — and  more 
profitable  for  carriers.  But  good  luck  getting  it  to  work.  C.  Michael 
Armstrong,  AT&T's  chief,  had  big  plans  for  bundling  and  ended 
up  having  to  rip  apart  the  entire  company. 

AT&T  spent  over  $100  billion  buying  cablers  Tele-Communi- 
cations Inc.  and  MediaOne  as  a  way  to  sidestep  the  Bells  and 
own  a  "last  mile"  of  wiring  into  homes.  He  then  stoked  capital 
spending— from  $7.8  billion  in  1998  to  $15.5  billion  in  2000— 
and  earnings  fell;  the  financial  markets  lost  patience.  Now  Arm- 
strong is  in  retreat:  Al'&T  spun  off  cellular  last  year,  and  late  last 
month  agreed  to  sell  the  cable  empire  to  Comcast,  which  will 
pay  $47  billion  in  stock  and  assume  $20  billion  in  debt.  Only  the 
long-distance  and  data  businesses  remain,  and  could  soon  get 
bought  by  a  Bell  or  even  a  cable  giant. 

Sprint,  too,  had  to  retreat  from  grand  plans  once  Wall  Street 
grew  wary.  It  rolled  out  its  Integrated  On-Demand  Network 
(ion)  with  great  fanfiire  in  1999.  Sprint  pulled  lON's  plug  in 
October,  taking  a  $2  billion  charge  and  firing  6,000  people,  or 
7%  of  its  payroll.  "We  solved  the  technical  problems,  but  you 
can't  bear  the  upfront  costs  and  early  earnings  dilution  a  project 
like  this  requires  in  this  type  of  financial  market,"  says  William 
Esrey,  Sprint's  chief  executive. 

Before  telecom  can  revive  itself,  it  must  survive  a  nasty  hang- 
over from  a  binge  of  wild  investment  and  muddled  deregula- 
tion. The  bender  began  with  the  Telecommunications  Act  of 
1996.  Its  aim  was  to  reduce  prices  by  pitting  cable  companies 
against  both  new  and  entrenched  telecom  carriers.  The  maneu- 
vering heated  up  in  April  1996,  when  BeU  Atlantic  and  Nynex 
agreed  to  a  $23  billion  merger.  That  same  month  MFS  agreed  to 
pay  $2  billion  for  UUNet,  an  Internet-backbone  operator  with 
$43  million  in  revenues  and  $233,000  income  the  previous 
quarter.  Four  months  later  MFS,  losing  money  on  annual  rev- 
enues of  about  $1  billion,  was  itself  bought  out  by  WorldCom 
for  $14  billion. 

The  gold  rush  was  on.  Research  firms  and  analysts  began 
churning  out  breathless  growth  estimates  (see  box).  Internet  eu- 
phoria raged,  and  venture  capitalists  flooded  communications 
startups  with  a  record  $18  billion  in  2000,  up  from  $1  billion  in 
1995.  In  public  markets  telecom  firms  have  raised  over  $1  tril- 
lion in  equity  since  early  1996  and  $275  billion  in  debt,  says 
Thomson  Financial.  Equipment  makers  loaned  billions  more 
to  startups. 

"When  Sprint  tried  to  raise  capital  in  the  mid-1980s  for  its 
fiber  network,  nobody  was  interested,"  says  AT&T's  Dorman. 
"When  [Qwest  Chief]  Joe  Nacchio  came  along  in  the  late  1990s, 
people  threw  money  at  him.  The  difference  was  the  overexuber- 
ance  about  how  Internet  traffic  would  translate  mto  revenue." 
Says  Nacchio:  "It  surprised  the  industry  how  willing  people  were 
to  invest  in  curious,  if  not  spurious,  business  plans." 

In  the  fury  of  it  all,  carriers  increased  capital  spending  to  a 
record  $106  billion  in  2000,  up  an  average  of  26%  a  year  over 
four  years — more  than  twice  the  rise  in  revenue  and  earnings, 
Lehman  Brothers  figures.  Some  $5  in  revenue  supported  each 
dollar  of  capital  spending  five  years  ago;  now  it's  down  to  $2  in 


Telecom's  Top  Tout 

alomon  Smith  Barney's  Jack  B.  Grubman,  part  tele- 
com analyst,  part  investment-banking  rainmaker, 
personifies  the  conflicts  of  interest  and  propaganda 
that  pass  for  insight  on  WaU  Street.  A  former  AT&T  staffer, 
he  helped  pull  off  WorldCom's  $35  billion  merger  with 
MC.l  and  woo  Joseph  Nacchio  to  Qwest. 

Along  the  way  Grubman,  who  declined  comment  for 
this  story,  reportedly  has  earned  $20  million  or  more  a 
year  for  his  trouble.  The  masses  of  neophyte  investors 
who  heeded  his  advice  as  gospel  have  fared  far  worse. 
Grubman  was  bearish  on  AT&T  as  its  stock  climbed  from 
1995,  only  putting  a  buy  on  it  Nov.  30,  1999  as  Salomon 
vied  for  a  piece  of  the  company's  $10.6  billion  wireless 
offering.  Citigroup  won  some  of  the  business.  Investors 
following  Grubman's  call  rode  AT&T  down  55%  before  he 
belatedly  downgraded  it  on  Oct.  6,  2000. 

Anyone  can  make  a  bad  call,  but  Grubman  has  gotten 
the  whole  industry  wrong.  In  1996  he  warned  investors 
away  from  the  Bells,  about  the  only  players  still  soundly 
on  their  feet.  In  October  2000  he  chose  four  "core"  hold- 
ings among  upstart  Ideal  carriers.  Three  of  them  are  down 
an  average  90%.  The  fourth,  Winstar,  is  bankrupt.  In  June 
his  top  three  picks  were  Global  Crossing,  Qwest  and 
WorldCom.  If  you  had  invested  $100  equally  among 
them,  you  would  now  have  $50  left.  The  Amex  North 
American  Telecom  index,  by  contrast,  has  lost  just  $5  in 
that  time.  If  you  need  a  reason  for  caution  about  telecom 
now,  it  may  be  that  Grubman  is  bullish.  — N.  W. 


84     FORBES-  lanuary  21,  2002 


enue  for  each  dollar  of  spending.  Meanwhile,  the  return  on 
h  incremental  dollar  invested  actually  turned  negative. 
Internet  traffic  still  grows,  but  more  slowly.  In  the  U.S.  the 
Tiber  of  people  logging  on  at  work  rose  9%  to  40  million  last 
r,  and  total  household  users  climbed  1 1%  to  105  million,  says 
:lsen/NetRatings.  Worse,  the  assumption  that  new  traffic 
ariably  translated  into  additional  profits  proved  faulty.  With 
idwidth  prices  now  falling,  data  revenue  growth  will  slow  from 
^0  in  2000  to  18%  a  year  through  2005,  predicts  Cap  Gemini 
ist  &  Young.  Voice  revenue,  the  larger  piece,  will  shrink. 
The  first  sickening  sign  of  trouble  came  in  January  2000. 
;ent  Technologies,  until  then  the  invincible  switchmaker 
ose  stock  was  up  1 ,000%  in  four  years  since  it  had  been  spun 
from  AT&T,  said  that  it  would  miss  its  financial  targets  for  the 
t  quarter.  The  market  lopped  $64  billion  off  Lucent's  stock  in 
ngle  day,  a  28%  plunge. 

The  blind  faith  in  torrid  growth  was  over.  Almost  overnight, 
Ttuous  circle  turned  into  a  death  spiral.  At  first  giddy  carriers 
ting  Internet  demand  raised  billions  for  new  networks;  mak- 
sold  them  gear  and  reinvested  the  proceeds  to  create  even 
ter  technology,  which  sparked  still  more  orders.  Then  came 
glut.  By  some  estimates  carriers  hiked  capacity  a  thousand- 
i  in  four  years,  but  demand  rose  only  a  hundredfold. 
One  example:  By  early  last  year  providers  of  high-speed  DSL 
vice  had  installed  enough  data  ports  to  serve  15  million  cus- 


tomers— but  had  signed  up  just  3.5  million,  says  New  Paradigm 
Resources  Group. 

Carriers  and  suppliers  alike  will  struggle  for  a  while.  Carriers 
cut  capital  spending  1 2%  last  year  and  will  slash  it  30%  more,  or 
$36  billion,  in  2002,  predicts  Credit  Suisse  First  Boston.  New 
fiber  networks  use  just  3%  of  their  fiber  capacity  and  just  1 5%  of 
their  switching  capability.  Makers  of  fiber-optic  gear  such  as  IDS 
Uniphase  saw  their  sales  fall  75%  in  the  September  quarter  from 
the  peak  nine  months  earlier;  no  wonder,  with  their  customers 
sitting  on  $1.2  billion  in  excess  inventory.  "Optical  will  start  sell- 
ing again  when  new  applications  have  clients  with  checks  in 
hand,  beating  down  the  doors  of  carriers  for  new  capacity,"  says 
CSFB  analyst  Max  Schuetz.  "Until  then,  it's  going  to  be  diflScult." 

Still,  amid  one  of  the  biggest  meltdowns  in  modern  indus- 
trial history,  bright  spots  are  beginning  to  show.  Even  cash- 
strapped  carriers  find  some  stuff  worth  buying.  Sprint  just 
signed  a  $1.1  billion  deal  to  buy  Nortel  wares  that  will  convert  its 
8  million  local  phone  lines  from  the  aging  circuit-switched 
design  into  a  zippier,  Internet-style  "packet"  network.  The  new 
stuff  will  replace  gear  at  100  of  Sprint's  330  switching  centers, 
saving  big  money  in  a  few  years  as  data  overtakes  regular  call- 
ing. Some  70%  of  current  traffic  is  still  voice  and  30%  is  data, 
but  in  two  years  the  split  will  be  50-50. 

The  telecom  collapse  has  been  painfiil  for  everyone.  Betting 
on  the  comeback  could  prove  to  be  pleasurable,  indeed.  F 
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 IF  YOU'RE  NICE  ENOUGH,  SCOTT  BLUM  WILL  LET  YOU  RUB 

the  subcutaneous  plastic  plate  that  covers  a  crack  in  his  skull,  a  sou- 
venir from  a  triathlon  accident  that  still  requires  medical  attention. 
"I  w^aited  13  years  to  finish  the  surgery,"  he  says,  wheezing  through 
a  busted  septum.  "I  was  too  busy  working." 

There  may  be  further  proof  of  a  hole  in  his  head.  In  November 
the  38-year-old  Blum  (rhymes  with  "plum")  paid  all  of  $13  million — 

Despite  the  dot-com  wreck,  online  retailing  grosses  $42  billion, 
^cott  Blum  vows  to  show  the  world  he  can  turn  that  into  profits. 

just  17  cents  a  share — to  buy  back  control  of  Buy.com,  the  loss-ridden 
Internet  retailer  he  founded  in  1997.  He  insists  he  can  reignite  online 
retailing,  using  Buy.com  as  the  hub  of  a  Web-based  direct-marketing 
force  that  will  roll  up  failed  sites  and  bring  new  shops  online. 

The  payoff  is  simple:  Make  money  and  "get  to  tell  a  lot  of  people 
who  didn't  believe  in  me  that  they  were  wrong."  After  all,  he  notes,  for 
his  meager  buyout  price  of  $13  million  he  got  a  company  with  $400 
milhon  in  annual  sales,  a  national  brand,  5  million  customers  and 
more  than  $100  million  in  high-tech  innards.  And  in  December 
Buy.com  pulled  off  the  unthinkable  in  "e-tailing":  It  turned,  he 
claims,  a  slender  profit. 

"If  we  can't  make  it,  there  is  no  e-tail  business,"  Blum  says. 
It  is  hard  to  know  whether  to  believe  him.  Buy.com  is  private  now, 
and  Blum  has  a  penchant  for  bluster  and  unpredictable  behavior.  His 
ambitions  for  Buy.com  come  at  a  time  when  the  promise  of  online  re- 
tailing has  dimmed  considerably,  from  the  be-all  and  end-all  it  once 
seemed  to  a  mere  sales  channel,  and  a  fairly  narrow  one,  too. 

Blum  has  endured  a  tortuous,  if  enriching,  journey.  When  dot- 
coms were  hot  he  pocketed  $120  million  in  two  years  by  selling  stakes 
to  Softbank.  Then  he  was  ousted  as  a  condition  of  taking  Buy.com  pub- 
lic in  2000,  because  of  an  unpleasant  brush  with  the  SEC  years  earlier. 

Buy.com  went  public  at  $13  a  share  on  Feb.  8, 2000,  rose  to  $37.50 
that  day — and  never  went  higher.  It  sold  thousands  of  items,  from 
computer  gear  to  golf  balls,  at  low,  often  unprofitable,  prices.  It  ran 
up  losses  of  $133  million  that  year  through  overspending  and  arro- 
gance. In  the  meantime  Buy.com  sank  with  everyone  else  when  the 
Internet  bubble  burst.  The  44%  stake  Blum  held  fell  from  a  high  of 
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$2.3  billion  to  $9  million  by  August  2001. 

Other  bumped  founders  might  have 
been  content  to  hold  on  to  their  winnings 
and  stay  away.  But  last  August  Blum  made 
his  lowball  bid  for  Buy.com  shares  and 
plunged  back  into  the  company's  affairs. 
Some  surgeries  can't  be  put  off. 

Four  months  into  its  remake,  Buy.com 
shows  signs  of  viability.  Monthly  sales  fell 
through  most  of  last  year  as  customers  fled 
the  dying  Web  site,  but  they  then  leveled 
off  last  fall  and  have  risen  every  month 
since.  After  losing  $36  million  in  the  year- 
ago  fourth  quarter  and  another  $45  mil- 
lion in  the  first  quarter  of  2001,  Blum  now 
insists  Buy.com  will  turn  a  profit  in  the 
first  quarter  of  2002.  The  real  secret  of  on- 
line retailing,  says  Robert  Price,  49,  who 
joined  Buy.com  as  president  last  February, 
is  "having  guys  with  gray  on  their  temples 
walking  around  carrying  calculators  and 
pinching  pennies.  You  get  the  costs  all  the 
way  down,  then  you  grow  the  revenue. 
That's  where  Scott  comes  in." 

Revival  has  been  painftil.  Buy.com  has 
150  employees  now,  counting  outsourced 
workers,  compared  with  600  a  year  ago. 
Gone  are  the  fancy  offices,  the  27  vice 
presidents.  Sales  in  the  fourth  quarter  of 
2000  were  $196  million,  versus  200 1's 
$100  million,  with  gross  margins  of  12% 
(up  from  7%  a  year  ago).  Against  the 
alternative — dying — the  sales  decline 
seems  like  a  decent  tradeoff. 

Buy.com's  tenuous  turnaround  is 
another  upset  in  a  perpetually  unstable 
industry.  Publicly  held  fiameouts  a  la 
Pets.com,  Etoys  and  Cyberian  Outpost 
made  selling  stuff  on  the  Web  look  decep- 
tively simple  at  first,  then  brutally  ineffi- 
cient. Even  so,  online  sales  will  have 
grossed  $42  billion  in  2001,  up  44%  from 
the  year  before,  and  will  likely  grow  still 
more  in  2002,  according  to  Gartner.  One- 
third  of  U.S.  adults  have  bought  online  in 
the  last  three  months. 

But  online  sales  still  amount  to  a  pal- 
try 1%  of  all  retailing.  It  is  now  clear  that 
the  Web  will  work  best  as  one  more 
"touch  point"  for  existing  retailers  such  as 
Wal-Mart,  rather  than  as  a  "pure  play" 
like  Buy.com.  Longtime  retailers  like  Wal- 
Mart  and  cataloger  Lands'  End  prevailed 
online  by  winning  trust  and  deftly  han- 
dling returns.  Among  the  pure  plays,  only 


Ebay,  Amazon  and  Buy.com  are  of 
notable  size,  and  only  Ebay,  an  auction 
site,  is  consistently  profitable.  Ama/.on  is 
the  biggest,  with  $3  billion  in  revenue,  but 
it  still  has  no  profits  after  six  years  in  busi- 
ness. Pretty  shocking,  given  that  the  e- 
tailers  were  supposed  to  put  the  old  guys 
out  of  business. 

A  new  survey  of  2,000  homes  under- 
scores the  shift.  It  shows  that  people  no 
longer  think  the  Web  has  the  cheapest 
prices;  that  29%  don't  plan  to  spend 
more  online  now  that  free  shipping  and 


steep  discounts  have  faded;  and  that  peo- 
ple increasingly  browse  online,  then  go 
into  stores  to  buy,  says  Jeffrey  Cole,  direc- 
tor of  the  UCLA  Center  for  Communica- 
tion Policy,  which  did  the  study. 

Only  a  dizzy  optimist,  stuck  in  1998, 
talks  about  pure  e-tail  now.  "Pixels  and 
paper"  is  the  new  buzz  phrase:  Amazon 
and  Ebay  circulate  holiday  catalogs  in 
newspaper  inserts.  Blum  plans  a  "maga- 
zine" (ads  mostly,  with  a  few  articles  on 
how  to  shop)  that  will  be  mailed  to 
Buy.com  customers  and  others  who  have 
bought  electronics  online. 

Still,  online  retailing  has  transformed 
the  structure  of  many  old-line  businesses, 
particularly  large  manufacturers  and  dis- 
tributors that  now  sell  direct  to  con- 
sumers. Sony,  which  never  before  would 
have  risked  retailers'  ire  by  selling  direct, 
now  offers  products  on  its  Web  site.  In 

TheJMrt  on  Pure  Play  

Most  of  the  scores  of  e-tail  pioneers 
are  no  more.  The  followers  dominate. 
Dell  Computer  had  an  estimated  $3.75 
billion  in  online  sales  in  the  third 
quarter,  five  times  Amazon's  revenues. 


Company 

3rd  first 
quarter        9  mos 

Amazon.com 

$639  $2,007 

Buy.com 

76  295 

Ebay 

194  529 

Netflix 

19  54 

Priceline.com 

302  936 

Stamps.com 

5  15 

Source:  Companies. 


1996  computer  distributor  Ingram  W 
shipped  just  40%  of  its  products  din 
to  end  users,  mostly  big  companies; 
it  has  doubled  that. 

More  changes  lie  ahead,  by  Bk 
reckoning.  He  has  hired  John  A.  (ah 
formerly  a  managing  director  of  coi 
rate  development  at  Microsoft,  to 
him  roll  up  damaged  e-tailers. 

Blum  and  Microsoft  already  \> 
together  on  a  company  that  rents  bri 
band-rich  office  space  to  businc- 
Blum  also  has  a  share  in  Aqueduct 


which  hawks  the  software  used  to  ha 
Buy.com's  sales  and  shipments. 

Even  Amazon  founder  Jeffrey  K< 
now  offers  his  own  e-tail  services  to 
line  merchants  like  Target  and  Border 
Blum's  Aqueduct  does.  Blum  and  B> 
faced  off  in  late  November,  bidding 
failed  software  e-tailer  Egghead. c 
Amazon  won,  at  $6.1  million.  But  B. 
isn't  worried  about  Buy.com.  "I  don'i 
why  it's  likely  to  go  any  better  for  the 
second  time  through,"  he  says.  Yet  B. 
also  spent  several  months  compc 
with  Blum  for  Buy.com  shares. 

Blum's  antipathy  to  Bezos  is  palpc 
Bezos  is  a  math  whiz  and  Princeton  g 
Blum  dropped  out  of  junior  coll 
Bezos  was  Times  Man  of  the  Year;  B 
was  driven  from  his  own  company, 
remember:  Bezos  never  ran  a  busii 
before  Amazon,  and  he  won't  say  w 
he  will  see  net  income.  Blum  started 
first  company  at  19,  sold  it,  then  foun 
a  computer  memory  company,  Pinn 
Micro,  that  went  public  in  1991.  (Pir 
cle  is  where  Blum  had  legal  troubb 
1995,  settling  charges  by  the  SEC  relate 
booking  revenue  for  items  before  ha\ 
shipped  them;  he  left  a  year  later,  and 
firm  filed  for  bankruptcy  in  1999.) 

Blum  is  prone  to  exaggeration,  { 
haps  even  more  so  than  Bezos.  Aroi 
the  office  his  vows  to  take  over  e-tail  ■ 
wipe  out  Amazon  are  usually  adjustec 
"the  Blum  Factor":  Take  what  he  says . 
divide  by  two.  Or  more.  Examples: 
implies  he  and  Microsoft  Chief  Exe 
tive  Steve  Ballmer  are  golfing  budd 
Ballmer  says  they  are  business  acqus 


"Insecure^peaple  make  theJiestentrepren 
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ces.  Blum  says  he  is  on  good  terms 
h  Japanese  venture  firm  Softbank, 
ich  paid  him  $120  milUon  for  a  28% 
?rest  in  Buy.com.  Sources  close  to 
tbank  say  they  won't  do  another  deal 
h  him. 

Softbank  helped  ease  Blum  out  of 
^.com  to  take  the  company  public, 
m  then  frosted  Softbank  by  meddling 
Buy.com's  business  long  after  he  was 
posed  to  be  out. 

Blum  says  his  drive  stems  from  inse- 
ity,  which  makes  it  hard  for  him  to 


p.  Offering  his  soul  as  readily  as  his 
11,  he  describes,  in  disarmingly  per- 
al  and  painful  terms,  his  adoption  and 
rs  of  training  as  a  nationally  ranked 
mmer  in  competition  so  intense  that 
A'ould  vomit  before  each  meet. 
"The  most  insecure  people  make  the 
t  entrepreneurs.  Insecure  people  need 
t  of  money,  a  lot  of  cars,  a  lot  of  things 


around  them,"  he  says. 

His  idea  for  what  became  Buy.com 
started  with  plans  to  sell  a  few  data- 
storage devices  over  the  Internet.  When 
Ingram  showed  him  it  could  furnish 
18,000  items,  he  decided  to  offer  all  of 
them.  His  gimmick  was  to  co-opt  the 
"price  engine"  Web  sites  that  users 
employed  to  find  cheap  goods.  Blum 
made  his  stuff  the  cheapest  (by  a  nickel), 
so  Buy.com  popped  up  first.  It  later  devel- 
oped its  own  price  crawler. 

The  company  lost  money,  but  the 


point  was  to  get  attention.  Remember 
Buy.com's  Super  Bowl  ad  of  a  man  sniff- 
ing a  dog's  butt?  A  Blum  idea.  Buy.com 
did  $125  million  in  sales  in  1998,  its  first 
year,  beating  Compaq  Computer's  first- 
year  record  of  $1 1 1  million  in  1984.  Greg- 
ory Hawkins,  a  senior  executive  from  In- 
gram, was  brought  in  as  chief  executive 
in  March  1999.  Blum  left  by  year-end. 


Despite  a  separation  agreement  stat- 
ing that  he  cease  all  involvement  in 
Buy.com,  Blum  began  talking  to  friends  at 
the  company  who  called  him  to  criticize 
Hawkins'  moves  as  Buy.com's  losses 
mounted.  He  also  began  surreptitiously 
taping  his  talks  with  Hawkins,  though 
this  is  discouraged  by  California  law.  "I've 
listened  to  this  60  times,"  he  says,  playing 
the  tape  a  61st  time  for  FORBES. 

Hawkins  left  in  February  2001.  With 
sales  falling  faster  than  costs,  the  stock 
price  tanked.  Buy.com's  board  tried  to 


sell  the  company  to  Amazon  and  others. 
In  came  Scott  Blum,  eager  to  show 
everyone  that  they  were  wrong  and  he 
was  right.  It  may  yet  be  possible  to  sell 
cheap  and  turn  a  profit.  With  a  hedge: 
Read  Buy.com's  "lowest  price"  guaran- 
tee, and  you'll  see  it  applies  only  to  prices 
at  14  e-tailers. 

Blum  Factor  and  all,  e-tail  lives.  F 


f  need  a  lot  of  money,  a  lot  of  cars,  a  lot  of  things  an 


Knowledge  is  Intuitive. 


Dgik/ the.  knowledge  products  company,  makes 
s  applications  smarter  through  advanced  technology, 

703  549  8605     -  ;  ;•• 

ww.smartlogik.com/welcGme 


^martlogik 


Now,  for 


Craig  Conway  revived  PeopleSoft  with  such  speed  and  flair  ii 


Y  ITS  ELEVENTH  BIRTH- 


day  in  1999,  PeopleSoft,  a  Silicon  Valley 
innovator  whose  personnel  management 
software  practically  jump-started  the 
now-S36-billion  enterprise  software 
industry,  had  become  a  wayward  orphan 
that  no  one  wanted  to  touch. 

That  year  PeopleSoft's  revenue 
growth  plunged  from  an  eight-year  aver- 
age annual  rate  of  74%  to  9%.  Net 
income  dove  from  $157  million  to  $21 
million  on  sales  of  $1.4  billion,  up  a  mere 
8%.  The  company,  known  for  lax  work 
hours,  Hawaiian-shirted  work  force  and 
slow  collecting  of  accounts  receivable,  was 
unprepared  for  the  drought  in  tech 


spending  caused  by  the  Y2K  pseudocrisis. 
As  PeopleSoft  shares  fell  from  $54  to  $12, 
the  board  spent  nine  fruitless  months 
looking  for  a  Hail  Mary  manager. 

No  one  seemed  crazy  enough  to 
assume  the  formidable  task  of  remaking 
an  ailing  company  that  had  known  no 
leader  other  than  its  charismatic  founder 
and  chairman,  David  A.  Duffield,  who  still 
ovms  a  13%  stake.  No  one,  that  is,  except 
Craig  Conway,  a  steely  marketer  from 
Oracle  who  volunteered  for  the  job  in 
March  1999.  "I  was  not  on  the  A-Ust.  I  was 
young.  But  I  had  zero  concern,"  the  47- 
year-old  Conway  says.  "I  always  knew  that 
I  was  the  right  man  to  run  PeopleSoft." 


He  was.  Since  he  took  over  in  ^ 
1999  Conway  has  accelerated  biU  coU 
tion  time  from  108  days  to  63  di 
brought  discipline  to  the  ranks;  f 
introduced  a  revolutionary  suite  of  pp 
ucts,  PeopleSoft  8,  which,  despite 
lousy  economy,  is  winning  custom( 
The  company  has  posted  six  record  qt 
ters.  For  the  September  quarter,  net ' 
up  1 13%  to  $50  million  on  a  15%  r 
enue  gain  to  $509  million.  While 
industry  lies  in  disarray,  PeopleSo 
stock  has  tripled  since  Conway  joined. 

Big  question:  Can  Conway  make  1 
breathtaking  turnaround  stick?  Incre£ 
in  marketing  expenses  are  outrunn 


90     FORBES  -  Ianuarv2i.  2002 


gic.  Can  an  illusion  this  good  last?  by  carleen  hawn 


software  revenue.  Its  accounting  trick 
floading  development  costs  to  an 
ate  called  Momentum  Business 
ications  is  raising  eyebrows  {see  story, 
).  And  it  remains  to  be  seen  whether 
vay  will  stick  around  or, 
s  been  rumored,  flip  the 
)any  to  a  bigger  rival.  He 
inly  has  the  incentive:  If 
'id  at  a  50%  premium  to 
leSoft's  recent  $40  price,  that  would 
$  1 1 5  million  in  his  pocket,  assuming 
"•tions  vested  immediately, 
onway's  achievement  is  a  stunning 
or  a  complete  outsider,  a  status  he 
s  well.  Born  the  second  son  of  an 


itinerant  construction  worker,  Conway 
forged  few  lasting  bonds  in  his  youth.  His 
father  lost  his  job  in  the  energy  recession 
of  1974,  never  worked  again  and  died  of  a 
heart  attack  in  1979  at  age  55.  His  death 


keting  at  Oracle  before  being  forced  out 
in  1993.  He  went  on  to  run  two  small  Sil- 
icon Valley  tech  firms,  TGV  Software  and 
One  Touch  Systems,  both  of  which  he 
fixed  up  for  sale.  A  chance  encounter  with 
PeopleSoft  director  George  Still,  who  was 
recruiting  Conway  for  the  top  job  at 
another  firm,  inspired  Conway  to  ask  for 
the  PeopleSoft  post. 

After  disappointing  interviews  with 
eight  other  candidates,  founder  Duffield 
was  surprised  by  how  easily  Conway  fit 
the  position.  "My  expectations  were  low, 
but  it's  like  falling  in  love  with  your 
spouse.  You  know  it's  right  at  the  begin- 
ning. This  was  just  right,"  Duffield  says. 

Conway  wasted  little  time  setting  the 
shop  straight.  In  May  1999  he  began  by 
sending  embarrassing  red  envelopes  to 
customers  guilty  of  long-term  arrears.  He 
cut  a  policy  of  allowing  local  workers  to 
telecommute  from  home,  demanded 
business  attire  and  cut  a  three-day-a- 
week  fi^ee  bagel  breakfast. 

Within  60  days  Conway  had  elimi- 
nated dozens  of  warring  engineering 
projects,  focusing  the  entire  $500  million 
research  budget  on  one:  PeopleSoft  8. 
(Another  $215  million  in  development 
money  came  from  the  Momentum  affili- 
ate.) It  was  a  risky  strategy,  leaving  his 
engineers  unable  to  respond  to  rivals' 
incremental  product  upgrades.  In  what 
he  terms  a  face-reality  meeting,  Conway 
told  workers  that  PeopleSoft's  ability  to 
be  "great  again"  rested  on  a  radical  new 
release  that  could  vault  it  far  enough 
ahead  of  rivals. 

He  was  met  with  rejection.  Within 
nine  months  he  lost  close  to  27%  of  his 
then-5,500  employees,  including  80  of 
120  senior  managers  and  7  of  8  senior 
executives.  His  top  technology  officer  left 
just  as  PeopleSoft  8  was  near  its  launch. 


"In  that  situation  you  can't  do  it  by  charisma 
and  style.  You  have  to  start  over."  


burned  into  Conway  an  instinct  for 
advanced  self-preservation.  "I  don't  ever 
want  to  let  that  happen  to  me,"  he  says. 

Conway,  who  studied  math  and  com- 
puter science  at  the  State  University  of 
New  York  at  Brockport,  rose  to  run  mar- 


"That  was  one  of  the  darkest  days,"  he 
says.  "In  that  situation  you  can't  do  it  by 
charisma  or  style.  You  have  to  start  over." 

And  so  he  did.  Conway  recruited  bat- 
tle-tested executives  who  could  handle 
the  pressure.  Four  of  his  seven  senior 


I 
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hires  had  endured  at  least  one  company 
failure  before.  "They  have  paranoia,  fear, 
anxiety  and  apprehension.  They  know 
how  fleeting  success  is,  and  they  appreci- 
ate it  more,"  Conway  says. 

To  hold  on  to  remaining  staff  Conway 
raised  salaries,  doled  out  options  and  cut 
the  vesting  schedule  from  four  years  to 
two — that  was  all  the  time  the  company 
had,  he  figured.  In  a  nod  to  Duffield, 
Conway  sponsored  theme  dinners  and  a 
baby-sitting  service,  and  gave  away  free 
car  washes  and  dry  cleaning  services  to 
employees  willing  to  work  around  the 
clock  to  keep  the  project  on  schedule. 

Conway  asked  his  assistant  to  tell  him 
of  any  meeting  of  more  than  50  workers. 
He  dropped  in  on  every  such  session  to 
offer  reassurance:  "I  told  them,  'This  is  a 
great  company,  I  know  what  I'm  doing.'" 

Over  time  the  message  must  have 
sunk  in.  PeopleSoft  8  was  released  in  Sep- 
tember 2000,  on  schedule  in  an  industry 
known  for  long  delays.  PeopleSoft  8's  suite 
of  1 70  products  are  the  first  to  be  written 
entirely  in  HTML,  the  language  of  the 
Internet,  which  means  they  are  accessible 
with  any  browser  and  need  no  intrusive 
installation  of  code  on  a  user's  PC. 

Customers  are  buying.  Of  People- 
Soft's  4,700  accounts,  1,200  upgraded  to 
PeopleSoft  8  in  2001,  boosting  revenue  to 
$2  billion  for  the  year.  A  new  customer- 
relations  product  released  in  June  is  now 
the  fastest-growing  entry,  luring  some 
clients  from  the  category  leader,  Siebel. 

What's  not  to  like?  PeopleSoft  has  been 
spending  $1.40  in  marketing  and  R&D  to 
generate  each  new  dollar  in  revenue  from 
PeopleSoft  8,  says  Robert  Austrian,  an  an- 
alyst with  Banc  of  America  Securities.  Peo- 
pleSoft claims  that  those  expenses  should 
be  spread  across  all  of  its  businesses.  The 
damage  doesn't  show  right  now  because 
the  firm  generates  $700  million  a  year 
(one-third  of  revenue)  from  maintenance 
fees  from  old  installations.  But  that  cushion 
of  deferred  revenue  is  now  flattening. 

Conway  is  unfazed.  He  says  he  will 
eliminate  Momentum,  the  R&D  affiliate, 
this  year  without  hurting  earnings  and  is 
confident  PeopleSoft  8  will  keep  selling 
well.  Says  he:  "My  biggest  concern  now  is 
figuring  out  how  to  grow  this  company  to 
$5  billion  by  2005."  F 
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blockbuster  new  software  cost  $7 1 5  million  to  develop.  Yet  the  comf 
rang  up  only  two-thirds  of  that  amount  on  its  profit-and-loss  statem 
Where  did  the  rest  go? 

Onto  a  separate  research  house.  Momentum  Business  Applicati 
that  the  Pleasanton,  Calif  software  developer  set  up  to  help  produce 
product,  PeopleSoft  8.  Momentum  exists  only  on  paper  and  has  » 
one  employee.  But  after  being  set  up  in  1998  and  then  spun  off  to  1 
pleSoft  shareholders.  Momentum  served  a  purpose.  It  allowed  Pea 
Soft  to  magically  boost  its  revenue  and  thus  its  net  income. 

Investors  aren't  complaining:  PeopleSoft  8,  released  in  Septen 
2000,  has  been  a  huge  winner,  pushing  the  company's  license  revt 
up  42%  to  $471  million  during  the  first  nine  months  of  2001.  Pec 
Soft's  stock  was  up  23%  from  Jan.  1  to  Dec.  20. 

But  accounting  purists  are  gagging  on  the  transaction.  The  Mon 
tum  shell  enabled  PeopleSoft  to  run  around  the  accounting  rule 
says  R&D  costs  must  be  expensed  as  they  are  incurred.  PeopleS< 
archrivals  Oracle  and  Siebel  both  say  they  don't  use  such  shells. 

PeopleSoft  Chief  Financial  Officer  Kevin  Parker  claims 
Momentum  was  its  best  option  and  a  perfectly  legitimate  one.  "Pec 
Soft  would  not  have  continued  to  spend  for  research  and  developn 
at  the  same  rate  if  Momentum  did  not  exist,"  says  Parker. 

In  the  off-income-statement  R&D  game  PeopleSoft  has  notable  c 
pany,  some  good  and  some  bad.  In  the  good  category:  Alza,  the  o 
that  developed  new  ways  to  deliver  drugs  to  the  body.  Alza  used  sh 
looking  R&D  accounting  for  years  but  Johnson  &  Johnson  didn't  s 
to  mind  when,  in  June,  it  paid  $12  billion  for  the  company.  On  the 
side:  Lernout  &  Hauspie,  the  speech-recognition  software  compar 
stashed  R&D  outlays  away  from  the  income  statement  before  g< 
bankrupt  in  2000. 

In  a  typical  hidden-R&D  deal  high-tech  company  X  takes  a  pi 
cash  needed  for  research  and  dumps  the  cash  into  new  entity  Y.  Y  \ 
X  to  do  research,  which  then  uses  its  own  chemists  or  programmers 
as  fast  as  X  writes  their  paychecks,  it  bills  the  costs  to  Y,  leaving  it  wit 
net  cost  for  those  salaries  on  the  X  income  statement.  If  the  projeci 
success,  X  will  pay  royalties  to  Y.  Usually,  a  contract  provision  enabi 
to  buy  out  Y  at  a  prearranged  price,  ending  the  royalty  stream. 

The  clincher  to  this  accounting  trick  is  that  funding  Y  with  the 
essary  cash  does  not  give  rise  to  ongoing  R&D  expenses  on  X's  inc 
statement.  In  PeopleSoft 's  case  most  of  the  $250  million  used  to  se 


^eopleShell? 

ity  little  secret:  A  way  of  hiding  R&D  costs  that 
e  a  modest  profit  turnaround  look  like  a  homer. 


BY  ELIZABETH  MACDONALD 


Another  curious  thing:  Momentum 
boosts  PeopleSoft's  revenue,  important 
in  a  world  in  which  analysts  pay  almost 
as  much  attention  to  revenue  and  rev- 
enue growth  as  to  net  income.  For 
every  dollar  PeopleSoft  spends  on 
HTML  programmers,  it  bills  Momen- 
tum $1.10.  So  far  PeopleSoft  has  gotten 
$234  million  back  from  Momentum,  or 
5%  of  its  total  sales  since  1 999. 

Gimmicky  though  the  bookkeep- 
ing may  be,  it  conforms  to  account- 
ing rules  if  the  parent  keeps  its  dis- 
tance from  the  R&D  affiliate.  That 
means  PeopleSoft  can't  own  a  50%  or 
higher  stake  in  Momentum,  control 
its  budgets  or  have  any  board  mem- 
bers in  common. 

At  first  the  Securities  &  Exchange 
Commission  forced  it  to  include 
Momentum  in  its  fourth-quarter  1998 
results  because  it  felt  Momentum's 
board  wasn't  independent  enough.  But 
in  early  1999  PeopleSoft  passed  SEC 
muster  after  a  new  board  was  elected. 
Momentum  "is  an  arm's-length  rela- 
tionship in  every  sense,"  says  Parker. 

Hmm.  Momentum's  sole  employee 
happens  to  be  a  former  chief  financial 
officer  of  PeopleSoft.  Its  offices  are  half  a 
mile  away  fi^om  PeopleSoft's  headquar- 
ters. Two  of  its  five  directors  are  former 
PeopleSoft  employees.  Momentum 
can't  transfer  assets,  price  its  software, 
merge  or  liquidate  without  PeopleSoft's 
permission.  PeopleSoft  gets  exclusive 
rights  to  sell  Momentum's  products, 
paying  a  6%  cut  of  pre-release  sales. 
PeopleSoft  just  cut  that  fee  to  1  %,  under 
a  provision  in  its  contract.  "PeopleSoft 
is  actively  trying  to  get  around  the  rules. 
It  should  have  consolidated  Momen- 
tum on  its  books,"  says  Douglas 
Carmichael,  an  accounting  professor  at 
Baruch  College  in  New  York, 
ip  in  every  SenSeZ'^        Momentum  is  burning 


in  gray  areas: 

PeopleSoft's 

Kevin  Parker 

says  not 

anymore. 

mentum  got  booked  as  a  one-time  charge.  So  analysts,  in  the 
it  of  disregarding  one-time  charges,  saw  PeopleSoft  as  more 
fitablc  than  it  really  was.  If  PeopleSoft  had  expensed  the 
;lopment  costs  without  Momentum  around,  it  would  have 
ed  only  $151  million  from  January  2000  through  September 
1,  not  the  $279  million  it  reported.  Sans  Momentum,  Peo- 
ioft  would  have  had  no  earnings  in  the  first  half  of  2000  and 
second  half  of  1999. 


through  its  dwindling  cash 
pile  on  new  software  projects.  Its  shares  trade,  thinly,  at  $20,  and  its 
$90  million  market  cap  indicates  that  investors  expect  PeopleSoft 
will  exercise  its  exclusive  option  to  buy  Momentum.  The  contract 
price  is  the  greater  of  $90  million  or  15  times  trailing- 12-month 
royalty  revenue,  which  came  to  $85  million,  absent  other  terms. 

Parker  concedes  that  his  company  likely  won't  use  such  an 
entity  again.  The  issue  "has  gotten  gray  now — and  we  don't 
want  to  be  in  the  gray  area."  F 
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TECHNOLOGY    DIGITAL  TOOLS, 


Wallet-Size  Wonder 


Handspring's  new 
Tree  can  do  just 
about  anything  a 
cell  phone  or  Palm 
can— in  a  package 
lighter  than  a  well- 
stuffed  billfold. 


IN  A  1993  SPEECH,  BILL  GATES  FIRST  FLOATED  THE  IDEA  of 
a  device  that  could  store  and  access  all  manner  of  per- 
sonal and  public  information,  and  dubbed  it  the  Wallet 
PC.  Now  the  first  device  deserving  serious  consideration 
for  that  moniker  arrives  not  from  giant  Microsoft  but 
from  tiny  Handspring.  The  new  Treo  180  cell-phone/or- 
ganizer does  just  about  anything  a  Palm  or  cell  phone  can — 
in  a  package  slimmer,  smaller  and  lighter  than  my  plastic- 
stuffed  billfold. 

Recent  Palm-phone  efforts  from  Kyocera  and  Samsung 
(FORBES,  Apr.  2  and  Nov.  12,  2001)  were  reasonable  enough, 
but  Treo  trumps  them  with  de- 
sign that  pays  as  much  atten- 
tion to  function  as  to  form. 
The  cover's  see-through  win- 
dow not  only  lets  you  learn 
who's  calling  but  protects  the 
fragile  touchscreen  when  you 
shove  the  unit  into  pocket  or 
purse.  Better  still,  flipping  the 
cover  open  reveals  a  dandy 
QWERTY  thumb-typing  key- 
board that's  a  dead  ringer  for 
the  ones  on  RIM  pagers.  (For 
the  same  price — $399  with  ser- 
vice activation — Palm  pen 

diehards  can  get  a  keyboardless  model  that  understands  Graf- 
fiti.) Later  this  year  a  color- screen  model  will  be  available  for 
a  $200  premium. 

Organizers  have  traditionally  been  designed  for  two 
hands,  but  Handspring  has  taken  considerable  pains  to  make 
its  hybrid  usable  with  a  single  paw.  A  switch  on  the  left  edge 
lets  you  scroll  through  lists  and  select  items  without  reaching 
for  the  stylus.  You  can  reach  all  the  keys  with  just  one  thumb, 
and  shift  keys  affect  the  next  key  you  type,  so  you  don't  have 
to  hold  down  two  at  once. 

The  phone  functions  are  elegant.  You  can  set  up  as  many 
as  50  speed-dial  buttons,  but  it  can  be  easier  to  stick  with  the 
address  book.  Typing  the  first  or  last  name  of  anyone  in  it 
instantly  brings  the  entry  to  the  screen  for  dialing.  When  you 
have  to  enter  digits,  the  software  is  smart  enough  to  figure 
out  in  a  couple  of  keystrokes  that  the  keyboard  should  pro- 
duce numbers  rather  than  letters.  And  in  dark  venues  where 
the  keyboard  is  hard  to  see,  you  can  switch  to  an  on-screen 
keyboard  with  a  backlight. 

A  simple  switch  on  top  lets  you  turn  off  the  ringer  en- 
tirely or  use  a  vibrating  alert  a  bit  too  boisterous  for  my  taste. 
The  earpiece  has  a  button  that  lets  you  pick  up  calls  without 


opening  the  phone.  Thoi 
it's  reasonable  to  expect  fut 
models  that  work  on  other  t 
works,  the  initial  dual-b^ 
Treo  uses  American  GSM  i 
works  (VoiceStream  and, 
creasingly,  Cingular  and  A'l 
as  well  as  most  GSM  netwi 
abroad. 

The  Treo  comes  will 
browser  that  displays  ref 
matted  versions  of  stand 
(not  just  phone-oriented)  Web  pages — though  some  sites  i 
up  looking  awful,  some  absolutely  refuse  to  load  and  oth 
can  crash  the  phone.  The  supplied  e-mail  program  does 
adequate  job,  if  you  can  overlook  its  many  annoying  interl 
gaffes,  inability  to  format  HTML  mail  properly  and  sket 
manual  hidden  on  your  PC.  Before  midyear  Handspring 
tends  to  roll  out  an  extra-cost  e-mail  service  and  software 
tended  to  work  much  like  RIM  devices. 

That  service  will  probably  work  much  better  in  tand 
with  a  promised  software  upgrade  that  will  let  the  Treo  acc 
GPRS  packet  networks  (see  box),  which  offer  higher  spe 
and  fewer  connection  hassles.  For  the  moment  the  unit  § 


AFTER  YEARS  OF  UNFULFILLED  HYPE  FROM  THE  CELLULAR  T 
phone  industry  about  third-generation  network  marvels, 
haps  the  most  amazing  thing  about  the  nominally  3G  Gen 
Packet  Radio  Service  (gprs)  is  that  it  is  actually  here.  Ur 
the  Istream  label,  VoiceStream  is  offering  the  service  throL 
out  its  network,  and  Cingular  and  AT&T  are  following  suit.  G 
is  hardly  the  3G  holy  grail  that  the  wireless  industry  has  b 
showering  with  simoleons,  but  it  is  an  improvement  on  y 
beat-up  old  cell  phone. 

GPRS  is  a  digital  scheme  that  offers  faster  data  commun 
tion  than  anything  else  publicly  offered  from  cellular  carriers 
suming  there's  coverage  where  you  want  it,  all  you  need 
special  cell  phone  or  PC  card  and  a  GPRS-enabled  service  p 

But  don't  hawk  your  old  cell  phone  on  Ebay  just  yet.  Givei 
the  hype,  perhaps  the  least  amazing  thing  about  GPRS  is 
fast  it  isn't.  What  kinds  of  speeds  are  we  talking  about? 
best  I  was  able  to  muster  from  my  laptop  via  an  infrared  lin 
a  Motorola  Timeport  P7382i  handset  connected  to  AT&T's  S( 
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a  at  clunky  speeds  of  less 
n  10  kilobits  per  second  by 
ling    an    Internet  service 
ivider — as  long  as  it  isn't  the 
hly  proprietary  AOL. 
Treo  ran  every  Palm  program  I 
ew  at  it.  This  is  the  first  Hand- 
ing model  that  doesn't  include  a 
ingboard  expansion  slot,  but  the 
ipany  expects  that  accessories  like  the 
ellent  Targus  folding  full-size  keyboard 
I  eventually  be  available  to  plug  into  the 
istandard  connector  on  the  bottom, 
imb-typing  is  fine  for  short  messages,  but 
I  won't  want  to  write  the  Great  American 
;iness  Proposal  with  it. 

Treo's  biggest  drawback  may  well  be  its  built-in 
tery,  which  does  not  seem  to  deliver  quite  the  2.5 
irs  of  talk  time  Handspring  claims.  Since  there's  no 
'  to  swap  it  with  a  spare,  surfing  the  Web  while  suffer- 
through  plane  delays  could  sap  its  power  well  before 
find  an  outlet. 

The  built-in  speaker  sounds  tinny;  I  occasionally  had 
able  recognizing  friends'  voices.  The  speakerphone  some- 


Triple  play:  The 
Handspring  Treo 
puts  phone,  Palm 
and  keyboard  in 
your  pocket. 

times  produces  feedback  on  the  caller's  side.  The  unit 
comes  with  16  megabytes  of  internal  memory,  but 
removable  storage  such  as  Secure  Digital  is  not  an 
option.  Integration  of  the  keyboard  and  soft- 
ware could  be  much  improved,  particularly  by 
including  usable  left  and  right  arrow  keys. 
The  power  switch  is  used  for  too  many  dif- 
ferent functions  without  letting  you  know 
what's  really  going  on.  And  the  see- 
through  plastic  window  gets  scratched 
far  too  easily. 

But  the  Treo  eliminates  once 
and  for  all  my  perennial  objection 
to  carrying  an  organizer,  namely 
that  it  ought  to  be  built  into  a 
phone  you  can  carry  every- 
where in  your  pocket.  This 
won't  be  the  final  word  in  digital 
wallets,  but  it's  the  first  one  that  may 
end  up  lightening  my  nondigital  pocket- 
book,  r 
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Stephen  Manes  (steve@cranky.com),  cohost  of  Digital  Duo, 
has  been  covering  technology  for  nearly  t»/o  decades.  Find 
past  columns  at  www.forbes.com/manes. 


3PRS  network  was  about  28  kilobits  per  second  from  the  Net 
9  to  it.  That  is  slower  than  the  worst  dial-up  modem  in  the 
apest  computer  you  can  find  and  not  even  close  to  the  zippy 
Fi  wireless  broadband  802.11b  networks  you  can  access  in 
le  airports,  hotels  and  cafes.  But  it  is  about  as  good  as  GPRS 
oing  to  get. 

It  doesn't  even  seem  fast.  When  I  ran  head-to-head  corn- 
sons  on  identical  wireless  Web  sites  over  two  Motorola  GPRS 
nes,  information  popped  up  on  the  screen  no 
er  than  on  a  traditional  Sprint  handset.  The 
nections  once  touted  as  "always  on"  pro- 
ed  messages  that  included  "server  not  re 
nding"  and  "busy,  try  later."  Call  it  2.2G. 
But  GPRS  has  a  few  tricks  up  its  sleeve, 
ause  it  is  packet-based,  you  pay  not  for 
nection  time  but  for  megabytes  transmit- 
-under  VoiceStream's  plans,  typically  $3 
5  per.  Not  cheap,  but  for  most  people  a  bet- 
deal  than  today's  cellular-data  plans. 
Once  you  log  on,  you  theoretically  stay  logged 


on  until  you  turn  off  the  handset.  If  you're  working  with  data 
when  a  voice  call  comes  in,  you  can  answer  the  call  and  get 
back  right  where  you  left  off— though  for  now,  you  can't  talk 
and  surf  at  the  same  time.  The  speeds  may  not  break  any  lim- 
its, but  now  that  the  128-kilobit-per-second  Ricochet  system 
has  gone  dark,  GPRS  beats  anything  outside  of  Wi-Fi.  GPRS 
looks  like  an  excellent  match  for  e-mail  devices  like  the  Treo, 
and  companies  that  currently  use  glacial  networks  like  CDPD 
will  consider  switching. 

Still,  GPRS  will  have  plenty  of  competition.  If  you 
can  log  on  to  a  Wi-Fi  network  in  a  hotel  ballroom,  it  is 
vastly  superior  for  surfing  the  Web  while  pretending  to 
listen  to  conference  speakers.  RIM  pagers  have  better  na- 
tional coverage.  And  later  this  year  Sprint  and  Verizon 
will  be  offering  up  their  putatively  3G  services,  based 
on  CDMA  2000  IX.  They  promise  to  be  similar  to  GPRS 
but  somewhat  faster. 

And  those  wickedly  fast  broadband  3G  net- 
works? As  Mariners  fans  say,  wait  until  next 
year.  Or  maybe  the  year  after  that.  —S.M. 
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"To  be  a  buyer,  you've  got  to  love  things":  Can 
Girouard  also  love  inventory  management? 


THE  LOGISTICS  OF 

Marvin  Girouard  is  one  terrific  merchandiser.  Now  he  has  to  worry  about  the  supply  chain. 

BY  VICTORIA  MURPHY 


WALKING  THROUGH  A  PIER  1 
Imports  store  with  Marvin 
Girouard,  the  62-year-old 
chief  executive,  is  like  trail- 
ing a  picky  shopper  in  a 
Middle  Eastern  bazaar.  He  can't  keep  his 
hands  off  a  pillow  stitched  from  Indian 
saris,  or  a  set  of  cobalt  water  glasses.  His 
mental  notes  will  be  written  down  later; 
he  has  two  file  cabinets  with  impressions 
fi-om  shopping  trips  and  ads  ripped  out 
of  homemaking  magazines.  "To  be  a 
buyer,  you've  got  to  love  things,"  he  says. 


"You  have  to  be  a  collector."  Or  a  pack 
rat.  Girouard  has  300  Swatch  watches 
and  200  windup  toy  cars  dating  back  to 
the  1920s. 

For  the  past  26  years  Girouard  has 
honed  this  skill,  as  head  of  buying  at  Fort 
Worth,  Tex.-based  Pier  1,  before  rising  to 
the  executive  ranks  in  merchandising.  In 
1998  he  took  over  the  whole  shebang,  tar 
removed  from  the  subtleties  he  knows  best. 

He  couldn't  have  picked  a  worse  time 
to  get  promoted.  After  five  years  of  sales 
growth  averaging  12%  compounded  an- 


nually. Pier  1  was  losing  momentum 
seemed  nearing  saturation  at  700  stc 
Worse,  to  avoid  appearing  the  underd;i 
its  slicker  rivals  Pottery  Barn  and  Crat 
Barrel,  Pier  1  started  charging  custon 
more.  The  gross  profit  margin  (exclut 
occupancy  expense  as  a  cost  of  the  n 
chandise)  edged  up  a  percentage  poir 
56%  in  1998,  but  sales  growth  slowe< 
6%  from  14%.  In  Girouard's  first  t\ 
months  on  the  job  the  stock  dropped  4 
"We  got  really  carried  away  with  prices, 
it  got  the  best  of  us,"  he  says. 
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INNER  PLATE 


But  his  merchant  sensibilities  helped. 
"  1  had  been  buying  by  formula:  Get  it 
SlO,  sell  it  for  $50.  Girouard  told  buyers 
)eg  what  a  Pier  1  customer,  typically  a 
nan  aged  22  to  40,  would  be  willing  to 
,  then  find  it  cheap.  He  also  lowered 
:es  on  1,000  items,  but  didn't  promote 
cuts.  Why  remind  shoppers  that  they 
been  overcharged  all  those  years? 
Girouard  tried  to  get  more  stylish 
jorts.  The  in-house  mantra  used  to  be: 
k  a  hunch  and  buy  a  bunch."  Buyers 
e  letting  the  600  global  vendors  dictate 
es.  "They  became  a  junk  shop,"  says 
lil  consultant  Howard  Davidowitz. 


Girouard  hired  designers  to  spot  trends 
and  look  for  inspiration  in  French  fashion 
and  home-decor  magazines. 

How  to  hold  down  costs?  China,  a 
cheap  source  of  goods,  provides  30%  of  the 
merchandise.  But  Girouard  is  wary  of  in- 
creasing business  there  for  fear  of  being  too 
dependent  on  a  single-country  supplier.  He 
has  found  other  ways  to  save.  The  cost 
drops  30%  on  a  Mediterranean  hand- 
painted  dinner  plate  if  you  get  a  painter  to 
use  a  sponge  cut  in  the  shape  of  a  leaf,  in- 
stead of  laboring  over  each  brush  stroke. 

One  thing  Girouard  hasn't  skimped  on 
is  marketing:  always  4.5%  of  sales.  Televi- 


sion ads  featuring  Cheers  star  Kirstie  Alley 
promote  Pier  I's  friendly  help  in  dilem- 
mas— as  in:  You've  just  moved  in  with  your 
boyfriend  and  his  parents  are  coming  over 
to  dinner.  In  an  otherwise  miserable  retail 
season  Pier  1  is  holding  its  own,  with  a  2.5% 
same-store  sales  gain  for  2001,  just  ahead 
of  inflation.  There  were  100  new  stores  last 
year,  for  a  total  of  902;  another  110  are 
slated  for  this  year.  Sales  in  the  12  months 
through  December  were  up  7%  to  $1.5  bil- 
lion; net  income  was  off  5%  to  $88  million. 

While  top-line  growth  may  not  hold 
up  in  2002,  Girouard  is  talking  about  ubiq- 
uity: "You  can't  go  home  without  seeing 
our  ads  or  walking  by  a  store.  Have  you 
thought  about  shopping  at  Pier  I  lately?" 

But  to  create  a  retail  winner,  you've  got 
to  move  merchandise  out  the  door.  While 
the  competition  manages  to  turn  inventory 
3  times  a  year,  Pier  1  is  a  laggard  at  2.2 
turns.  Importing  from  55  countries — at 
least  80%  of  inventory  comes  from  small 
shops  abroad — is  slower  than  going  to  a 
wholesaler.  Last  year  there  was,  on  average, 
$34  million  worth  of  goods  paid  for  but 
not  on  store  shelves.  Get  rid  of  this  bottle- 
neck and  inventory  turns  would  be  2.5. 

Pier  1  needs  more  technology  in  its 
supply  chain.  Containers  heading  from 
Long  Beach,  Calif,  to  the  Chicago  ware- 
house, for  example,  can't  be  redirected  en 
route  to  the  warehouse  in  Baltimore.  So  if 
sales  of  wicker  chairs  unexpectedly  quadru- 
ple in  New  England  after  a  $99  promotion, 
stores  run  out.  How's  this  for  clumsy  goods 
handling:  Warehouse  managers  can't  de- 
cide in  advance  how  to  allocate  storage 
space  or  assign  labor  to  unpack  and  store 
shipments  because,  in  some  cases,  until  a 
container  is  unsealed,  no  one  knows  if  it's 
full  of  glass  ornaments  or  dining  room 
tables.  (Remarkably,  the  containers  aren't 
marked.)  David  Walker,  senior  vice  presi- 
dent of  logistics,  says  electronic  monitor- 
ing of  items  from  point  of  origin  to  the 
warehouse  could  boost  the  chain's  operat- 
ing margin  from  1 1.5%  to  12.5%. 

Girouard  isn't  obsessed  with  the  prob- 
lem. "I  get  20  letters  a  week  in  supply- 
chain  jargon,"  he  bristles.  "Buying  the 
right  things  and  getting  them  to  your  cus- 
tomers at  the  right  prices  is  all  you  have 
to  do.  I  think  the  margins  fall  into  line." 
Eventually.  F 
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ENTREPRENEURS 


CHINA  DOLL 

Meet  the  maker  of  the  Asian  Barbie— and  a  whole  lot  more. 


BY  LEIGH  GALLAGHER 

SHE  HAS  MY  MOUTH,"  SAYS  YUE-SAI 
Kan,  cradling  an  eleven-and-a-half- 
inch  vinyl  doll.  No  accident.  Next  to 
the  late  Jiang  Qing  (Mao's  wife),  Kan  is  ar- 
guably the  best-known  woman  in  China — 
TV  host,  author,  cosmetics  entrepreneur, 
etiquette  expert.  The  doll  is  her  latest  in- 
carnation, one  of  12  models,  most  Yue-Sai 
in  name  and  form,  with  her  angular  bob 
haircut,  wide,  flat  nose  and  red-lacquered 
lips.  They  retail  for  $15  to  the  red-as  in  the 
$400.  The  signature  Red  color  of  luck:  Yue-Sai 
Glamour  doll,  at  $40,  has  a   Kan  has  powerful  allies 


strapless  silk  dress  and  choker  in  luscious 
red — the  color  of  good  luck  in  China. 

Kan,  52,  knows  all  about  luck.  Long  be- 
fore there  were  Yue-Sai  dolls,  she  had  the 
good  fortune  to  marry  James  McManus, 
the  marketing,  advertising  and  regional- 
airline  entrepreneur  (they  are  no  longer  to- 
gether). In  1990  he  fronted  her  the  $2  mil- 
lion to  launch  a  Line  of  cosmetics  for  Asian 
women.  She  got  a  hand  from  the  vice  pre- 
mier of  China,  who  pulled  strings  so  she 
could  set  up  her  business  as  a 
foreign  entity  without  taking 
on  a  state-owned  partner.  I-Ier 


small  company  grew  to  $26  million  in  s< 
by  1996;  Yue-Sai  Kan  Cosmetics,  now  a  i 
million  business  85%  owned  by  Frerl 
giant  Coty,  is  one  of  the  largest  cosmel 
brands  in  China. 

Ah,  the  power  of  connections — gua: 
in  Mandarin.  Kan  relied  on  them  again 
December  2000  when  she  hooked  up  wi 
Marvin  Traub,  former  chief  executive! 
Bloomingdale's,  whom  she  met  in  1 
1980s  when  his  store  featured  her  fath 
the  painter  Wing  Lin  Kan,  in  an  exhibit 
China;  Traub  later  represented  her  in 
sale  of  her  cosmetics  outfit  to  Coty.  Al 
seeing  her  dolls,  Traub  said  he  would  hs 
die  her  U.S.  retail  strategy  and  introduo 
her  to  top  executives  at  Toys  "R"  Us,  Q 
and  FAO  Schwarz,  who  all  agreed  to  ca 
her  line  starting  in  the  fall  of  200 1 . 

Kan  could  hardly  have  picked  a  wo 
time  for  her  U.S.  launch:  just  three  we* 
after  the  terrorist  attacks  and  amid  plui 
ing  retail  sales.  There's  also  the  Barbie  f 
tor.  Kan  is  going  up  against  Mattel's  $2 1 
lion  flagship  brand.  Mattel  is  already  bi^ 
the  ethnic-doll  game  with  various  As 
friends  of  Barbie.  Kan  insists  Yue-Sai  dc 
authenticity  will  set  them  apart. 

Indeed,  they  might.  Kan's  first  spot 
QVC  moved  $350,000  worth  of  dolls  in  1 
than  an  hour.  FAO  Schwarz  says  hers 
among  its  top-selling  dolls;  Toys  "R" 
placed  a  reorder  within  a  month.  The  I 
market  is  potentially  huge:  There  are 
estimated  860,000  Asian  girls  between 
ages  of  5  and  14.  Kan  is  also  targeting  I 
families  who  have  adopted  Asian  child 
(9,000  last  year  alone,  according  to 
INS).  In  the  first  three  months  Kan  S' 
55,000  dolls,  which  cost  her  $3  to  $6  e; 
to  make.  Losses  in  2001  ran  $100,000 
sales  of  $1.5  million. 

"If  I  succeed,  this  wUl  be  a  dream  co 
true,"  she  says.  But  hardly  a  nightmar 
she  fails.  Born  in  Guangxi  Province,  F 
grew  up  in  Hong  Kong  and  is  best  kno 
in  China  for  a  televised  travelogue  ser 
One  World.  She  also  wrote  a  popular  - 
quette  book  with  advice  on  matters  Uke 
proper  way  to  talk  on  a  cell  phone  and  v 
not  to  spit  in  public.  Her  video  series 
doing  business  in  China  sells  for  $495. 
most  recent  deal:  teaming  up  with  Chir 
largest  thermal-underwear  producer 
market  a  line  of  Yue-Sai  lingerie. 
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Be  as  Gomfortable  on  the  ground 
as  you  are  in  the  air. 

(Make  sure  that  on  the  groiyiid  you  have  a  high-speed  email  connection.) 


Asia  Miles 


because  that's  what  you'll  have  in  your  seat,  as  part  of  our  Studio^'*  entertainment,  communication  and 
information  system,  aboard  our  New  Business  Class.  As  well  as  web  content  browsing  facilities,  in-seat 
telephone,  in-seat  power  and  data  port.  Plus  there  are  two  tables  to  accommodate  all  your  work  and  a  privacy 
screen  to  protect  your  trade  secrets.  Where  on  earth  could  you  conduct  your  business  in  such  comfort? 

Now  you're  really  flying. 


/  \ 


All  elements  of  our  New  Business  Class  are  being  progressively  introduced  to  our  fleet. 
Photograph  indicative  of  New  Business  Olass  product  on  our  Boeing  747-400  aircraft. 

www.cathaypacific.com 


^9  Cathay  Pacific 


ENTREPRENEURS 


PLAYING  DOCTOR 

Lesa  Stock  all  but  makes  medical  claims  when  peddling  her 
skin  creams  on  cable  TV.  The  FTC  is  watching  very  closely. 

BY  ERIKA  BROWN 


LESA  STOCK  ISN'T  AN  M.D.,  BUT  SHE 
sure  talks  like  one  on  TV — sort  of. 
Once  a  month  she  ties  her  straw- 
berry blonde  hair  into  a  tight  bun  and 
puts  on  a  white  lab  coat  for  her  live  show 
on  the  Home  Shopping  Network,  to 
which  80  million  homes  have  access. 

As  she  pitches  her  skin  creams  she 
refers  to  pH  balance,  acidity  and  molec- 
ular density.  Did  you  know  that  retinol 
palmitate  and  gtycolic  acid  can  fight  "fol- 
liculitis barbae"  and  "hyperpigmen- 
tation,"  otherwise  known  as  razor  bumps 
and  freckles?  Not  to  mention  helping 
clear  up  acne,  wrinkles  and  blotchy 
skin. "This  is  not  a  fluff  line,"  insists 
Stock,  48,  who  graduated  from  Wayne's 
Beauty  College  in  Santa  Cruz,  Calif,  with 
a  license  to  perform  facials."Our  prod- 
ucts change  people's  skin,"  she  says. 


So  what  if  the  jargon  goes  right  over 
many  viewers'  heads?  The  white  coat  seems 
to  work.  Serious  Skin  Care  scared  up  $50 
million  in  retail  sales  Ln  2001  and  was  the 
network's  best  skin  care  line.  After  Home 
Shopping's  hefty  50%  cut.  Serious  Skin's 
parent,  Las  Vegas-based  FlageoH,  earned  $12 
million  on  the  remaining  $25  million. 

The  Federal  Trade  Commission  is 
tuning  in,  too.  The  government  agency 
enforces  limits  on  claims  that  companies 
are  allowed  to  make  on  the  air.  Those 
limits  are  put  in  place  by  the  Food  & 
Drug  Administration,  which  has  no  ju- 
risdiction over  cosmetics.  Still,  a  company 
can't  assert  that  a  product  cures,  treats  or 
prevents  any  disease  unless  it's  labeled  as 
a  drug. 

Three  years  ago  the  FTC  fined  the  net- 
work $1  million  for  violating  a  1996  order 


to  cease  advertising  the  medical  benefits 
Stock's  creams,  among  other  things, 
these  days  a  battery  of  lawyers  reviews  ea| 
show,  critiquing  each  of  Stock's  sentencj 

Technically  she  can't  say  outright  tlj 
her  creams  will  give  users  beautiful  skj 
But  testimonial  calls  and  before-and-aP 
shots  certainly  suggest  it's  worked  wondf 
for  others.  "A  picture  tells  a  thousai 
words,"  says  Paul  Guyardo,  head  of  m« 
keting  and  TV  production  at  HSN.  "Whi 
viewers  see  those  unaltered  photos,  tha 
when  the  phone  reaUy  starts  to  ring." 

Stock  began  conjuring  up  masks  ai 
creams  out  of  avocado,  yogurt  and  apricc 
for  friends  30  years  ago,  then  opened  a  sale 
in  Santa  Cruz,  where  she  made  custo 
salves  in  a  blender.  When  her  daughter  C 
cilia  got  acne.  Stock  read  medical  journ; 
and  used  Cecilia  as  a  guinea  pig  for  concc 
tions  with  glycolic  and  salicylic  acids,  whi 
can  burn  delicate  facial  skin.  Either  from  t 
treatments,  or  the  passage  of  adolesceni 
Cecilia's  acne  eventually  cleared  up. 

Until  a  decade  ago  Stock  was  flingi 
together  copper  peptide  complexes,  pum 
kin  oil  and  echinacea  in  total  obscurity. 
1991  Jennifer  Flavin,  then  a  struggli: 
model  with  moderate  acne,  borrow 
Stock's  cream  from  a  friend  and  claimec 
worked  wonders.  Flavin  had  tried  pr 
scription  drugs  and  over-the-counter  pro 
ucts  to  no  avail.  WTien  she  met  up  wi 
Stock,  she  suggested  they  pitch  the  line 
Home  Shopping  Network.  They  rework 
the  ingredients  and  packaging.  On  th< 
first  show,  they  sold  3,000  kits  of  fo 
cleansing  and  moisturizing  products— 
$49  a  pop. 

George  Simone,  a  frequent  investor 
companies  that  flog  items  on  shoppi: 
channels,  put  in  $500,000  in  exchange  fo 
one-third  interest  in  Stock's  fledgling  fin 
Today  Stock  sells  150  products  on  cable 
the  U.S.,  Canada  and  Germany,  and  ( 
Home  Shopping  Espanol. 

■  All  this  to  the  ongoing  astonishme 
of  real  skin  doctors.  "We  won't  use 
product  because  two  patients  said 
made  them  feel  better,"  says  Neil  Sadie 
a  dermatologist  and  professor  at  Nt 
York  Hospital-Cornell  Medical  Centei 

Not  that  it  matters.  As  everyo: 
knows,  the  beauty  business  isn't  abo 
science;  it's  about  fantasy.  i 
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:an't  have  too  much  of  a  good  thing.  Unless  you're  talking 
transactions — and  your  network  can't  handle  the  load. 

Nabiscoworld.com  launched,  the  site  managers  faced 
ly  this  issue:  too  many  visitors  were  arriving  at  the  site, 
h  meant  too  many  people  were  turned  away.  Unhappy. 

solved  the  problem.  We  re-architected  the  site  to  handle 
le  the  current  monthly  visits.  And  we  added  performance 
ing  and  data-capture  tools  to  squeeze  out  more  usable 


information.  Result:  Nabiscoworld.com  receives  90%  more  visits. 
With  no  change  in  response  time.  And  at  greatly  reduced  cost. 
It's  proof  that  the  right  investment  in  your  communications  not 
only  solves  problems.  It  brings  an  immediate  return.  A  return 
AT&T  helps  you  realize. 

Got  a  traffic  problem?  AT&T  can  help  you  solve  it. 
Results:  Measurable.  Possibilities:  Boundless. 


AT&T  toll  free  at  I  866  346-9385  or  visit  us  at  www.attbusiness, com/return 

i\T&T. 


MONEY  &  INVESTING 


Rating  REITS 


Do  you  want  some  exposure  to  real  estate 
in  your  portfolio?  Buy  a  Real  Estate  In- 
vestment Trust.  We  tell  you  which  ones 
are  doing  well  and  which  ones  are  cheap. 


BY  STEPHANE  FITCH 


REAL  ESTATE,  AN  OLD 
saying  goes,  is  a 
machine  that  sucks 
cash  out  of  the 
ground.  You  want 
your  piece  of  the  cash?  Step 
right  up  and  buy  a  real  estate 
investment  trust.  Most  of  them 
pay  fat  dividends,  and  a  hand- 
ful have  excellent  growth 
records  to  boot. 

Collections  of  properties 
ranging  from  office  buildings 
to  strip  malls,  REITs  pay  nicer 
dividends  than  industrial  stocks 
because  the  tax  laws  force  them  to.  To 
maintain  their  flow-through  status — 
meaning,  shareholders  pay  income  tax 
but  the  REIT  itself  doesn't — they  must 
distribute  at  least  90%  of  profits. 

Provided  that  the  economy  moves 
upward  over  time,  so  should  the  rents 
that  feed  these  dividends,  as  well  as  the 
value  of  the  buildings  in  the  REIT  portfo- 
lios. Want  another  indication  that  REITs 
are  a  desirable  investment?  Warren  Buf- 
fett  just  took  a  5%  position  in  a  troubled 
one  called  Burnham  Pacific  Properties. 

Not  all  REITs  are  good  investments. 
Some  take  on  too  much  debt.  Some  buy 
buildings  in  rotten  locales.  Some  aren't 
good  at  attracting  and  keeping  tenants. 
Others  have  a  masterful  touch,  such  as 
publisher  Mortimer  Zuckerman's  Boston 
Properties.  It  has  focused  on  name  build- 


ings, such  as  San  Francisco's  Embarcadero 
Center,  whose  cachet  keeps  the  space  full 
even  amid  the  area's  tech  flameout. 

So  we've  devised  a  system  to  grade 
REITs  from  A+  through  F,  on  two  scores. 
The  first  measure  is  performance,  by 
which  we  mean  the  REIT's  ability  to 
deliver  a  high  yield  and/or  growth  rate,  in 
comparison  with  peers.  The  other  is 
value,  a  measure  of  how  much  cash-gen- 
erating power  this  REIT  has  in  relation  to 
its  share  price.  Even  a  mismanaged  REIT  is 
a  good  value  if  it  trades  cheaply  enough. 
Unlike  the  performance  grades,  which  are 
awarded  on  the  curve,  the  value  grades 


are  intended  to  reflect  the  overall  attra 
tiveness  of  the  market.  When  REITs  a 
cheap,  we'll  hand  out  more  As  and  Bs  fl 
value. 

Helping  us  immeasurably  was  Gref 
Street  Advisors,  the  well-regarded  Nca 
port  Beach,  Calif  research  firm  who 
wealth  of  REIT  statistics  formed  the  ba; 
for  our  formulas.  The  table  opposi 
shows  the  biggest  REITs,  by  assets.  A  larg 
list  can  be  found  on  our  Web  site, 
forbes.com/reits. 

The  performance  grade  is  based  c 
three  factors:  dividend  yield,  growth 
"net  asset  value,"  and  growth  in  "adjust! 
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ds  from  operations."  Net  asset  value  is 
umber  from  Green  Street  that  esti- 
tes  the  liquidating  value  of  the  com- 
y — what  would  be  left  per  share  if  it 
I  all  its  properties  at  today's  fair  mar- 
value  and  paid  ofi^  the  mortgages.  The 
O  number  starts  with  so-called  funds 
n  operations,  defined  as  net  income 
h  depreciation  added  back  in.  The 
istment  Green  Street  makes  is  to  sub- 
it  from  FFO  those  capital  outlays  that 
necessary  to  keep  buildings  open  (like 
lacing  a  roof).  AFFO  is  supposed  to 
isure  how  much  cash  could  safely  go 
» the  owner's  pocket  every  year. 
Our  second  grade  covers  value.  We 


came  up  with  a  fair  value  by  estimating 
dividends  for  five  years  and  a  liquidation 
value  in  2006,  then  discounting  the  sums 
back  to  the  present.  REITs  trading  cheaper 
than  this  fair  value  estimate  get  high  value 
grades.  Those  trading  above  get  bad  grades. 

The  gold  standard  on  our  list  is  Vor- 
nado  Realty,  whose  press-shy  chief,  Steven 
Roth,  moved  from  shopping  centers  to 
offices  five  years  ago  with  impressive 
results.  Roth  simply  refuses  to  overpay  for 
anything.  Last  spring  he  walked  away 
from  a  deal  to  control  the  World  Trade 
Center.  Now  he  is  pursuing  a  valuable  but 
mismanaged  Chicago  development  com- 
pany called  Prime  Group  Realty  that 


owns  a  batch  of  top-notch  skyscrapers. 
Although  Vornado's  shares  are  up  from 
$32  in  early  2000  to  $41  now,  they  are  far 
from  what  we  consider  their  $55  fair 
value.  "The  market  doesn't  think  I'm 
worth  anything,"  Roth  says. 

How  foolish  of  the  market.  Vornado 
gets  an  A+  for  value  and  an  A-l-  for  per- 
formance. Over  the  past  five  years.  Green 
Street  tells  us,  Vornado's  AFFO  has  grown 
23.6%  annualized.  NAV  has  increased  at  a 
5.8%  clip.  And  the  dividend  is  a  nice 
6.4%,  better,  if  riskier,  than  the  coupon 
you'll  get  on  a  long  Treasury  bond. 

Another  top  entry  on  our  list  is 
Samuel  Zell's  Equity  Office  Properties. 


ealty  Report  Card 


sing  research  by  Green  Street  Advisors,  we  grade  the  nation's  largest  REITs.  The  ideal  investment  is  one  that  scores  well  on  two 
)nts:  performance  and  value.  Our  performance  grade  judges  management  skill,  as  measured  by  the  combination  of  growth  and 
/idend  yield.  Our  value  grade  judges  how  cheap  a  REIT  share  is  in  relation  to  its  intrinsic  value. 


GRADE 

rfor- 

ince    Value  REiT/business/location 


Recent 
price 


Dividend 
yield 


5-year 
annualized 
NAV  growth 


5-year 
annualized 
AFFO  growth^ 


Assets 
($mil) 


> 

D 

AMB  Property/industrial/national 

$26.04 

6.1% 

8.9%2 

5.6%2 

$4,832 

■\ 

B 

Apartment  Invest  &  Mgmt/apartment/national 

45.49 

6.9 

0.32 

10.92 

8,055 

■\ 

C 

Archstone-Smith/apartment/national 

26.55 

6.4 

6.1 

71 

4,726 

\ 

B 

AvalonBay/apartment/national 

47.50 

5.4 

15.2 

12.0 

4,729 

V 

B 

Boston  Properties/office/east,  west 

38.10 

6.1 

12.22 

14.1 

7194 

\ 

B 

CBL  &  Associates/mall/southeast 

30.90 

6.9 

8.9 

8.7 

3,402 

B 

Crescent  R  E  Equities/office/southwest 

17.80 

8.4 

-4.52 

3.5 

4,140 

\ 

B 

Duke  Realty/industrial/national 

24.04 

75 

12.4 

8.8 

5,304 

\ 

A+ 

Equity  Offlce/office/nationa! 

30.09 

6.6 

6.02 

16.9 

26,270 

\ 

C 

Equity  Residential/apartment/ national 

28.60 

6.0 

15.0 

8.7 

12,195 

V 

A+ 

General  Growth/mall/national 

38.30 

6.8 

15.2 

12.0 

5,501 

A+ 

Highwoods/office/southeast 

25.49 

9.2 

2.0 

70 

3,626 

V 

A 

Liberty  Property/industrial/east 

29.20 

8.1 

79 

9.2 

3,574 

3 

A 

Mack-Cali  Realty/office/east 

30.40 

8.2 

-1.52 

72 

3,729 

C 

ProLogis  Trust/industrial/national 

21.52 

6.6 

6.5 

6.7 

5,678 

\ 

A 

Public  Storage/storage/national 

33.62 

5.4 

8.4 

12.5 

4,774 

) 

A 

Rouse  Company/mal!/national 

29.45 

4.8 

3.5 

78 

4,870 

\ 

B 

Simon  Property/mall/national 

29.35 

72 

5.6 

74 

13,701 

C 

United  Dominion/apartment/national 

14.53 

74 

3.7 

5.6 

3,323 

A+ 

Vornado  Realty/office/east,  midwest 

41.03 

6.4 

5.8 

23.6 

6,530 

:es  as  of  Dec.  26,  2001.  'Measure  of  profit:  Adjusted  Funds  From  Operations  are  net  income  plus  depreciation,  less  nonrecurring  items  and  maintenance-level  capital  spending, 
ures  are  estimates  from  1997  through  2002.  ^Range  is  for  less  than  period  indicated.  Sources:  Green  Street  Advisors:  Market  Guide  via  FactSet  Research  Systeri,. 
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Even  though  he  has  been  criticized  for 
paying  too  much  to  acquire  new  assets — 
such  as  his  $7.2  billion  purchase  of  Silicon 
Valley  office  giant  Spieker  Properties — 
Zell  has  delivered.  His  stock  remains 
undervalued,  yet  his  performance  ( 16.9% 
annually)  is  hard  to  dis.  Hence  Equity 
Office  gets  an  A+  for  value  and  an  A  for 
performance.  Zell's  other  REIT,  Equity 
Residential,  also  has  a  sterling  perfor- 


mance record  (earning  it  an  A  for  perfor- 
mance), but  its  stock,  we  suggest,  is  no 
screaming  buy. 

General  Growth  Properties  owns  145 
shopping  malls  around  the  country,  and 
the  family  that  runs  it,  the  Bucksbaums, 
has  been  at  this  for  three  generations. 
They're  not  afraid  to  take  risks,  even  if 
that  means  the  occasional  failure,  as  in 
their  effort  to  start  an  e-commerce  arm  in 


2000.  And  you  won't  find  a  REIT  w; 
lower  administrative  costs.  The  grow 
record  and  dividend  merit  the  REIT  a  p\ 
formance  A-i-.  It  gets  an  A+  for  value. 

AvalonBay  Communities,  a  San  Frd 
cisco-bascd  developer  of  luxury  apa| 
ments,  has  managed  to  post  extraor* 
nary  earnings  and  net  asset  grow 
mostly  by  building,  not  buying,  its  pre 
erties.  Management  wisely  chose  not: 
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Cubicle  Carnage 

Office  real  estate  is  better  off  than  in  the  last  crunch.  But  2002  will  still  be  unpleasant. 


BY  SCOTT  WOOLLEY 

REAL  ESTATE  EXECUTIVES  THESE  DAYS  ARE  FULL  OF  SELF-CONGRAll 
lation  for  their  prudence.  Throughout  the  roaring  1990s  build 
managed  to  avoid  the  orgy  of  speculative  office  construction  tl 
has  traditionally  accompanied  most  economic  booms.  "Develop' 
that  survived  the  Eighties  learned  from  it,"  says  Richard  Horn,  pr 
ident  of  Duke  Realty,  an  office  real  estate  investment  trust.  "The  industry  is  a 
more  disciplined." 

The  numbers  back  him  up.  While  the  economy  is  now  officia 
in  a  recession  and  vacancies  jumped  from  8%  to  12%  in  2001, 1 
market  is  not  being  flooded  with  new  office  buildings.  To 
square  footage  in  the  country  is  growing  only  3%  a  year.  By  cc 
trast,  in  1983,  when  vacancies  began  making  a  similar  climb 
backlog  of  speculative  construction  kept  the  glut  growing.  Squ; 
footage  climbed  7%  annually  as  giant  new  buildings  were  completi 
pushing  vacancy  rates  all  the  way  up  to  a  crippling  18%  in  1991. 

Such  perspective  is  soothing  to  today's  investors  in  those  r 
estate  investment  trusts  that  own  office  and  industrial  space.  Rei 
were  down  5%  by  200 1's  end,  and  office  and  industrial  REIT  prices ! 
only  3%.  That's  far  less  than  the  S&P  500  lost  (down  12%).  Afte 
spectacular  2000,  when  REITs  received  money  flying  out  of  te 
stocks,  the  onset  of  the  recession  last  year  sobered  investors  to  a  degr 
REITs  overall  were  up  only  5%  as  of  Dec.  1, 2001. 

The  sighs  of  relief  may  be  premature.  This  year  looks  like  a  bad  one : 
the  office-industrial  sector,  even  if  it  isn't  the  catastrophe  of  a 
decade  ago.  The  reason:  What  the  1990s  lacked  in  j 
hell-bent-for-growth  landlords  they  made  up  in      ,  j 
hell-bent-for-growth  tenants.  In  2000  compa- 
nies— especially  tech  ones — couldn't 
lease  enough  space.  Now,  for  the 
first  time  in  the  20  years  since  data 
have  been  kept,  "absorption"  of 
office  space  will  actually  be  nega- 
tive as  current  tenants  fail  to  renew 
existing  leases  or  go  broke.  This 


18.: 


us  solely  on  San  Francisco  and  now 
;  significant  holdings  in  the  East, 
erly  negative  sentiment  about  the 
ire  of  San  Francisco's  property  market 
left  its  stock  at  an  attractive  discount. 
A  mixed  record  attaches  to  High- 
ods  Properties,  a  Raleigh,  N.C.  devel- 
:r  with  619  office  and  retail  properties 
;he  Southeast.  It  grew  mightily  in  the 
d- 1990s  but  has  struggled  more 


recently  because  its  property  markets  are 
awash  in  oversupply.  Buy  it  if  you  like  div- 
idends and  think  Highwoods  can  main- 
tain the  payout. 

Hard  to  believe  that  five  years  ago 
Crescent  Real  Estate  Equities  was  a  Wall 
Street  darling.  Richard  Rainwater,  the 
chairman,  hasn't  shown  the  knack  for 
investing  in  real  estate  that,  as  an  adviser 
to  the  wealthy  Bass  family,  he  showed  for 


stocks.  Rainwater  started  out  okay,  invest- 
ing in  high-grade  office  properties  in  the 
South.  Then  came  a  ludicrous  deal  for 
middlebrow  casinos  and  the  bankruptcy 
of  a  big  tenant.  During  one  of  the  great 
bull  markets  in  real  estate.  Crescent  has 
not  boosted  its  per-share  earnings  much 
and,  worse,  watched  its  net  asset  value 
plummet.  The  stock,  despite  an  8.4%  div- 
idend yield,  isn't  any  bargain.  F 


Qntci 


,  year  40  million  square  feet  of  space  v/ill  return  to  the  market, 
according  to  a  study  by  Torto  Wheaton  Research.  Even  in  the 
early  1980s  and  early  1990s  recessions  tens  of  millions  of  square 
feet  were  absorbed  annually. 

As  tenants  dump  their  space  back  on  the  market  at  fire-sale 
prices,  rents  will  be  pushed  down  another  8%  in  2002,  research  firm 
Green  Street  Advisors  now  predicts.  "We  [in  the  industry]  learned 
our  lesson  about  spec  development,"  says  Raymond  Torto,  manag- 
ing director  of  Torto  Wheaton.  "The  punchline  to  the  joke  is  that  no 
one  considered  that  spec  leasing  can  cause  the  same  problems." 
Predictably,  Silicon  Valley  rents  are  falling  fastest,  down  an  esti- 
ted  50%  from  200 1's  beginning  to  2002's  end.  Green  Street  figures,  with  vacancies 
oting  from  1.4%  to  19.7%.  Other  locales  are  taking  a  beating  as  well,  even  those  not 
[  to  tech  in  a  big  way:  Atlanta's  vacancies  are  soaring  from  8.1%  to  14.6%,  Dallas' 
tn  15.3%  to  18.2%,  Houston's  from  13%  to  16.2%  and  Boston's  from  3.9%  to 
5%.  The  only  significant  exception  to  the  trend  is  New  York  City.  The  loss  of  the 
rid  Trade  Center's  10  million  square  feet  will  lower  vacancy  rates  in  the  city  from 
Vo  to  1%  by  the  end  of  2002  and  boost  rents  slightly. 

Despite  their  relatively  small  effect  on  the  whole  economy,  defunct  Internet  firms 
causing  a  disproportionate  amount  of  trouble  for  landlords.  The  first  thing  exu- 
ant  dot-commers  did  was  tie  up  more  square  footage  than  they'd  ever  need.  Sonic 
indry,  a  "digital  media"  company  flush  with  cash,  signed  a  45,000-square-foot  lease 
Madison,  Wis.  in  early  2000.  Madison-area  rents  rose  30%  to  40%,  to  as  high  as  $16 
[uare  foot,  between  1998  and  2000.  Sonic  Foundry  has  laid  off  200  people  in  a  series 
uts  and  is  anxious  to  sublet,  as  are  other  major  local  companies.  Brian  SchweUinger, 
3  negotiates  leases  on  behalf  of  midwestern  tenants,  says  he  just  moved  a  client  into 
lur-year  lease  in  Madison  at  a  mere  $9.50  per  square  foot. 

So  the  outlook  isn't  great  for  REITs  specializing  in  offices  {see  table).  Even  the 
ingest  will  suffer  to  some  degree.  But  at  least  the  pain  should  be  temporary,  with 
igs  likely  to  improve  next  year  amid  an  expected  economic  recovery 
Look  at  Equity  Office  Properties,  one  of  Samuel  Zell's  companies.  Its  merger  with 
sker  Properties  in  200 1  gave  it  a  sizable  presence  in  the  Bay  Area — 8%  of  its  square 
tage  is  now  in  San  Francisco  and  5%  in  San  Jose.  Green  j- 
:et  anticipates  that  Equity  Office,  which  earns  an  A  for 
formance  in  our  rankings  {see  story,  p.  102),  will  see  its 
jsted  funds  from  operations  slow  from  a  13.3%  gain 
year  to  6.9%  this  year.  Then  turn  to  a  lesser  light,  Cres- 
t  Real  Estate  Equities,  which  we  give  an  F  for  perfor- 
nce.  With  huge  concentrations  in  the  suffering  Texas 
rket  (36%  in  Dallas  and  37%  in  Houston),  Crescent  ; 
find  its  already  poor  adjusted  funds  from  operations  : 
from -5.7%  to -7.1%.  F  j. 


ew  Yor 
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Office  Confidential 


These  REITs  stand  to  suffer  from  rising 
vacancies,  especially  in  regions  hard 
hit  by  the  tech  debacle.  Silicon  Valley 
and  San  Francisco  are  obvious  dis- 
tressed areas.  But  the  recession  has 
also  taken  a  toll  in  less  techie  places 
like  Atlanta,  Houston  and  Dallas. 
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Equity  Office  Properties  

AFFO  AFFO 
GROWTH  2001            GROWTH  2002 

13% 

8% 
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PROPERTY 

1  CQNCEMIMTiQll_ 

$30.09 

Bay  Area  

Hisfhwoods  Prooerties 
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AFFO 
GROWTH  2002 
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_J1%^^_„ 

RECENT 

PROPERTY 

.CQNCERTMTM.... 

$25.49 
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Prentiss  Prooerties 
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7% 
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 GaiMIlt2DI12  

4% 

RECENT 
PRICE 

PROPERTY 
CONCENTRATION 

$27.84  

 Texas   _ 

Sources:  Green  Street  Advisors:  Market  Guide  via 
FactSet  Research  Systems. 
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Poles  Apart 


Particularly  in  a  rocky  economy,  consensus  forecasts  often 
mask  big  differences  of  opinion  among  security  analysts. 

$12  -      _  _     


General  Motors 

Estimated  versus  actual  earnings  per  share 


Actual 


BY  SHLOMO  Z.  REIFMAN 

Iji.  EASURED  BY  ITS  2002  CONSENSUS 
learnings  estimate  of  $1.86  a 
Ishare,  General  Motors,  which 
sells  for  26  times  this  forecast,  is  gener- 
ously priced  for  an  auto  stock  during  an 
economic  recession.  Yet  among  the  14 
analysts  who  contributed  2002  forecasts 
on  GM  to  Thomson  Financial/IBES  there 
is  a  lot  of  disagreement.  If  you  know 
something  about  the  car  industry,  you 
can  ignore  the  consensus  and  make  a  bet 
that  one  of  the  analysts  on  the  extremes 
is  going  to  be  right — and  either  buy  the 
stock  or  short  it. 

On  the  bullish  extreme:  One  uniden- 
tified analyst  in  the  IBES  database  thinks 
General  Motors  wOl  earn  $3.35  a  share  in 
2002.  If  this  expert  is  right,  GM  sells  for 
14  times  coming  earnings,  reasonably 
cheap  for  a  cyclical  stock  during  a  reces- 


sion. It's  very  cheap  as  a  long-term  be 
Vice  Chairman  Robert  Lutz  can 
some  sex  appeal  to  the  product  line 
{see  story,  p.  50). 

The  extremist  on  the  bear  side 
Nicholas  Lobaccaro  of  Lehman  Brothc 
He  expects  GM  to  pull  in  only  50  cei 
this  year,  giving  it  a  forward  P/E  tl 
makes  the  automaker  look  more  like 
Internet  stock.  "GM  may  be  cannibaliz: 
next  year's  sales  and  profits  with  curn 
incentives,"  explains  Lobaccaro. 

Anadarko  Petroleum  also  has  a  w 
divergence  in  its  2002  forecasts.  Desp 
weak  oil  prices,  one  analyst  thinks  l 
company  will  net  $4.26  a  share.  If  th; 
on  target,  Anadarko  is  cheap  at  $56. 

Our  table  lists  five  compan 
with  widely  varying  2002  earniii 
estimates.  For  an  expanded  table,  \ 
www.  forbes.com/variances. 


ent  Estimates 


With  analysts'  uncertainty  lies  either  opportunity  or  misfortune. 


Recent 

EARNINGS  PER  SHARE' 

Mean 

Company 

price 

'  high 

low 

mean 

P/P 

Anadarko  Petroleum 

$55.52 

$4.26 

$0.95 

$2.55 

22 

General  Motors 

47.70 

3.35 

0.50 

1.86 

26 

Occidental  Petroleum 

26.83 

2.60 

1.05 

1.88 

14 

JC  Penney 

26.18 

1.20 

0.54 

0.91 

29 

Qwest  Communications  inti 

13.30 

0.30 

-0.05 

0.14 

95 

Prices  as  of  Dec.  26,  2001. '  Estimated  2002.  Sources;  FT  Interactive  Data  and  Thomson  Financial/IBES  via 
FactSet  Research  Systems. 
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rreen  Grocer 


;  GREAT  CONSOLIDATION  MOVEMENT  IN  FOOD  RETAILING  CONTINUES,  AND  YOU 
participate  in  it  with  shares  of  Safeway,  the  third-largest  supermarket  chain  with 
mated  2001  revenues  of  $34  billion.  It  has  done  a  good  job  pumping  up  its  bot- 
1  line  since  its  1990  public 
:ring  by  expanding,  largely 
)ugh  acquisitions. 
Pushing  into  new  territory 
ikened  margins  a  bit,  which 
led  the  stock  down  in  2001. 
a  comeback  is  under  way  as 
;way  (NYSE:  SWY)  digests  its 
'  outlets.  In  the  third  quarter 
way  boosted  net  income  15% 
1309  million,  despite  a  weak 
le-store  sales  advance  of  1 .6%. 
e  that  industry  leader  Kroger 
:ntly  announced  a  33%  earn- 
;  drop  for  the  quarter. 
Ross  Margolies,  manager  of 
)mon  Smith  Barney  Asset 
lagement's  Salomon  Capital 
d,  expects  more  good  news 
n  Safeway.  The  chain  is  adept 
iring  customers  with  dozens 
idiculously  cheap  weekly  spe- 
5  like  a  New  York  strip  steak 
52.99  a  pound. 

As  for  expansion:  With  its  store  base  firmly  in  the  West  (under  such  names  as 
s,  Randalls  and  Dominick's),  Safeway  has  only  just  begun  expanding  to  the  east- 
U.S.,  buying  Norristown,  Pa.-based  Genuardi's  Family  Markets. 
The  company  is  halfway  through  a  $  1 .5  billion  stock  repurchase  program,  and  at 
a  share,  trades  at  18  times  trailing  earnings.  The  average  for  grocers  is  22. 

— Christopher  Hehnan 


Smart  acquisitions  should  improve  Wall 
Street's  appetite  for  Safeway. 

$70  Ratio  scale 

60 

Safeway's  stock  price 

50                 .ft  / 

40 

30 

i                      Source;  FT  Interactive  Data  via 
FactSet  Research  Systems. 
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:E-H0T  EASTMAN  KODAK  HAS  ENDURED 
le  rotten  developments  recently.  For 
I's  first  three  quarters,  net  income 
pped  77%  to  $282  million;  sales 
aped  5%  to  $9.9  bOlion.  Kodak's  stock 
sE:  EK),  now  at  $31,  has  rallied  from  a 
'ember  low  of  $25,  aided  by  a  lush  6% 
dend. 

Focus  on  Kodak's  long-term  prob- 
s,  though,  warns  Deutsche  Banc  Alex, 
wn  analyst  Peter  Ausnit.  There's  the 
ilitating  price  war  with  Fuji  Photo. 
1  Kodak  is  behind  in  the  race  to  digi- 


tal photography,  where  the  competition 
is  eating  into  its  traditional  film  fran- 
chise. An  early  sign:  The  Kodak  profes- 
sional photography  unit,  which  is  largely 
digital,  is  estimated  to  have  generated 
only  $1.5  billion  in  sales  in  2001,  down 
21%  from  1999. 

Kodak  changes  hands  at  19  times 
earnings.  Still  too  high.  Short  the  stock. 

— Daniel  Kruger 

Holding  Title 

HOW  MUCH  LOWER  CAN  MORTGAGE 
rates  go?  Probably  not  much.  Anticipat- 


ing the  end  to  the  home-buying  and  re- 
financing boom  that  cheap  loans  have 
brought,  shares  of  the  leading  title  in- 
surer are  down.  Fidelity  National  Finan- 
cial fetched  $36  in  early  2001;  now  it's 
at  $24. 

The  perfect  time  to  buy,  says  Ray- 
mond lames  analyst  Michael  T.  Vinci- 
querra.  Fidelity  National  (NYSE:  FNF), 
with  $3.8  bUlion  in  2001  revenues,  is  the 
biggest  company  in  a  $12  billion  indus- 
try that  all  home  buyers  must  use. 

Fidelity's  highest  reserves-to-claims 
ratio  and  its  acquisition  of  Chicago  Title 
in  2000  give  it  the  dominant  position  in 
higher-margin  commercial  title  market. 
The  company  also  has  a  significant  busi- 
ness in  gathering  and  selling  the  data  it 
collects. 

Vinciquerra  expects  Fidelity  Na- 
tional's per-share  earnings  to  fall  to  $2.95 
from  $3.41  in  2001.  At  a  bargain  P/E  of  8, 
go  for  it.  — D.K. 


Deep  Wells 


THE  NATION'S  FIFTH-LARGEST  BANK, 
Wells  Fargo  has  managed  its  business  pru- 
dently during  a  recession.  Charges  for 
loan  losses  in  the  third  quarter  nudged  up 
to  1.1%  of  loans  (annualized)  from  0.9%, 
hardly  onerous.  Meanwhile,  it  increased 
loans  9%  and  net  income  a  remarkable 
42%  to  $1.2  billion. 

That's  why  Michael  Farr,  chief  in- 
vestment officer  of  $350  million  Farr, 
Miller  &  Washington  in  Washington, 
D.C.,  is  loading  up  on  Wells  (NYSE:  WFC). 
"They're  well-managed,  well-priced  and 
boring,"  he  says.  At  22  times  earnings. 
Wells  Fargo  is  cheaper  than  industry  ti- 
tans like  J. P.  Morgan  Chase  (29)  and 
peers  like  Bank  One  (28). 

WeUs  has  limited  its  exposure  to  rocky 
equity  markets — in  the  third  quarter, 
market-sensitive  income  was  just  a  penny 
a  share,  down  from  3  cents  a  share  in  the 
second  quarter  and  5  cents  a  share  in 
2000's  third  quarter.  The  buyback  of  30 
million  shares  the  bank  plans  should  help 
the  stock,  which  is  down  20%  since  last 
January,  to  $43. 

— Michael  Maiello 
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The  Contrarian  By  David  Dreman 

Value  Wins  Again 


WASN'T  IT  ONLY  TWO  YEARS  AGO  THAT  VALUH 
managers  were  consigned  to  the  dustbin  of  his- 
tory by  devotees  of  the  "new  paradigm"?  To  the 
tech  true  believers,  we  had  lost  out  to  growth- 
oriented  managers  as  surely  as  the  North  beat 
the  South.  While  I  didn't  think  the  South  would  rise  again,  I  was 
certain  that  value  would  be  back.  Was  I  ever  right.  The  tech  bub- 
ble peaked  in  March  2000,  and  ever  since  then  value  stocks  have 
beaten  the  broad  market. 

In  2001  through  Dec.  24,  the  stocks  recommended  in  this 
column  made  good  money  for  anyone  who  invested  in  them. 
The  average  such  stock — 33 
new  picks  and  8  carried  over 
from  2000— was  up  10.5%  for 
the  year.  (That's  after  a  1%  nick 
for  trading  costs  for  the  fresh 
picks.)  If  you  had  invested 
$10,000  in  each  of  my  choices 
you  would  have  ended  the  year 
19%  ahead  of  someone  invest- 
ing equal  amounts  on  the  same 
dates  in  an  S&P  500  index  fund, 
which  lost  money  last  year.  This 
follows  an  even  better  2000, 
when  my  recommendations 
were  up  29%  by  year-end,  41 
points  ahead  of  the  S&P. 

What  about  the  perfor- 
mance of  someone  who,  foUow- 
ing  the  value  trail,  missed  both 

the  tech  crash  and  the  two  good  tech  years  that  preceded  it? 
Over  the  past  live  years  my  stocks  have  averaged  14.6%  a  year, 
versus  5.8%  for  the  broad  market,  my  best  performance  relative 
to  the  index  since  I  became  a  FORBES  columnist  in  1980. 

Now  let's  turn  to  last  year'  choices.  My  top  three  stocks  were 
all  retailers,  rebounding  sharply  after  a  tough  2000,  when  they 
were  among  the  worst  performers.  Best  Buy  (73,  BBY)  appreci- 
ated 193%.  Staples  (19,  SPLS)  came  next  at  71%  and  then  Bor- 
ders (19,  BGP)  at  65%.  Included  in  the  top  ten  were  chewing- 
tobacco  vendor  UST  (35,  UST),  up  26%,  and  Apple  Computer 
(21,  AAPL),  up  44%  in  a  year  that  gave  most  tech  stocks  a  beat- 
ing. Continue  to  hold  Borders  and  UST,  which  should  both 
make  further  progress  this  year. 

Although  not  a  stock  pick,  I  think  one  of  the  most  useful 
calls  was  made  in  my  Oct.  29  column,  written  shortly  after  the 
twin  towers  horror,  when  I  warned  readers  not  to  panic.  I  wrote 
a  similar  column  1 1  years  earlier  almost  to  the  day,  when  the 

market  tanked  after  Iraq  I       pY-||«|-jpc  I ''3^''' '^'^^'™^"  °* '^''^'^^n  Value  Manag 

invaded  Kuwait,  only  to  take  I  Ia8  iLSiI^^^om  I  Investment  Strategies:  The  Next  Generation.  Find  past  columns  at  www.forbes.com/dreman 


The  2000-01  bear 
market  has  been 
horrible,  unless 
you  invested 
in  value  stocks. 
They're  also  the 
place  to  be  amid 
the  volatility 
of  2002.  . 


off  within  months.  The  tabl 
the  2001  column  showed 
for  the  nine  crises  since  W< 
War  II,  those  who  invested 
day  after  the  onset  of  a  crisis, 
very  well.  It  was  no  different 
time.  The  stocks  recommen 
in  the  Oct.  29  issue  were  am 
those  hit  most  sharply  in 
week  following  the  mark 
reopening.  All  have  beaten 
S&P  500's  bounce-back  since 
attacks.  Two  casino  stocks,  pummeled  on  fears  that  no 
would  travel  to  gamble,  did  quite  well:  Harrah's  (36,  H 
increased  28%  and  MGM  Mirage  (28,  MGG),  15%. 

Other  good  performers  last  year  included  Saks  (10,  SKS) 
32%  (see  story,  p.  46);  North  Fork  Bancorp  (32,  NFB),  up  3 
Dana  (14,  DCN),  up  31%;  Borg  Warner  (51,  BWA),  up  U 
Wachovia  Bank  (32,  WB),  up  13%;  and  PhOip  Morris  (46,  K- 
up  5%.  I  would  continue  to  hold  Wachovia  Bank  and  Ph 
Morris. 

Even  in  a  good  year  there  are  losers.  My  poorest  perforn 
were  Lucent  Technology  (6,  LU),  down  51%,  followed  by  ( 
( 13,  GPS),  down  45%;  Hewlett-Packard  (21,  HWP),  down  3. 
Merck  (60,  MRK),  down  16%;  Washington  Mutual  (32,  VV 
down  12%;  and  Bristol-Myers  Squibb  (52,  BMY),  down  10°/ 

I'd  hold  Gap,  Washington  Mutual,  Merck  and  Bristol-M; 
Squibb,  all  of  which  appear  to  have  excellent  potential. 

As  for  the  middle  of  my  pack:  Among  the  stocks  that  h 
performed  close  to  the  hapless  S&P,  continue  to  hold  Con 
(28,  cog)  and  Kerr-McGee  (53,  KMG).  These  two  energy  nai 
are  likely  to  recover  either  because  OPEC  and  non-OPEC  p 
ducers  will  work  out  their  conspiracy  to  jack  up  oil  price: 
simply  because  of  an  improving  economy  later  in  2002,  wi 
should  begin  to  boost  energy  consumption.  Other  compai 
worth  keeping  are  mortgage  middlemen  Freddie  Mac  (65,  F 
and  Fannie  Mae  (80,  FNM)  and  Universal  Corp.  (37,  U\^' 
large  tobacco  processor  with  no  cigarette  liability. 

WTiat  do  I  see  for  this  year?  More  of  the  same:  high  vok 
ity  and  a  weak  market.  There's  a  good  chance  the  S&P  will  sf 
little  net  change  over  the  next  12  months  from  its  present  1 1 
(The  recession  will  end,  but  it's  going  to  take  years  of  earni 
growth  to  justify  the  index's  present  price.)  Despite  my  ske 
cal  outlook  for  the  market  as  a  whole,  I  think  value  sto 
remain  significantly  underpriced  and  should  also  have  reas 
ably  good  earnings  both  in  2001  and  again  this  year.  They 
outperform  the  broad  market  indexes. 
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There's  something  for 
everyone  at  Prudential. 

The  right  job  can  find 
you  when  you  visit 
Prudential's  unique 

job-matching  system. 

Just  log  on  to 
jobs.prudential.com 

and  complete  an 
online  profile. 


How  we  picture  diversity. 


At  Prudential,  we  embrace  many  points  of  view  from 
a  wide  range  of  backgrounds — because  a  wider  perspective 
helps  us  create  better  products  and  services.  That's  why  we 
strive  to  understand  cultural  priorities  that  can  help  us  design 
programs  and  services  tailored  to  our  customers'  needs.  And 
why  creating  a  welcoming  environment  for  all  our  eraployees 
is  a  key  measurement  of  management  performance. 


prudential.com 


Prudential  (M  Financial 

Crov\/ing  and  Protecting  Your  Wealth™ 


Prudential  Finoncial  is  a  service  mark  of  The  Prudential  Insurance  Company  of  America,  Nework,  NJ  and  its  affiliates. 
We  ore  an  Equal  Opportunity/Affirmative  Action  Employer  and  ore  committed  to  diversity  in  our  work  force. 


re  career  opportunities  -  visit  BestJobsUSA.com 


We  helped 

thousands  of  families 
buy  homes  today. 

What  did  you  do? 


Freddie  Mac  is  an  investor-owned  Fortune  500'* 
company  with  an  important  public  mission:  to  lower 
the  cost  of  home  mortgages  so  that  more  families 
can  afford  to  own  homes. 

To  do  so,  we  need  smart,  creative  people  from 
diverse  backgrounds  who  want  to  make  a  difference 
in  other  people's  lives.  As  well  as  their  own. 

You'll  work  for  a  company  that  supports  inclusion. 
That  values  different  opinions.  That  wants  you  to  have 
a  rich,  fulfilling  life  both  inside  and  outside  the  office. 

An  employer  judged  one  of  the  nation's  best  by 
Fortune,  Working  Woman,  ComputerWorld  and  others. 

If  you're  ready  to  work  for  something  more 
than  just  a  paycheck,  find  yourself  a  ^^^^^ 
new  career  at  www.freddiemac.com.  Freddie 
Your  life  isn't  the  only  one  you'll  change. 


We  Open  Ekwrs* 


www.freddiemac.com 


©2001  Freddie  Mac 
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We're  in  the 

lusmess 

putting  5X1^ 

races 


on. 


/iding  great  entertainment  for  the  young, 

the  young  at  heart,  is  our  mission, 
jng  them  laugh,  share,  learn  and  have  fun 
jr  vision. 


bro  IS  a  worldwide  leader  in  children's  and  family  leisure 
s  and  entertainment  products  and  services,  including  the 
ign,  manufacture  and  marketing  of  games  and  toys  ranging 
n  traditional  to  high-tech. At  Hasbro,  we  realize  that  it  takes 
i  special  people,  with  very  different  perspectives  to  achieve 
goal  of  providing  the  highest  quality  and  most  recognizable 
jrtainment  and  lifestyle  products  in  the  world.  That's  why 
value  individuality.  Simply  put,  it  fosters  creativity 

)u  think  you  might  en|oy  working  at  a  company  that  wants 
to  think  and  feel  like  a  kid  -  charged  up  with  energy  and  full 
leas  -  Hasbro  is  the  place  for  you. 

t  our  website  at  WWW.  h aS b TO. C O m 


jro.  Inc.  IS  an  Equal  Opportunity/ Affirnnative  Action 
loyer.  committed  to  workforce  diversity. 
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EXPAN  DS, 

COMPRESSES, 

ILLUMINATES... 

Introducing  our  ideal  candidate! 

■IB  a  degree  in  Science  or  Engineering. ..you  know  how 
ogy  ticks. ..and  we  know  how  to  keep  it  ticking.  Just 
e  the  impact  your  skills  will  achieve  here,  at  Gas 
)logy  Institute.  A  not-for-profit  corporation,  we're  dedi- 
o  vital  energy  and  environmental  research,  develop- 
nd  education.  Members  of  our  industry  keep  abreast  of 
:st  breakthroughs  and  trends,  and  our  team  has  a  firm 
their  success  It  s  a  theory'  we  put  to  the  test  everyday 
ve  know  you're  more  than  qualified  to  continue  that 
1.  Challenge  the  limits  of  your  potential,  while  pushing 
/elope  of  our  industry.  With  GTI,  the  logical  result  is 
ion. ..every  time. 

Br  a  competitive  salary  and  benefits  package.  Inter- 
;andidates,  please  forward  your  resume  to:  GTI  Attn: 
3t.  FOR,  1700  S.  Mt.  Prospect  Road,  Des  Plaines,  IL 

or  email:  hr@gastechnology.org.  GTI  is  an  Equal  Op- 
ty/Affirmative  Action  Employer.  M/F/D/V 


gti 


Converting  resources  into  results 
www.gastechnologyorg 


0=4 


Discover  an  atmosphere  in  which  there  are  no  limits  to 
what  you  can  achieve.  As  one  of  the  world's  premier 
employee  benefits  companies,  CIGNA 
has  the  necessary  resources  to  power 
your  career  with  new  clhillengcs  and 
abundant  rewards.  The  time  is  now  to 
take  your  future  to  the  next  level.  See 
what  you  can  achieve  both  personally 
and  professionally  with  CIGNA. 

Opportunities  exist  in  the  following  disciplines: 

•  Managed  Care 

•  Behavioral  Health 

•  Healthcare  Financial  Planning  &  Analysis 

•  Medical/Clinical  ^---''N. 

•  Accounting  &  Finance  \^ 

•  Investments 

•  Retirement  Services  /""^   I  /  \ 

•  Human  Resources  /      /  \  / 

•  E-Commerce  L.-^ 

•  Contracting 

•  Informatics 

•  Sales/Marketing 

•  Information/Systems  Technology 
Job  Code:  AD/ST/FRBS 

What  can  you  achieve? 

Achieve  more,  like  a  competitive  salary  and 
a  comprehensive  benefits  program  that  will 
let  you  personalize  your  benefits  to  meet 
your  individual  needs.  Please  e-mail  your  resume  and 
cover  letter,  which  MUST  INCLUDE  ENTIRE  JOB  CODE  to 

cigna@hiresystems.com 

We  are  an  equal  opportunity  employer.  M/F/D/V.  CIGNA  is  a  registered  service  mark 
licensed  for  use  by  subsidiaries  of  CIGNA  Corporation.  Most  employees  are  employed  by 
subsidiaries  of  CIGNA  Corporation. 
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A  Business  of  Caring. 
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"Ever-yhody  has  different  strengths.  1  helped  design  the  programs  that  allow  us  to  transmit  data  directly  to  our  broker  t 
clear  all  our  shipments  through  customs.  We  have  half  a  million  auto  part  numbers.  It's  massive.  It  takes  all  kinds  of  peopi 
working  together  to  make  that  happen."  -  Sylvia  Pearson,  Customer  Operations  Administrator,  Associate  since  June,  197 

From  the  moment  you  join  Toyota,  you'll  realize  you're  part  of  an  organization  that  takes  pride  in  everything  we  do,  from  the  way  we  build  our  products  ■ 
the  way  we  treat  our  associates.  Our  track  record  of  consistent  growth  and  success  can  be  traced  to  every  part  of  the  company  and  opportunities  can  f 
found  in  each  one.  We  have  ongoing  opportunities  in  Sales.  Maiketing,  Strategic  Planning,  IT,  Logistics,  Finance  and  Accounting,  Customer  Relation 

Service  and  Parts,  and  Human  Resource 

We  offer  an  excellent  salary  and  benefits  package  including  medical,  dental  and  vision  plans,  and  a  vehicle,  lease  program.  Please  visit  our  website  s 
www.toyota.com.  No  phone  calls,  please.  Toyota  is  an  equal  opportunity  employer  and  encourages  and  supports  a  diverse  workplac 
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Get  your  resume  out  there  using 
the  best  tool  on  the  net. 
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It  s  a  long  wc 
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Core  fore  lifl 

BestlobsUSA.com 

Whatever  your  mission,  w/e're  the  vehicle  i 
take  you  further.  From  gaining  that  mud 
needed  experience  to  getting  what  you're  r( 
worth,  there's  no  better  place  to  explore  ns 
frontiers  than  with  BestJobsUSA.com,  As 
leading  job  bank  and  recruitment  resource  ce 
we  offer  a  wide-open  list  of  job  opportunities  I 
virtually  all  industries  -  from  accountinc 
aeronautics,  if  there's  a  need,  it's  here.  Ar 
with  our  free  resume  postings,  customizec 
searches  and  real  world  resourc 
you  can  rest  assured  iha 
you've  landed  in  the  rigt 
place.  BestJobsUSA.c 
Mission  accompli! 

,  BestJob 
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For  more  career  opportunities  -  \dsit  BestJobsUSA.com 


Are  We  There  Yet? 


■IPORECASTERS  WERE  PREDICTING  THE  END  OF  THE 

I       recession  even  before  it  officially  began.  Knowing  that  no 
■11  recession  has  never  not  ended,  they  will  persist.  If  the 
current  downturn  conformed  to  the  postwar  average,  it 
would  end  10.5  months  after  it  began — i.e.,  now. 
Like  unhappy  families,  every  recession  is  different.  Some  are 
art  and  shallow,  others  protracted  and  deep.  Since  the  early 
50s  none  has  lasted  for  more  than  16  months.  If  this  one 
Itched  the  record  jointly  held  by  the  slumps  of  1973-75  and 
81-83,  it  would  end  in  July  2002. 

I  predict  that  recovery  will  come  later  rather  than  sooner 
d  that,  when  it  does  material- 


No,  recovery  will 
come  later  rather 
than  sooner.  A 

colossal 
overinvestment 
during  the  stock 
market  boom  must 
be  worked  off. 


,  it  wLU  be  dull,  not  zesty.  As  a 
"ollary,  I  predict  that  the  fed- 
il  funds  rate  will  stay  low 
iger  than  most  people  expect, 
;senting  an  opportunity  for 
Id-seeking  investors. 

John  Kenneth  Galbraith  is 
edited  with  the  saying  that 
)nomists  forecast  not  because 
;y  know,  but  because  they  are 
;ed.  Nor  should  we  forget  that 
irren  Buffett  did  not  get  rich 
outguessing  the  economists 

the  blue-chip  forecasting 
rby.  At  ordinary  rates  of 
;hange,  one  great  stock  is 
rth  one  metric  ton  of  macroprophecy. 

The  Feb.  19, 2001  installment  of  this  column  predicted  the 
ning  of  recession  two  weeks  before,  looking  backward,  the 
tional  Bureau  of  Economic  Research  dated  its  onset.  Did 
in  one  reader  turn  this  blindingly  accurate  forecast 
o  money? 

That  was  hard  to  do  in  the  Treasury  market.  Despite  a 
ord-breaking  series  of  funds-rate  reductions,  the  ten-year 
;asury  yield  in  mid-December  was  little  changed  from  the 
el  of  mid-February.  Recessions  ordinarily  weaken  a  currency, 

over  the  same  ten  months  the  dollar  appreciated  in  the  for- 
n  exchange  market.  The  S&P  500  was  lower,  but  by  only  13%. 

And  now  comes  the  cry  that  this  recession  of  no  particular 
ocity  has  ended.  Can  it  be? 

Like  winters  in  the  Northeast,  recessions  have  been  getting 
Ider,  says  Anirvan  Banerji,  director  of  research  at  the  Eco- 
mic  Cycle  Research  Institute.  One  source  of  this  moderation 
he  growth  in  service-sector  employment.  As  a  percentage  of 
srall  employment,  it  tops  80%.  "Generally  speaking," 
serves  Banerji,  "that  contributes  to  a  milder  cycle  and  shorter, 
Ider  recessions.  That  tendency  is  probably  intact." 


Banerji's  views  command 
attention.  Among  the  first  to 
call  the  recession,  he  has  a  ster- 
ling prediction  record.  He  was  a 
student  of  the  late,  great  busi- 
ness-cycle theorist  Geoffrey 
Moore.  What  does  he  say  about 
the  current  recession? 

He  says  that  it  is  not  yet 
over,  and  it  may  or  may  not  be 
ending.  He  says  it  is  unlikely  to 
be  the  deepest  in  postwar 
annals  and  is  also  unlikely  to  be  the  mildest. 

"At  any  cyclical  turning  point,"  Banerji  proceeds,  "what  we 
need  to  see  is  the  leading  indicators  turn  up  decisively.  Then  we 
should  see  the  coincident  indicators  turn  up.  And  finally,  we 
should  see  the  lagging  indicators  turn  up.  None  of  that  has  actu- 
ally happened."  Leading  indicators  include,  among  others:  stock 
prices,  money  supply  and  initial  claims  for  state  unemployment 
insurance.  In  recent  weeks  stock  prices  have  climbed,  money 
supply  has  boomed  and  claims  have  fallen.  Spotting  this  shaft  of 
sunlight,  many  forecasters  have  declared  that  the  slump  is  over, 
or  ending.  Banerji  is  unpersuaded.  He  awaits  more  data. 

He  can  wait,  but  Wall  Street  can't.  Missing  a  rally  is  profes- 
sional poison.  Getting  trapped  in  a  bear  market,  although  regret- 
table, is  excusable.  Anyway,  there's  always  plenty  of  company. 

You  sometimes  hear  it  said  that  the  stock  market  turns  up 
six  to  nine  months  before  a  recovery  begins.  Banerji  corrects 
this  misconception.  The  market  has  tended  to  turn  up  about 
four  months  before  the  macroeconomic  turn.  The  significance 
of  only  a  four-month  average  lead  time  is  that,  even  if  the  reces- 
sion were  to  end  in  June  or  July,  there  would  be  enough  time  on 
the  cyclical  clock  to  allow  for  a  new  low  in  the  averages. 

Interest  rates  are  low,  energy  is  cheap  and  terror  is  on  the 
run.  The  consulting  economist  Peter  L.  Bernstein  points  out 
that,  with  the  notable  exception  of  1990-91,  postwar  recessions 
have  tended  to  be  followed  by  strong  growth,  usually  in  excess 
of  10%. 

Why  should  this  time  be  different?  Because  the  boom  pre- 
ceding the  bust  was  of  a  speculative  intensity  never  before  seen 
in  the  U.S.  Unprecedented  stock  market  valuations  financed 
colossal  overinvestment.  The  logical  consequence:  a  longer- 
than-average  recovery  period. 

If  I  am  right  and  the  funds  rate  stays  low,  it  will  be  a  boon  to 
the  likes  of  Annaly  Mortgage  Management  (15,  NLy),  which  gener- 
ates a  competitive  yield  (currently,  but  not  permanently,  15%) 
by  financing  triple-A  mortgages  with  short-term  debt.  F 


"CVy-mI-w^q  1  James  Grant  is  the  editor  of  Grant's  Interest  Rate  Obsei  jer. 
^^b^^i^i^  I  Find  past  columns  at  www.forbes.com/grant. 


FORBES-  January  21,  2002  113 


The  Patient  Investor  By  John  W.  Rogers  Jr. 

War  Fare 


COURAGE  IS  AT  THE  CORE  OF  EVERY  GREAT  INVESTOR, 
and  genuine  courage  is  rare.  While  just  about  every 
market  climate  tests  our  investment  conviction, 
today's  environment  is  especially  intimidating. 
Autumn  ushered  in  an  emotional  selloft  amid  reces- 
sion and  war.  The  market's  general  direction  has  been  erratic. 
As  retirement  savings  and  education  funds  hang  in  the  balance, 
many  investors  have  retreated,  as  evidenced  by  the  $25  billion  in 
stock  mutual  fund  redemptions  in  September. 

For  an  investor,  challenging  popular  thought  is  never  easy. 
Now,  though,  our  collective  fears  are  compounded  by  massive 
layoffs,  a  weakening  economy 
and  dismal  earnings  reports. 
The  fact  is  a  number  of  solid 
companies  with  good  funda- 
mentals lie  in  the  market  wreck- 
age. I  believe  these  companies 
are  not  only  worth  salvaging, 
but  when  held  over  the  long 
term  will  epitomize  the  benefits 
of  value  investing. 

Remember  the  famous 
example  set  62  years  ago  by  Sir 
John  Templeton,  the  interna 
tional  fund  pioneer.  After  World 
War  II  broke  out  in  Europe  in 
1939  and  uncertainty  plagued 
the  U.S.  market,  he  coura- 
geously bought  $100  worth  of 
every  stock  on  the  New  York 
and  American  stock  exchanges  selling  for  no  more  than  $1  a 
share.  He  even  borrowed  $10,000  from  his  boss  to  finance  his 
buying,  and  became  the  proud  owner  of  the  stock  of  104  com- 
panies, 34  of  them  bankrupt.  As  Templeton  anticipated,  Amer- 
ica's economy  rebounded  strongly.  He  held  on  for  an  average  of 
four  years  and  quadrupled  his  purchase  price. 

But  Templeton's  savvy  contrarianism  didn't  stop  there.  He 
was  also  one  of  the  very  first  Americans  to  buy  Japanese  stocks 
after  the  war.  Invest  in  the  loser?  In  the  dastardly  country  that 
bombed  Pearl  Harbor?  It  looked  crazy,  but  Templeton  saw  hid- 
den value,  and  history  vindicated  him. 

If  you  are  willing  to  get  in  the  front  line,  here  are  three  com- 
panies that  may  take  some  gumption  to  purchase.  The  thread 
that  ties  them  is  that  they  all  sound,  at  first,  like  the  wrong  place 
to  be  in  a  recession.  But  just  as  .\merica  is  resilient,  I  am  con- 
vinced these  stocks  will  win  both  the  battle  and  the  war: 

Neiman  Marcus  Group  (29,  nmca)  has  a  reputation  for  its 
posli  retail  goods,  yet  its  stock 


As  with  the  fight 
against  terrorism, 
you  can't  win  in 
the  stocl(  market 
overnight.  Just  as 
John  Templeton 
showed  in  World 
War  II,  now  is  the 
time  to  buy 


Investors  continue  to  pui 
Neiman  as  the  recession  si 
luxury  purchases  and  push 
to  mark  down  price  tags. 
these  fearful  investors  fai 
recognize  is  Neiman's  powc 
brand  and  long-term  tr 
record  that  positions  it  well 
an  economic  recovery. 

Neiman  Marcus  boasts 
highest  sales  per  square  f 
($490)  of  all  big  retailers, 
chain  started  out  serving  Texas  oil  kings,  but  it  has  a  powt 
nationwide  presence  now.  It  operates  31  Neiman  Marcus  ste 
in  20  states,  as  well  as  two  Bergdorf  Goodman  stores  in 
York  City.  The  company  also  owns  majority  interests  in 
suppliers:  handbag  and  accessory  designer  Kate  Spade, 
Gurwitch  Bristow  Products,  which  manufactures  Laura  Mer 
cosmetics.  Neiman's  department  stores  offer  high-quality,  k 
ionable  clothing  for  men  and  women,  as  well  as  accessories, 
jewelry,  crystal  and  silver.  The  recession's  toll  on  Neiman's  ea 
ings  has  been  severe  but  will  be  short-lived:  Its  well-heeled  i 
tomers  won't  retreat  en  masse  from  its  aisles.  The  stock  is  go 
for  13  times  my  estimate  of  $2.25  for  calendar  2002  earni 
This  stock  is  on  sale. 

Radio  One  (18,  roiak)  is  the  largest  broadcaster  target 
African-American  and  urban  audiences  in  the  U.S.  The  cc 
pany  owns  65  radio  stations,  with  formats  ranging  from  rhyt 
&  blues  to  rap  to  hip-hop,  as  well  as  gospel,  news  and  ii 
Ignore  Radio  One's  negative  net  income,  the  result  of  none 
charges  for  goodwill  amortization.  Add  back  depreciation  f 
amortization  to  net  income  for  calendar  2002  and  you  ge 
"cash  flow"  (as  Value  Line  uses  the  term)  of  70  cents  per  she 
The  broadcaster's  stock,  depressed  along  with  those  of  otl 
media  companies,  is  trading  at  26  times  this  earnings  figure. 

Grab  your  bucket  because  slot-machine  maker  WMS  Ind 
tries  (20,  WMS)  is  ripe  for  a  jackpot.  The  stock  fell  in  Septeml 
following  concerns  that  leery  travelers  would  leave  Las  Vega 
ghost  town.  But  WMS  has  5,900  of  its  Monopoly-theni 
machines  installed  in  casinos  around  the  country,  catering 
local  gamblers  and  tourists  alike.  Meanwhile,  I  am  convinc 
today's  fears  will  subside,  and  Las  Vegas  wUl  reemerge  as  1 
popular  travel  destination  it  always  has  been.  WMS  is  at  14  tinj 
projected  2002  earnings. 

President  Bush  told  us  to  be  patient  in  the  war  against  ti 
rorism.  I'd  say  the  same  about  stocks  like  these:  You  should) 
be  looking  for  a  quick  hit. 


is  in  the  bargain  basement. 


n  Forbes 


John  W.  Rogers  Jr.  is  chairman  and  chief  executive  officer  of  Chicago-based  Ariel  Capital  Managemi 
Inc.,  the  adviser  to  the  Ariel  Mutual  Funds.  Find  past  columns  at  www.forbes.com/rogers. 
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Riverkeeper 

Only  God  can  make  a  river.  But  Paul  Roos  can  bring  one  back  from  the  dead. 


PAUL  ROOS  KNEELS  ON  THE 
grassy  banks  of  a  creek  in  the 
Blackfoot  Viilley  of  Montana. 
It's  fall,  and  the  slanted  sun- 
light bathes  the  meadow  in 
gold.  Feeding  trout  dimple  the  creek's 
surface,  which  is  smooth  and  clear  and 
appears  as  thick  as  baby  oil.  Roos  ties  an 
imitation  fly  that  looks  like  the  hatch  of 
tiny  mayflies  floating  in  the  current. 

Ten  years  ago  this  creek  was  a  mess, 
choked  with  silt  and  overflowing  its  unde- 
fined banks,  a  casualty  of  careless  grazing. 
Roos  worked  with  a  fisheries  biologist  to 
restore  its  banks  and  convinced  ranchers  to 
better  mind  their  cattle.  Now  it  flows  clean 
and  clear,  and  teems  with  native  westslope 
cutthroat  trout,  whose  Latin  name,  On- 
corliviiats  darki  lewisi,  reveals  its  identifiers. 


BY  MONTE  BURKE 

had  to  be  filmed  on  rivers  to  the  south. 

"No  one  bothered  guiding  the  river," 
says  Roos,  who  was  reared  on  its  banks  and 
first  fished  it  when  he  was  six.  A  proposal 
to  open  a  gold  mine  near  the  headwaters  in 
1987  spurred  him  to  help  found  the  re- 
gion's first  chapter  of  Trout  Unlimited 
(TU).  It  had  an  unusual  membership:  fish- 
ermen and  conservationists,  as  well  as  their 
traditional  adversaries,  such  as  ranchers. 

How  did  Roos  get  these  groups 
together?  "You  have  to  kick  some  dirt  with 
folks  before  you  can  work  with  them,"  he 
says.  "You  have  to  keep  talking.  Conserva- 
tionists have  a  tendency  to  think  we  know 
how  to  take  care  of  everything  ourselves, 
but  sometimes  we  don't.  We  learn  a  lot 
from  fifth -generation  ranching  families. 
They  love  this  land  as  much  as  we  do." 


"You  have  to  KICK  DIRT  WITH 
FOLKS  before  you  can  work  with  them." 


Most  important,  this  creek  provides  spawn- 
ing and  rearing  habitat  for  trout  in  the 
Blackfoot  River,  the  lifeblood  of  this  valley. 
It's  a  river  that  Roos,  59,  has  spent  the  last 
30  years  fighting  for. 

The  Blackfoot  is  the  river  Norman 
Maclean  penned  eternal  in  A  River  Rum 
Through  It,  his  autobiographical  account 
of  two  brothers  finding  grace  through  fly- 
fishing in  the  1940s,  which  Robert  Redford 
turned  into  a  movie  in  1 992.  But  by  the 
early  1990s  the  Blackfoot  was  in  such  bad 
shape — its  valley  scarred  by  clear  cuts,  its 
tributaries  poisoned  and  turned  orange 
with  acid  mine  runoff — that  the  movie 


Land  Lindbergh  (son  of  Charles), 
whose  family  has  long  owned  property  in 
the  area,  agrees:  "Everything  here  runs  to 
the  river.  And  people  around  here  just 
trust  Paul." 

With  the  help  of  the  ranchers  and 
other  groups,  the  TU  chapter  raised  $5 
million  and  restored  close  to  40  tributaries 
by  buying  easements,  cleaning  up  mine 
sites  and  controlling  grazing.  Slowly, 
things  turned  around.  Then  Roos  decided 
to  put  his  own  money  where  his  mouth 
was.  Ln  1996  he  and  a  partner,  John  Kowal 
ski,  buOt  the  first  and  only  fly-fishing  lodge 
on  the  Blackfoot,  North  Fork  Crossing. 
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rhe  main  building  houses  the  kitchen 
dining  area,  run  by  the  cheery-eyed 
a  Post,  a  graduate  of  Denver's  School 
Culinary  Arts,  and  Michael  Carlucci, 
I  managed  New  York's  Montrachet.  The 
prepare  decadent  meals  of  acorn 
ish,  rare  venison  and  perfectly  cut  buf- 
steaks.  By  day,  guests  fish  for  brown, 
bow  and  cutthroat  trout.  At  night  they 
in  white  safari-style  tents  outfitted  with 
y  comforters,  heaters  and  private  bath- 
ns.  (Visit  prooutfitters.com  or  call 
■858-3497.) 

Roos'  faith  in  the  Blackfoot  has  been 
irded.  The  river  is  fishing  well  again. 


Ravaged  Rivers 

Candidates  for  reclamation  include 
Batten  Kill  River,  Vt.  Trout  population 
has  suffered  serious  decline.  Contact 
Trout  Unlimited,  802-362-8637.  Jef- 
ferson River,  Mont.  Polluted  by  agri- 
cultural and  ranching  runoff  Call  TU, 
406-543-0054.  Letort  Spring  Run, 
Pa.  This  spring  creek  is  threatened  by 
development.  Call  TU,  717-732-5050. 
Missouri  River.  Overfishing  of  the 
Montana  section  threatens  one  of  the 
nation's  best  fisheries.  Contact  Ameri- 
can Rivers,  406-454-2076.  -M.B. 


and  the  cutthroat  population  has  climbed 
ninefold  since  1989.  Now  he's  ready  for 
new  challenges.  On  Jan.  1  he  sold  his 
enterprise  to  Post,  34,  and  her  business 
partner,  Brandon  Boedecker,  29.  Roos 
plans  on  hunting,  fishing  and  consulting 
to  sporting  lodge  owners. 

The  sale  contract  for  North  Fork  has 
him  consulting  there  for  a  few  years.  So  on 
many  crisp  fall  days  to  come,  you'll  still  find 
him  casting  a  fly  into  the  long  riffles  and 
deep  aqua-green  pools  of  the  Blackfoot.  A 
virgin  river  may  evoke  the  beauty  of  Eden. 
But  a  river  reborn,  like  the  Blackfoot, 
speaks  to  the  promise  of  redemption.  F 
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Lucre  in  the  Library 

Artists'  books— selling  for  less  than  a  decent  pair 
of  shoes— are  fun  to  collect  and  gaining  in  value. 

BY  SUSAN  ADAMS 


IN  1970  THE  33-YEAR-OLD  ARTIST  EDWARD  RUSCHA  (PRO- 
nounced  roo-SHAY)  made  a  paperback  called  Real  Estate 
Opportimitics.  Its  25  black-and-white  photographs  showed 
weed-choked  suburban  lots,  crooked  "for  sale"  signs  and  run- 
down tract  houses.  Captions  simply  gave  locations,  such  as  "500 
W.  Washington  Blvd.,  Montebello."  With  a  print  run  of  4,000 
and  a  price  tag  of  $3.50,  this  bit  of  pop  art  embodied  a  radical 
idea:  that  art,  instead  of  being  only  for  the  rich,  could  be  dis- 
seminated to  the  masses  cheaply. 

Now,  ironically,  the  book  has  become  pricey:  Real  Estate 
Opportunities  changes  hands  in  the  second-hand  market  at 
$500.  Between  1963  and  1978  Ruscha  produced  16  more  such 
works,  including  Twentysix  Gasoline  Stations.  Originally  the 
whole  set  would  have  cost  you  $89.  Last  year  a  New  York  gallery 
called  Printed  Matter,  specializing  in  artists'  books,  sold  a  signed 
set  to  a  Washington,  D.C.  collector  for  $35,000. 

Artists'  books  refute  the  notion  that  mass-produced  art  isn't  a 
good  investment.  As  with  any  i  ither  collectible,  however,  you  have 
to  know  what  you're  doing.  Explains  Philip  Aarons,  a  collector  of 
artists'  books  and  cofounder  of  Manhattan  real  estate  developer 


Morey  Chaplick  with  Millennium  Partner 
some  of  his  4,000       you  were  to  take 

favorite  titles.  »  »  >   u  i 

artists    books  rr 

today,  rd  tell  you  10  would  double,  { 
quadruple  in  value.  Forty  would  have  no  vj 
It  makes  the  game  on  the  investment  side 
of  fim."  To  hedge  your  bet,  pick  an  establi; 
artist.  Along  with  Ruscha  there  are  a  dc 
contemporary  stars,  including  American  « 
ccptualist  Sol  LeWitt,  minimalist  Richard 
tie  and  British  sculptor  Richard  Long. 

Some  well-known  contemporary  ar 
produced  a  handful  of  books  in  additio 
their  other  work,  and  those  also  fetch  1 
prices,  like  The  Index  Book,  made  by  A 
Warhol's  Factory  and  published  by  Rant 
House.  A  whimsical  collection  of  pop 
paraphernalia — one  example:  a  cardb< 
foldout  tomato  soup  can — it  sold  new  for 
in  1967  and  is  now  worth  $950. 

Contemporary  artists'  books  are 
scended  from  an  earlier  tradition  know: 
livres  d'artistes.  In  the  early-  and  mid-2 
century,  painters  like  Picasso  and  Delau 
made  luxurious,  limited-edition  books,  o 
pairing  etchings  or  stencils  with  unu; 
typography  or  calligraphy  printed  on  spe 
paper  and  bound  in  expensive  materials 
leather.  The  most  valuable  title  in  the  fi 
Matisse's  Jazz,  sold  most  recently  in  199' 
Christie's  for  $552,500. 

Artists  working  in  other  genres — inci 
ing  surrealists,  Dadaists,  Russian  constr 
tivists,  German  expressionists — also  m 
books.  Some  contemporary  artists  are  cai 
ing  on  the  tradition,  such  as  American  sculptor  Martin  Pury 
whose  recent  Cane  incorporates  original  woodcuts  and  po« 
by  Harlem  Renaissance  author  lean  Toomer.  Encased 
wooden  box,  the  deluxe  edition  has  a  print  run  of  50  and 
for  $12,500.  (Evidently  not  priced  for  the  masses.) 

Morey  Chaplick,  chairman  of  Hip  Interactive,  a  Toror 
based  videogame  publisher,  collects  for  pleasure.  Yet  the  4,i 
works  he  and  his  wife,  Jennifer,  have  amassed  are  worth  m 
than  $2  million.  The  collection  sits  safeguarded  in  a  custom-b 
room  in  their  basement.  A  glass  case  displays  choice  pieces. " 
where  I  curate  my  own  shows  for  an  audience  of  one,  my  wi 
he  says.  Now  on  view:  20  works  by  surrealist  Marcel  Duchar 
including  Le  Surrealisme  en  1 947,  a  catalog  from  a  show  of  s 
realist  art  (Duchamp  appended  a  large  falsie  to  the  cover  \\ 
directions  in  French  to  "Please  touch").  Chaplick  bought  it 
$7,500  from  New  York  dealer  Virginia  Green  in  1993.  It's  n 
worth  $25,000.  Because  books  by  top  artists  sell  for  considera 
less  than  paintings  or  sculptures,  a  coOector's  money  goes  flirtt 
Explains  Chaplick,  "I'd  rather  own  a  beautiful  collection  of 
Ruscha  books  than  a  second-rate  Lichtenstein."  i 
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THOUGHTS 

On  the  Business  of  Life 


T  i  7 

#    hatever  would  tens  of  thousands  of  waiters  and  all  those  others  awaiting  their 
^/     break  answer  to  that  constant  question,  "What  do  you  do?"  if  the  U.S.S.R.'s  defini- 
T        ¥        tion  of  what  constitutes  an  actor  should  prevail?  Said  Ms.  Margarita  Mikaelyan, 
the  director  of  the  Moscow  Satire  Theater,  in  New  York  recently:  "In  the  Soviet  Union  if  you  are  not 
working  as  an  actor,  you  are  not  an  actor."  Obviously,  Ms.  Mikaelyan  has  never  met  those  serving  in 
New  York  or  California  restaurants  and  shops.  — MALCOLM  S.  FORBES  (1980) 


The  theater  is  a  gross  art,  built 
in  sweeps  and  overemphasis. 
Compromise  is  its  second  name. 

—ENID  BAGNOLD 


If  any  play  has  been  produced 
only  twice  in  300  years,  there  must 
be  some  good  reason  for  it. 

—RUPERT  HART-DAVIS 


There  was  laughter  in  the  back 
of  the  theater,  leading  to  the  belief 
that  someone  was  telling  jokes 
back  there. 

—GEORGE  S.  KAUFMAN 


To  break  through  language 
in  order  to  touch  life  is  to  create 
or  re-create  the  theater. 

— ANTONIN  ARTAUD 


Playing  Shakespeare  is  so  tiring. 
You  never  get  a  chance  to  sit  down 
unless  you're  a  king. 

—JOSEPHINE  HULL 


Farce  is  tragedy  played  at  a  thousand 
revolutions  per  minute. 

-JOHN  MORTIMER 


Critics  are  like  eimuchs  in  a  harem. 
They're  there  every  night,  they  see 
it  done  every  night,  they  see  how 
it  should  be  done  every  night, 
but  they  can't  do  it  themselves. 

—BRENDAN  BEHAN 


There  is  a  hunger  to  see 
the  human  presence  acted  out. 
As  long  as  that  need  remains, 
people  will  find  a  way  to  do  theater. 

— ZELDA  FICHANDLER 


Theatergoing  is  a  conununal  act, 
moviegoing  a  solitary  one. 

—ROBERT  BRUSTEIN 


We  should  return  to  the  Creeks,  play 
in  the  open  air;  the  drama  dies  of  stalls 
and  bo.xes  and  evening  dress  and  peopl 
who  come  to  digest  their  dinner. 

— ELEONORA  I ) 


Nobody  can  be  exactly  like  me. 
Sometimes  even  I  have  trouble  doing  it 
— TALLULAH  BANKHI 


I  didn't  like  the  play,  but  then  [ 
/  saw  it  under  adverse  conditions —  i 
the  curtain  was  up. 

— GROUCHO  M/ 


A  Text... 

A  man's  gift  maketh  room 
for  him,  and  bringeth  him 
before  great  men. 

—PROVERBS  11: 

Sent  in  by  Elizabeth  Graham,  Ann  Arbor,  N 
What's  your  favorite  text?  The  Forbes  Bot 
Quotations:  Thoughts  on  the  Business  of  L. 
given  to  senders  of  Bible  texts  that  are  usee 

More  than  14,000  "Thoughts,"  arranged  alphabetic.!, 
subject,  are  available  in  a  900-page,  one-vo 
deluxe  edition,  Forbes  Book  of  Quotations:  Thoughts  c. 
Business  of  Life.  The  price  is  $40,  plus  S3. 50  shippirj 
SI  per  item  for  handling  (add  applicable  sales 
To  order,  please  call  toll-free,  1-800-876-6356. 
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A  LEnER  TO  READERS 

By  Gary  Berman 

POST-SEPTEMBER  11:  A  Snapshot 

The  Market  Segment  Group 

MULTICULTURAL  FAQs 

The  Market  Segment  Group 

CARE  AND  CULTURE:  Unmanaged  Care 

By  Mardy  Tones 

CONNECTIVITY  AND  CULTURE:  High-Wired  Act 

By  Chris  Warren 

CARS  AND  CULTURE:  Good  Car-ma 

By  Dennis  Fertig 

CONVERSATION  AND  CULTURE:  Game  Plan 

By  Judy  ward 

CREDIT  AND  CULTURE:  Charge  Account 

By  Chris  Warren 

COMMUNICATIONS  AND  CULTURE:  Phone  Home 

By  Mardy  Fones 

COMMUNITY  AND  CULTURE:  Ties  That  Bind 

By  Mardy  Fones 


BACKGROUND  ON  THE  MARKET  SEGMENT  GROUP  AND  RESEARCH  METHODOLOGY 


The  Market  Segment  Group,  founded  in  1988, 
is  a  WPP  Group  market  research  and  consulting 
firm  specializing  in  the  "demassification"  of  the 
American  marketplace.  Theaward-winning  firm 
has  set  the  industry  Standard  for  strategic  infor- 
mation regarding  Hispanics,  African  Americans, 
Asians,  artd  a  variety  of  niche  segments. 

The  Market  Segment  Group  has  presented  at 
■  the  White  House  regarding  the  Multicultural 
American  Dream  Index  and  has  addressed 
major  conferences  across  all  sectors  of  the  eca&r-  • 
orny  It  has  been  honored  with  AMA's  Marketer' 
of  the  Year  award  and  was  cited  as  one  of  the 
Best  100  Sources  for  Marketing  Information  by  . 
American  Demographics. 
"  ■  The  firm  has  been  featured  in  Success  as  a 
leader  in  multicultural  business  issues,  as  well 
as  in  the  Wall  Street  Journal,  Time,  Newsweek 
Inc.,  Advertising  Age,  Marketing  News,  the  Ltjs  : 
■Angeles  Times,  American  Demographics,  and 
numerous  other  pubtications.  In  addition,  the 
firm  has  been  covered  by  CNN,  the  Nightly 
Business  Report,  the  Asian  Wall  Street  Journal, 
C-SPAI^I,  and  National  Public  Radio. 


The  Market  Segment  Group  consults  for  a 
wide  range  of  industries — retail,  packaged 
goods,  automotive,  entertainment,  high-tech, 
telecotrtmunicatidns,  and  pharmaceutical  com- 
panies, to  name  a  few.  In  the  past  two  years 
alone,  it  has  provided  consulting  services  for 
over  50  of  America's  most  respected  compa- 
nies, including  AT&T,  General  Motors,  IBM, 
Kodak,  Sears,  and  the  U.S.  Postal  Service.  , 

Beginning  in  1993,  the  firm  released  a  pio- 
neering series  of  "Ethnic  Market  Reports,"  the 
most  comprehensive  surveys  of  the  social,  politi- 
cal, and  economic  forces  that  define  the  country 
as  expressed  through  the  opinions  of  diverse 
Americans,  Through  this  magazine,  some  of  the 
findings  from  over  4,000  interviewfs  of  Hispanics, 
African  Americans,  Asians,  and  the  balance  of 
America's  population  are  being  shared  with  a 
wider  audience  for  the  first  time,  on  topics  rang- 
ing from  buying  habits  to  attitudes  regarding  the 
future  of  America. 

One  of  the  challenges  the  project  faced 
■  from  the  outset  was  defining  exactly  what  was 
meant  by  the  terms  Hispanic,  African 
American,  Asian,  and  white.  The  solution  was 


to  turn  to  the  U.S.  Bureau  of  the  Census  and  its 
2000  Census  for  definitions  of  ethnicity 

Essentially  the  Census  used  a  self-descrip- 
tion of  one's  race  or  ethnicity,  with  the  words 
Hispanic  and  Latino  interchangeable.  The  same 
was  true  for  the  terms  African  American  and 
black.  Asians  of  many  nationalities  are  Included 
within  the  Asian  category.  The  Market  Segment 
Group  realizes  and  acknowledges  with  the 
utmost  respect  that  it  is  presenting  a  very  gen- 
eralized view  of  America. 

The  surveys  were  conducted  using  a  combi- 
nation of  data  collection  methods:  Telephone 
interviews  of  a  cross  section  of  Americans  living 
in  both  urban  and  non-urban  centers  were  con- 
ducted from  The  Market  Segment  Group's 
state-of-the-art  multilingual  call  center  in 
Miami,  Fla.  In-person  interviews  were  conduct- 
ed using  mobile  homes  in  several  large  urban 
markets.  Each  interview  lasted  approximately 
one  hour.  All  of  the  respondents  were  asked  a 
set  of  core  questions,  followed  by  questions 
relating  to  one  of  seven  areas:  Care  and  Culture 
(health  care).  Connectivity  and  Culture  (infor- 
mation technology  and  the  Internet),  Cars  and 


Culture  (automotive  issues),  Convfer 
Culture  (language/media).  Credit  an 
(financial  services),  Communication 
Culture  (telecommunications),  and 
and  Culture  (social  policy  issues).  S 
.  lives  such  as  opportunities  to  win  p 
offered  to  encourage  participation. 

The  respondents  were  asKed  vAv. 
they  vrauld  be  interested  in  appearin; 
al  magazine.  Seventy  percent  agreec 
of  those  were  selected  for  the  first  Pc 
New  America.  We  then  conducted  in 
views  with  these  individuals  and  pho! 
them  during  a  typical  day  in  their  livf 

The  Market  Segment  Group  owi 
data  as  well  as  the  rights  to  the  writ 
from  this  special  report,  and  no  rep 
any  portion  is  permissible  except  Wi 
ten  consent  of  The  Market  Segmer' 

The  Market  Segment  Group  mat 
ranty  or  claim  that  any  information  n 
the  data  or  the  special  report  is  erro 
The  Market  Segment  Group  accept^ 
related  to  this  project. 


2 


PoR>ftijiir:oE  THE  New  America 


'ainting  a  new  portrait 


r  mission  began  as  a  quest  for  a  better  snapshot  of  America 
ay.  Our  hypothesis  was  that  the  American  mari<etplace  was  in 
midst  of  a"demassification"where  marl<et  segments  based  on 
!,  gender,  behavioral  lifestyle,  income,  and — in  this  instance — 
e  and  ethnicity  represent  the  future  of  American  business. 
)n  August  9, 2001, The  Market  Segment  Group  launched  the 
St  comprehensive  study  of  its  kind  to  help  businesses  under- 
id  what  drives  the  nation's  80  million  Hispanics,  African 
lericans,  and  Asian  Americans — more  than  one-fourth  of  the 
il  U.S.  population — to  spend  over  $1.2  trillion  a  year  We 
led  to  identify  the  similarities  and  differences  among  these 
ups  and  the  balance  of  Americas  population, 
ntrigued  by  the  fact  that  Latin  music  is  selling  at  a  record 
:e  and  that  salsa  has  surpassed  ketchup  on  American  dinner 
les,we  set  out  to  understand  the  cultural  factors  influencing 
sident  Bush  to  give  one  of  his  weekly  radio  addresses  in 
mish,  and  the  U.S.  Securities  and  Exchange  Commission  to 
;r  a  Spanish-language  Web  site.  We  wanted  to  learn  what  it 
ant  that  the  quintessential  American  pastime  of  baseball 
Bcted  Ichiro  Suzuki  as  its  most  valuable  player  of  the  year 
?se  and  other  developments  across  the  country's  social,  polit- 
l,and  economic  landscapes — such  as  the  election  of  the  first 
ican  American  president  of  the  U.S.  Conference  of  Catholic 
hops — spurred  the  need  to  understand  and  develop  greater 
ights  into  the  evolving  face  of  America. 
)n  September  II, halfway  through  data  collection, the  world 
mged.Like  all  Americans,  we  were  shocked  and  deeply  .sad- 
led.  But  we  heeded  President  Bush's  appeal  to  "get  back  to 
rk'  and  resumed  our  interviewing.  Additional  questions  once 
ught  unfathomable  were  posed  to  pinpoint  whether  attitudes 
1  shifted  after  the  attacks  and  to  determine  how  these  shifts 
re  reflected  across  ethnic  groups. The  answers  are  surprising 
1  telling,  and  the  implications  for  American  bu.sinesses  are 
vasive.  With  this  special  report.  The  Market  Segment  Group 
jins  a  series  of  investigations  of  the  dramatically  changing 
lerican  marketplace. 

In  Portrait  of  the  New  America  we  share  a  portion  of  (uir 
earch  with  two  goals  in  mind:  first,  to  spark  a  discussion 


about  the  long-term  effects  on  business  of  increasing  ethnic  and 
cultural  diversity  in  America;  and  second,  to  help  readers  under- 
stand how  September  1 1  has  had  an  impact  on  the  purchasing 
habits  and  perceptions  of  American  consumers.  Portrait  of  tfie 
New  America  is  packed  with  insights  into  multiculturalism  and 
its  effects  on  our  daily  lives,  as  well  as  analysis  and  solutions  for 
business  and  industry  Interactive  material  is  also  available  at 
marketsegment.com. 

Portrait  of  the  New  America  presents  original  research  from 
4,000  interviews  on  the  attitudes,  behaviors,  and  perspectives  on 
life  in  the  U.S.The  information  is  organized  around  seven  themes: 

•  Care  and  Culture  (health  care) 

•  Connectivit}'  and  Culture  (information  technology  and  the  Internet) 

•  Cars  and  Culture  (automotive  issues) 

•  Conversation  and  Culture  (language/media) 

•  Credit  and  Culture  (financial  services) 

•  Communications  and  Culture  (telecommunications) 

•  Community  and  Culture  (social  policy  issues) 

We  begin  on  the  following  page  with  a  sample  of  the  most 
compelling  data  resulting  from  our  analysis.  Next,  we  humanize 
the  statistics  by  profiling  seven  Americans  from  different  back- 
grounds, focusing  on  the  seven  themes  above  and  following 
them  through  a  typical  day  in  their  lives. 

Portrait  of  the  New  America  provides  insight  for  brand- 
building  and  maximizing  shareholder  value.  The  Market 
Segment  Group  offers  customized  strategy  and  market  planning 
consulting,  market  research,  and  analysis  to  guide  you  in  the 
new  American  marketplace.  We  welcome  your  inquiries  as  you 
navigate  the  changing  demographic  landscape. 

Special  thanks  are  due  to  the  study's  corporate  sponsors;  the 
team  at  Forbes  Custom  Communications  Partners;  our  WPP 
Group  partners,  especially  The  Henley  Centre;  and  the  entire 
staff  of  The  Market  Segment  Group,  whose  vision  and  dedication 
helped  us  paint  this  first  Portrait  of  the  New  America. 

Gary  Berman,  CEO 

The  Market  Segment  Group 
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After  9/11... 


We  have,  in  conjunction  with  London-based  The  Henley 
Centre,  included  a  small  sampling  of  the  results  from  the 
Portrait  of  the  New  America  on  this  page.  You  will  find 
pre/post  data  regarding  the  events  of  September  11  as 
well  as  several  questions  that  were  added  after  the 
attacks.  Additional  findings  are  included  within  each  of 
the  seven  profiles  that  we  refer  to  as  the  Culture  Series. 

The  mission  of  The  Market  Segment  Group  is  to  move 
clients  up  the  Multicultural  Marketing  Learning  Curve. The 
Learning  Curve  chart  (below)  is  the  result  of  a  series  of 
think  tanks  and  surveys  we've  conducted  among  numer- 
ous major  companies.  Depending  on  where  your  organi- 
zation is  situated  on  the  curve,  we  have  a  variety  of  inter- 
nally and  externally  focused  tools  to  move  you  higher  and 
toward  greater  profits.  If  you  are  interested  in  understand- 


MULTICULTURAL  MARKETLNG  LEARNING  CURVE 


COMMUNITY 


PERCENT  OF  COMPANIES: 


10% 

CHECKING 
IT  OUT 


55% 

TRIAL  AND 
ERROR 


25%  10% 


ALMOST 
THERE 


GEHING 
IT  RIGHT 


ing  where  your  organization  is  relative  to  our  database  of 
companies,  visit  marketsegment.com  and  take  the  free 
Internal  Multicultural  Learning  Curve  Audit. 

Additionally,  please  take  a  moment  to  complete  the 
business  reply  card  located  in  the  center  of  the  Portrait,  caW 
The  Market  Segment  Group  at  305-669-3900,  or  log  on  to 
marketsegment.com  for  more  information  regarding: 

•  purchasing  the  complete  Portrait  of  the  New  America 
printed  report; 

•  accessing  the  data  online; 

•  hosting  a  customized  presentation  for  your  organization; 

•  receiving  customized  strategic  consulting. 


is  there  a  sense  of  community  where 
m  live?  (Percent  who  strongly  agree.) 

WHITE  HISPANIC        AFRICAN  ASIAN 

NON-HISPANIC  AMERICAN 

Post         47%  50%         39%  27% 


how  many  hours  per  week  do  you  spend 
watching  TV  and/or  reading  the  newspaper? 


AFRICAN  ASIAN 


LPre           .IM,  . 2S2.. .  -_.Jlfi,5L 


Post  2L9  23.8  19.3  20.6 


NATIONALITY 


how  important  is  your  nationality? 
(Percent  who  think  it  is  very  important.) 


lie        AFRICAN  ASIAN 
AMERICAN 


Post         38%  83%  68%  56% 


aHiiiiiJiiif 


how  much  do  you  trust  the  current 
ernment?  (Percent  who  trust  a  great  deal.) 

WHITE  HISPANIC        AFRICAN  ASIAN 

NON-HISPANIC  AMERICAN 

Post         29%  53%         25%  26% 


SAFETY    ^  ^^^^^^^^^^^1 

fSJl  how  safe  do  you  feel? 

(Percent  feeling 

not  as 

ilreor  not  safe  at  all.) 

WHITE  HISPANIC 

AFRICAN  ASIAN 

NON-HISPANIC 

AMERICAN 

Post 

34%  60% 

45%  35% 

will  you  be  traveling  less? 
(Percent  who  will  be  traveling  less  or  a  lot  less.) 


AFRICAN  ASIAN 
AMERICAN 


1  Post 

23% 

43% 

35% 

36%  1 

Source  The  Market  Segment  Group 
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Multicultural  marketing  FAQs 


The  Association  of  National  Advertisers  surveyed  attendees 
at  their  annual  Multicultural  Marketing  Conference. 
Although  the  results  are  directional,  they  provide  important 
background  for  the  Portrait  of  the  New  America: 

•  Only  25%  of  companies  indicate  a  negative  effect  of 
September  11th  on  multicultural  marketing  budgets. 

•  Multicultural  marketing  and  research  budgets  are  expect- 
ed to  increase,  yet  they  still  represent  less  than  10%  of 
total  advertising  budgets  among  nearly  80%  of  the  com- 
panies surveyed. 

>  One-fourth  of  companies  have  a  dedicated  multicul- 
tural marketing  staff. 

>  Hispanic  marketing  commitment  leads  all  ethnic  seg- 
ments, followed  by  African  American  and  then  Asian. 

>  One-half  are  reported  to  have  a  "very  high"  or  "high" 
management  commitment  to  multicultural  marketing. 

In  our  effort  to  develop  a  more  complete  understanding 
of  the  state  of  multicultural  and  segmented  marketing,  "The 
Market  Segment  Group  has  developed  a  one-of-a-kind  series 
of  proprietary  tools  that  provide  direction  to  marketers  by 
answering  the  most  frequently  asked  ethnic  and  segment  mar- 
keting questions," says  Laurence  Velcoff,  managing  director  of 
The  Market  Segment  Group's  consulting  practice.  Used  alone 
or  as  part  of  the  company's  Strategic  and  Market  Planning 
Process,  the  answers  to  these  questions  are  increasingly  indis- 
pensable for  most  brands: 


Which  segments  should  I 
target  (so  I  don't  dilute 
my  efforts)! 

What  equity  does  my 
brand  have  with  ethnic 
and  targeted  customers, 
and  how  does  that  equity 
predict  market  share  (so 
/  know  if  my  efforts  are 
paying  off)? 

What  relative  priority 
should  I  assign  to  the  vari- 
ous ethnic  and  targeted 
segments  (so  /  don 't  dilute 
my  budgef)? 

What  is  the  revenue  oppor- 
tunity associated  with  the 


English 


MAINSTREAM  TOLERANTS 


AMERICAN  DREAMERS 

Ethnic  Tolerance  High 


NEW  AMERICANS 


ethnic  and  targeted  segments  for  my  brand  or  category 
(so  I  know  if  it's  wortfi  tfie  effort)! 

•  What  essence  of  my  brand  must  I  not  modify  from  seg- 
ment to  segment  (so  /  don 't  damage  my  brand  by  tam- 
pering witfi  it  too  much)! 

•  What  are  my  brand's  (and  my  competitors')  key  strengths 
and  important  weaknesses,  in  each  ethnic  and  targeted 
segment  (so  I  can  market  more  effectively)! 

•  What  portion  of  my  customer  base  is  a  brand  loyalist,  a 
defector,  an  acquirer,  or  a  rejecter  (so  I  can  target  them  in 
a  meaningful  way)! 

•  Is  my  general-market  creative  adequate  for  these  seg- 
ments, or  will  1  need  to  adapt  it  (so  /  don 't  spend  money 
unnecessarily)! 

•  What  integrated  marketing  activities  beyond  advertising 
must  1  consider  (so  I  can  earn  "license  to  market")! 

•  How  do  1  develop  a  channel  strategy  for  these  targeted 
segments  (so  I  can  sell  to  them  more  effectively)! 

Also  part  of  The  Market  Segment  Group's  "Multicultural 
Tool  Kit,"  the  "New  Americas  Model"  describes  multicultural 
assimilation  and  acculturation  in  a  groundbreaking  way 
"Instead  of  segmentation  based  solely  on  language,  ethnic- 
ity and  indirect  indicators  such  as  length  of  residence  and 
generation,  which  are  routinely  used  in  ethnic  market 
research  and  consulting,The  Market  Segment  Group's  'New 

Americas  Model'  includes 
'^^^^'^'^  additional  factors — ethnic 

tolerance  and  pride,  need  to 
blend,  values,  and  ethnic 
preservation  of  attitudes — 
NON-coMMinED  important  components," 

says  Velcoff.  "These  profiles 
are  extremely  'marketing 
actionable,'  as  they  break 
Ethnic  Tolerance  Low  ^own  segments  into  groups 
with  different  behaviors, atti- 
tudes, media  consumption, 
lifestyles,  and  financial  re- 
sources." 

The  graphic  at  left  intro- 
duces the  eight  primary 
"New  Americas  Model" accul- 
turation segments. 


PROP  187ers 
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AND  KEEP  DOCTORS'  BILLS  AT  BAY.  / 

pnmanaged  care 

ood  health  is  a  gift,  and  no  one  knows  this  bet- 
ter than  Ana  Talia  of  the  Chicago  suburb  of 
Elmwood  park,  III.  She  and  her  family,  including 
her  husband,  Tawer,  and  their  sons,  Joseph,  5, 
and  Anthony,  8,  have  been  "running  barefoot" — insurance 
industry  talk  for  doing  without  health  insurance. 

It's  a  concern  that's  always  on  her  mihd.  even  as  she  starts  her  day  at  6:30 
a.m.  Anthony  has  been  sick  on  and  off  since  the  previous  day  with  a  low 
fever  and  stomach  virus,  and  it's  kept  Talia,  a  33^year-old  native  of  Ecuador 
who  has  lived  in  the  U.S.  for  25  years,  from  getting  a  good  night's  sleep.  She 
awakens  Joseph  for  school  at  7  a.m.  and  encourages  Anthony  to  stay  home 
so  she  Can  take  him  to  the  doctor  after  work. 

"But  he  said,'No,Mommy  1  want  to  go  to  school.  Just  give  me  my  niedicine. 
It's  two  teaspoons  of  Motrin,'"  she  says,  explaining  why  she  relented. 

Talia's  husband,  who  recently  began  working  the  second  shift  at  a  bak- 
ery is  still  sleeping.  Her  job  doesn't  provide  insurance,  so  she's  looking 
forward  to  the  end  of  the  month  when  her  husband's  new  employer  will 
enroll  the  family  in  the  company's  health  insurance  program.  For  now, 
keeping  everyone  well  is  a  challenge — childhood  illnesses  crop  up  with 
frustrating  regularity — so  she  makes  it  a  point  to  send  the  boys  off  every 
day  with  a  good  breakfast. 

"I  usually  make  Piilsbury  ham-and-cheese  toaster  pastries  or  scrambled 
eggs,"  she  says. While  they're  finishing  breakfast,  she  packs  sandwiches  for  her 
husband  and  Anthony  to  eat  at  lunch.  Joseph  will  have  lunch  at  home  after  a 
friend  picks  him  up  from  kindergarten  and 
.  brings  him  back  to  the,  house  so  Talia's  sister- 
in-law  can  care  for  him. 

Her  sister-in-law  is  part  of  Talia's  multi- 
generational  household.lt  also  includes  her 
immediate  family  her  mother,  brother,  and 
her  young  niece.  They  live  in  a  four-bed- 
room, two-bath,  bungalow-style  home  that 
/  the  Talias  and  Ana's  rnother  purchased 
jointly  seven  years  ago. 
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HOW  IMPORTANT  IS  YOUR  HEALTH/FITNESS? 


STRONG  BREW 

At  7:50  a.m.,  she  climbs  into  the  2001  Mitsubishi  Montero  she 
recently  bought,  financed  through  a  five-year  loan,  and  drives  five 
minutes  to  Roma  Cafe,  a  coffee  bar  in  nearby  River  Grove  where 
she's  been  a  manager  for  the  past  year"l  love  my  job,"  says  the  nat- 
uralized American  citizen,"but  it  doesn't  have  health  insurance." 

According  to  Eileen  Campbell,  president  and  CEO  of  Chicago- 
based  Millward  Brown-North  America,  which  specializes  in  mar- 
ket research  on  brands  and  brand  communications,  Hispanics  are 
less  likely  than  the  general  population  to  have  jobs  with  health 
insurance  coverage.  "That  means  a  greater  percentage  of  their 
income  goes  to  out-of-pocket  health  expenditures," she  says."This 
can  lead  to  greater  health  risks  because  those  in  lower  income  cat- 
egories have  less  cash  to  devote  to  health  care." 

WhenTalia  arrives  at  work,  the  morning  rush  is  in  full  swing.The 
aroma  of  fresh  coffee  is  redolent  and  the  hiss  of  the  cappuccino 
machine  merges  with  people  entering  and  leaving  the  shop. 

During  the  morning  lull,  she  makes  an  appointment  with 
Anthony's  pediatrician.'The  last  time  my  husband  was  laid  off  three 
years  ago,  the  kids  were  little,  so  we  had  COBRA,"saysTalia.  COBRA 
is  a  federal  program  that  bridges  the  insurance  gap  for  most  unem- 
ployed people  by  allowing  them,  under  their  former  employer's 
plan,  to  pay  for  coverage  for  up  to  18  months  and  sometimes  longer 
"The  premium  was  $500  per 
month.  My  husband's  unemploy- 
ment was  only  $350  to  $375  a 
week,so  a  big  part  of  our  income 
was  going  for  insurance." 

After  the  layoff,  she  registered 
her  children  with  Kid's  Care,  a 
state  program  she  heard  about 
on  the  Spanish-language  radio 
station  VIVA  103.1.  It  provides 
low-income  families  with  med- 
ical care  for  children  on  a 
sliding  scale. 

"Anthony  has  allergies  and  Joseph  has  asthma  a  little,"  says 
Talia."One  time,  1  thought  he  had  a  cold,  so  1  gave  him  an  over- 
the-counter  cold  medication  and  he  got  worse.  1  found  out  that 
happens  to  some  people  who  have  asthma."  Now Talia  is  careful 
to  thoroughly  read  the  information  that  comes  with  prescrip- 
tion and  non-prescription  medications. 

A  TRADITIONAL  RX 

According  to  Daisy  Exposito-UUa,  chairwoman  and  CEO  of  the 
Bravo  Group,  a  New  York-based  firm  specializing  in  marketing  to 
Hispanic  audiences,  Hispanics  statistically  have  higher  rates  of 
compliance  with  medical  instructions.  "Hispanics  believe  doctors 
are  experts  and  we  place  a  strong  responsibility  on  physicians  and 
health  care  professionals  and  less  on  ourselves," she  explains. 

For  herself,  Talia  says  if  she's  sick,  she  takes  over-the-counter 
medications  and  perhaps  a  lea  containing  vitamin  C.  It's  an 
approach  to  personal  care  that  Campbell  of  Millward  Brown  says 
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flows  from  the  availability  in  Latin  America  of  some  medicar 
that  are  prescription-only  in  the  U.S., such  as  antibiotics. 

By  11:30,  the  lunch  cycle  is  in  full  swing.  Talia  waits  on  a 
tracted-looking  businessman  who  scans  the  menu,  then  U 
helplessly  at  her"All  1  want  is  a  plain  cup  of  coffee,"  he  says. 

"No  problem,  sir." Talia  quickly  grinds,  brews,  and  pours  the| 
black  beverage  into  a  cup.Hesips,smiles  with  relief, and  pays." 
happy"  she  sighs,  and  says  she's  glad  to  be  back  in  the  workfd 
after  being  a  stay-at-home  mom  for  seven  years. 

Among  Hispanics, caregiving  is  a  deeply  ingrained  tradition 
continues  among  immigrants  and  subsequent  generations.  "\^ 
very  nurturing  with  children  and  the  elderljf  says  Exposito.exp 
ing  the  preference  for  children  to  be  cared  for  by  family  meml 
rather  than  a  preschool.  "Hispanic  children  often  lag  [beti 
cohorts]  when  they  get  into  kindergarten  because  ni 
Hispanics  are  reluctant  to  send  their  toddlers  to  preschool." 

The  tradition  of  caregiving  extends  to  ill  or  elderly  memt 
says  Exposito-Ulla.So.when  a  family  member  is  hospitalized, o 
family  members  and  friends  stay  at  the  bedside,  regardless  of 
.severity  of  the  illness.  The  placement  of  elderly  relatives  in  Ic 
term  care  facilities  is  rare,  .she 
adds,  because  "the  perception 
is  that  [the  relatives]  will  die 
of  sadness." 
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DO  YOU  HAVE  HEALTH  INSURANCE' 

Yes  87% 

64% 

81% 

86% 

No  13% 

36% 

19% 

14% 

Source  The  Market  Segment  Group 


CARETAKER 


^ICH  OF  THE  FOLLOWING  DO  YOU  WORRY  ABOUT  IN  TERMS  OF  YOUR  OWN  HEALTH? 
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INICAL  DIAGNOSIS 

bout  1  p.m.,Talia's  husband,Tawer,  34,  arrives  to  check  in  with 
vife  of  nearly  10  years.  He  sips  the  cappuccino  she  prepares  for 
and  they  chat  about  his  new  job. 

Ay  husband  has  high  blood  pressure,"  says  Talia.  "Because  we 
I't  have  insurance  to  cover  the  cost  of  his  medication  when  he 
laid  off,  he  quit  taking  it  and  got  sick." 

le  vividly  recalls  the  night  she  drove  him  to  Cook  County 
pital,  one  of  the  city's  busiest  public  hospitals.  "It  wasn't  any- 
g  like  Gottlieb  Memorial  Hospital  in  Melrose  Park  where  we 
Tially  go,"  says  Talia.  "1  found  myself  having  to  translate  for  some 
le  Spanish-speaking  patients,"  she  says."The  doctors  finally  saw 
husband  and  they  did  help  him,  but  we  didn't  get  out  until  4 
"Because  both  of  theTalias  were  unemployed  at  the  time, Cook 
nty  didn't  bill  the  family  for  the  services, 
ilia  later  took  her  husband  to  Communityhealth,  a  Chicago 
ic  that  charges  on  a  sliding  scale.  Usually  according  to 
ipbell,  many  Hispanics  can't  or  don't  use  free  or  low-cost 
Ith  clinics.  The  reasons  range  from  lack  of  awareness,  to  trans- 
ation  issues,  to  conflicts  with  work  hours,  to  reluctance  among 
ocumented  immigrants  to  engage  any  institution  that  may 
i  a  general  concern  about  their  immigration  status. 

WING  CLOSE  TO  HOME 

ther  riskier  source  of  care  for  Hispanics  in  large  metropolitan 
IS,  says  Campbell,  is  self-prescribed  medication  that's  normally 
lable  only  at  a  pharmacy  but  is  sometimes  sold  under-the 
nter  at  flea  markets.'The  advantage  for  Latinos  is  that  they  can 
exactly  the  number  of  pills  they  need  and  can  afford,  even 
igh  the  'per  dose'  cost  might  be  unregulated,"  she  says. "Yes,  it's 
jgulated  and  illegal,  but  some  immigrants  have  difficulty  under- 
ding  why  what's  legal  in  their  home  countries  isn't  legal  here." 
little  after  3  p.m., Talia  picks  up  Anthony  at  school."He  said  he 
feeling  better,  but  1  took  him  to  the  doctor  anywa>^  she 
lains."The  doctor  checked  him  over  and  said  she  couldn't  find 
;hing  wrong,  so  it  must  have  just  been  a  24-hour  virus."The  two 
rn  home  by  5  p.m. 

er  mother  has  supper  well  in  hand,  so  Talia  starts  the  boj's  on 
r  homework  and  puts  in  a  load  of  laundry  in  her  Sears  washer, 
ing  Tide.  "My  mom's  only  52  but  she  was  diagnosed  last  year 
I  diabetes," she  says.  Her  mother,  a  cookie  packer  for  Bake  Line 


Products,  has  health  insurance  through  her  employer  of  more  than 
20  years."She's  controlling  it  with  diet  and  exercise, so  she  doesn't 
have  to  take  pills,  but  I'm  still  concerned." 

Life  in  a  multigenerational  household  may  give  Hispanics,  espe- 
cially immigrants,  an  edge  when  it  comes  to  health,  says  Exposito- 
Ulla.  "Elders  learn  from  young  people  and  their  behavior  For 
instance,  they  tell  parents  about  the  importance  of  managing  cho- 
lesterol and  eating  healthy  foods." 

After  supper, Talia  cleans  the  kitchen  and  puts  the  house  in  order 
By  then,  the  boys  have  finished  their  homework  and  have  gone  out 
to  play  About  8:30,Talia  has  Anthony  and  Joseph  on  track  for  bed. 

The  demands  of  being  a  working  mom  don't  leave  much  time 
for  her  to  exercise  and,  anyway  she  isn't  concerned  about  her  own 
health.  "But  1  will  tell  you,  I'll  be  happy  when  we  have  insurance 
again,"  she  says.  BIS 


THE  MARKET  SEGMENT  GROUP  CONCLUSIONS 

A  new  paradigm  for  multicultural  health  care. 

•  hiealth  care  providers  and  insurers  could  learn  from  financial  insti- 
tutions' use  of  "street"  programs  and  guerilla  marketing  to  encour- 
age Hispanics  to  open  bank  accounts  and  deposit  paychecks. 

•  Pharmaceutical  marketers  need  to  build  relationships  by  taking 
a  lead  role  in  the  health  education  of  ethnic  groups.  They  could 
execute  at  the  point  of  service,  through  direct  loyalty-building  com- 
munications, and  online.  They  should  explore  flexible  purchase 
programs  to  help  battle  the  "under-the-counter"  market,  and  try 
bilingual  communications  on  prescription  medication  containers. 

•  Only  35%  of  Asians  find  it  very  or  somewhat  easy  to  find  health 
information  in  their  language  of  preference,  while  57%  of  hlispanics 
find  it  very  or  somewhat  easy  to  find  similar  information  in  Spanish. 

•  Asians  are  disproportionately  concerned  with  stress.  Interestingly, 
the  white  population  is  increasingly  seeking  ancient  Asian  methods 
of  dealing  with  stress  (e.g.,  meditation,  yoga,  tai  chi),  while  these 
methods  may  be  lost  on  younger  Asian  generations. 

•  One  in  three  African  Americans  considers  himself  savvy  regarding 
health  issues,  compared  to  28%  of  whites.  Asians  consider  them- 
selves the  most  savvy  (38%),  with  Hispanics  the  least  (30%). 

•  Hispanics  are  most  likely  to  take  immediate  action  and  visit  a  doctor. 

•  Health  care  organizations  could  tap  into  other  sources  of  consulta- 
tion and  information  among  Asians,  who  frequently  self-diagnose  or 
go  to  someone  other  than  a  doctor. 

•  Hispanics  and  other  ethnic  groups  have  the  greatest  concern  with 
diet-related  health  issues.  Food  marketers  can  build  relationships 
with  Hispanics  and  other  ethnic  consumers  by  demonstrating  how 
their  traditional  foods  can  be  adapted  with  healthier  substitute 
ingredients  (e.g.,  vegetable  oil  for  lard),  and  educating  the  market- 
place about  which  types  of  food  can  positively  impact  key  ailments. 

•  The  opportunity  also  exists  for  health  clubs  to  make  inroads  with 
Hispanics  and  African  Americans,  who  are  placing  more  impor- 
tance on  health  and  fitness. 

•  While  we  see  a  health  insurance  gap  among  Hispanics  overall,  more 
acculturated  Hispanics  are  as  likely  as  non-Hispanics  to  be  insured. 
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LINE  FASTER  THAN  ANY  OTHER  ETHNIC  GROUP. 

High-wired  act 

arrick  Mitchell  has  a  problem:  He's  a  night  owl 
with  a  daytime  job.  To  cope,  Mitchell,  a  27-year-olcl 
African  American  who  works  for  the  U.S. 
Department  of  the  Treasury  as  an  office  support 
assistant,  has  developed  strategies  to  sleep  in  as  late  as  pos- 
sible. He  showers  before  going  to  bed;  gets  his  morning  news 
as  he  dresses  by  tuning  in  to  CNN  or  an  NBC  station  rather 
than  reading  the  paper;  and  skips  breakfast  altogether— all  to 
push  back  his  wake-up  call  by  30  minutes. 

At  8:30  a.m., exactly  a  half  hour  after  rising,  Mitchell  is  out  the  door  of  the 
one-bedroom  apartment  he  rents  with  his  fiancee,  Natasha,  in  northwest 
Washington,  D.C.,  heading  for  the  bus  that  will  take  him  on  the  15-minute  trip 
to  his  downtown  office.The  Commute  is  one  of  the  few  times  during  the  day 
when  there's  no  chance  Mitchell  will  be  at  his  computer.  He  spends,  on  aver- 
age, four  to  five  hours  online  daily  and  his  computer  at  work,  a  Compaq  Desk 
Pro,  is  on  from  the  moment  he  walks  in  until  he  leaves. 

Mitchell,  who  grew  up  in  Landover,Md.,just  outside  of  Washington,  got  his 
first  computer,  a  Commodore  Vic  20 — the  "cream  of  the  crop"  at  the  time,  he 
remembers — when  he  was  ll."l  was  always  fascinated  with  electronics, any- 
thing you  had  to  plug  in  to  get  to  work,"  he  says. 

Despite  his,  early  interest,  he  could  not  have  guessed  how  central  a  role  com- 
puters woulcl  play  in  his  life.  At  home,  Mitchell  downloads  music  from  the 
Internet, checks  sports  scores, and  reads  the  news.  At  work,  he  receives  most  of  ., 
his  assignments  via  e-mail,  relies  on  the 
Internet  to  do  research  for  his  superiors,  and 
adds  computerized  graphics  to  presentations. 
Contemplating  a  wireless  world,  Mitchell 
laughs,  then  half  whispers,"Oh,man." 
■  Because  of  such  factors  as  income,  educa- 
tion, and  professional  attainment,  most  mar- 
keters mistakenly  discount  the  Internet  as 
A  medium  for  reaching  African  Americans 
and  Hispanics,  according  to  Byron  Lewis, 
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chairman  and  CEO  of  Uniworld 
Group,  a  New  York-based  adver- 
tising agency  that  specializes  in 
the  African  American  market.  In 
fact,  he  continues,  those  two 
groups  are  moving  online  pro 
portionally  faster  than  any  other 
ethnic  group,  and  the  message 

to  advertisers  is  simple:"Upwardly  mobile  African  American  parents 
who  bear  a  disproportionate  share  of  filling  their  own  personal, edu- 
cational, and  career  needs  and  those  of  their  children  recognize  the 
importance  of  technology  as  a  catalyst  for  achieving  economic 
growth  and  to  aggressively  compete  in  the  the  mainstream. They  are 
true  advocates  for  the  use  of  the  computer  The  Internet  is  an  impor- 
tant area  of  growth  in  marketing  to  the  African  American  customer' 

FITTING  THE  T-BILL 

Mitchell  is  part  of  a  five-person  administrative  support  team  for  the 
Community  Development  financial  Institutions  Fund,  a  branch  of 
the  Treasury  that  expands  credit  and  investment  capital  to  econom- 
ically disadvantaged  communities.  It's  a  job  he's  held  for  a  year  and 
one  he  got  after  working  at  the  Treasury  as  a  temp. "They  liked  my 
motivation  and  my  abilityf'says  Mitchell,  who  makes  $18,000  a  year 
He  immediately  turns  on  his  computer  when  he  arrives  at  work,  a 
habit  .so  reflexive  over  the  past  12  months  that  he's  hardly  aware  of 
doing  it.  After  logging  on,  he  sifts  through  five  internal  e-mails,  each 
requesting  that  he  do  something:  find  information  or  an  address  on 
the  lnternet,copy  documents, or  use  a  clip-art  program  to  punch  up  a 
presentation."E-mail  is  a  big  part  of  how  I  go  about  doing  my  job,"  he 
says.  "Anyone  who  has  a  request   


will  send  it  in  an  e-mail." 

Mitchell  reads  an  e-mail  from 
a  coworker  who  is  making  a 
presentation  in  a  few  hours.The 
problem:  Other  than  reserving  a 
room,  she  has  forgotten  to  do 
any  of  the  logistical  things  nec- 
essary  to   accommodate  a 


DO  YOU  FEEL  COMFORTABLE/SAFE  E-SHOPPING  WITH  YOUR  CREDIT  CARD' 


WHITE 

HISPANIC 

AFRICAN 

ASIAN 

NON-HISPANIC 

AMERICAN 

Yes 

31% 

21% 

16% 

34% 

No 

•  69% 

69% 

78% 

61% 

Don't  know 

10% 

6% 

5% 

Source:  The  Market  Segment  Group 


By  noon  Mitchell's  getting 
hungry  so  he  heads  to  a 
McDonald's  around  the  cor- 
ner for  Chicken  McNuggets 

and  a  Coke.  U.sually  he  won't  |  

eat  at  the  restaurant,  prefer-  ' 
ring  instead  to  take  his  lunch  back  to  the  office.  But  toda) 
come  with  some  coworkers  and  they  stay  to  chat  and  swap  stt 
An  hour  later,  he's  back  at  his  desk,  his  afternoon  work  sche 
as  unpredictable  as  his  morning  one.Luckilyhe  has  a  light  worl 
today — the  usual  mail  to  deliver  and  FedExes  to  log  in  and  d 
ute — but  no  urgent  assignments. These  are  unnerving  days  for 
pie  who  handle  the  mail,  particularly  those  who  work  for  the 
ernment.  He  is  careful  to  wear  rubber  gloves  on  his  delivery  roi 

HOME  SCHOOLING 

At  5:30  Mitchell's  workday  is  over  and  he  heads  .straight  home  t 
Natasha.  Mitchell,  who  was  married  previously  and  has  a  dau; 
shares  the  rent  and  some  expenses  with  his  fiancee,  a  politicc 
ence  major  at  nearby  Howard  University 

By  6  p.m.  he  is  in  the  living  room,  deciding  how  to  relax  b 
going  out  to  dinner  with  Natasha.  He  logs  on  to  the  Internet,  i 

Natasha's  Dell  Inspiron 


DO  YOU  HAVE  A  PC  AT  HOME? 

WHITE 

HISPANIC 

AFRICAN 

ASIAN 

NON-HISPANIC 

AMERICAN 

Yes  64% 

44% 

47% 

77% 

Source:  The  Market  Segment  Group 


group  of  people.  Mitchell  literally  runs  around  the  office  coming 
up  with  everything  from  paper  clips  and  plastic  bags  to  tables  and 
chairs  for  her  With  that  crisis  averted,  he  spends  the  rest  of  the 
morning  at  his  desk  scrolling  through  illustrations  from  a  clip-art 
program  for  another  presentation. 

LET  THE  MUSIC  PLAY 

As  Mitchell  gazes  at  a  printout  of  the  picture  he's  chosen,  James 
Brown  is  playing  in  the  background.  A  fan  of  many  different  types 
of  music — rap's  PDiddyR&B's  Boyz  11  Men,  pop's  'N  Sync — Mitchell 
has  downloaded  J.B.  onto  his  computer  courtesy  of  the  broadband 
Internet  connection  he  has  at  work."I  find  most  of  the  music  I  want 
online,  downloading  shareware  programs,"  he  says.  He  particularly 
likes  the  Web  site  Live365.com  because  "you  can  pretty  much  make 
your  own  radio  station." 


computer  and  the  free  Int' 
service  provider,  NetZer 
check  out  sports  scores 
statistics  on  ESPN.com,  pi 
ularly  those  related  to 
beloved, though  disappoir 
Washington  Redskins.  Ne: 
goes  to  MSN.com  and  reads  some  headlines  from  the  day's  n 
Mitchell  then  downloads  some  music  from  the  Web  site  P 
Galaxy  He's  thought  about  upgrading  his  regular  dial-up  mode 
a  faster  broadband  connection,  but  has  decided  to  hole 
because  of  the  additional  expense. "When  I'm  online  at  hom< 
browsing  for  fun.  It's  just  leisure  time." 

Mitchell  likes  Collegeclub.com, a  site  for  current  and  prospe 
college  students  as  well  as  graduates,  because  he  wants  to  i 
college  soon  and  reads  as  much  as  possible  about  prospe 
schools.  The  site  also  offers  members  a  free  e-mail  accour 
option  Mitchell  gladly  accepted. 

While  college  is  very  much  a  goal  for  Mitchell,  music  and  ' 
puters  also  play  large  in  his  aspirations."!  plan  on  having  my 
company  where  1  can  combine  computer  technology  and  mi 
he  says."Some  programs  use  music  to  help  kids  learn  their  a- 
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nd  I'm  trying  to  think  of  that  as  a  [model]  for  me  to  enhance." 
Graduate  of  Bowie  Senior  High  School  in  Bowie,  Md.,  Mitchell 
been  researching  computer  science  programs  online  that 
d  allow  him  to  fulfill  the  requirements  from  a  home  comput- 
's  the  perfect  medium  for  that  kind  of  information  seeking, 
^ially  if  you  don't  have  a  lot  of  time  at  work,"  he  says, 
ing  the  Internet  to  seek  information  on  education  and  self- 
ovement  is  common  among  African  Americans — particularly 
ig  women — according  to  Lewis  of  Uniworld  Group."in  many 
,  we  find  that  we  [African  Americans]  are  much  more  in- 
:d  in  self-help  mechanisms,  that  we  get  information  of  that  sort 
greater  degree  than  a  general  market,"  he  says. 

$ER  BOUNDARIES 

gh  he  sees  his  future  tied  to  technology  Mitchell  isn't  inter- 
1  in  some  of  the  most  popular  capabilities  of  the  Internet.  He 
n't  use  e-mail  very  much  to  correspond  with  family  and 
ds,  preferring  instead  to  pick  up  the  phone  and  call.  And  he 
es  banner  ads."When  you  click  on  one,  they  have  a  bunch  of 
'  ads  that  pop  up,"  he  says."lt's  pretty  discouraging;  1  normally 
ivoid  them  altogether." 

tchell  won't  bank  online  because  he  doesn't  trust  that  the 
actions  will  be  secure.  He  won't  buy  anything  online  for  much 
ame  reason;  he  doesn't  trust  that  his  credit  card  number  won't 
olen."Just  as  companies  are  making  encryption  codes,  there 
eople  out  there  breaking  them,"  he  says.  He's  also  not  keen  on 
le  shopping  because  he  likes  to  see  and  touch  things  before 
Tiitting  to  them. 

tchell  also  has  concerns  about  the  almost  limitless  informa- 
Deople  can  extract  from  the  lnternet."There  are  so  many  things 
:an  do  on  the  Internet, good  and  bad,"  he  says."If  you're  a  crim- 
the  Internet  gives  you  just  about  everything  you  need." 
tchell  turns  off  the  computer  at  7  p.m.  when  it's  time  to  go  to 
!ria  Uno,at  Union  Station,  with  his  fiancee.They  walk  the  seven 


WHAT'S  YOUR  LANGUAGE  OF  PREFERENCE  WHEN  YOU  SURF  THE  INTERNET? 
HISPANIC  English  66%       Spanish  33% 


Source;  The  Market  Segment  Group 

blocks  to  the  subway  which  takes  them  directly  to  the  station. 
Neither  of  them  owns  a  car,  and  with  public  transportation  so 
accessible,  Mitchell  doesn't  see  much  use  in  having  one.  They 
spend  more  than  an  hour  at  the  restaurant  catching  up  on  the 
day's  macro  and  micro  events,  from  Washington's  vulnerability  as  a 
terrorist  target  and  what's  happening  in  Afghanistan  to  Natasha's 
schoolwork. 

On  the  way  home  from  dinner,  they  stop  at  Blockbuster  and  rent 
two  movies,  How  Stella  Got  Her  Groove  Back  and  The  Island  of  Dr. 
Moreau.k  movie  buff,  Mitchell  likes  to  see  at  least  one  movie  every 
night,  either  in  a  theater  or  at  home  on  his  VCR.  If  they  don't  get  a 
movie,  they'll  watch  one  of  their  favorite  TV  shows,  such  as  Fear 
Factor,  CSI,  The  Weakest  Link,  or  Seinfeld  reruns.  Often,  Mitchell  will 
log  on  to  the  Internet  while  watching  TV  and  surf  a  bit. 

It's  1:30  in  the  morning  by  the  time  Mitchell  and  Natasha  are  in 
bed.  "I'm  just  used  to  being  up  late  at  night,"  he  says.  He  knows  it 
would  be  easier  in  the  morning  if  he  hit  the  sack  earlier,  but  he  likes 
the  wee  hours."I  guess  that  contributes  to  why  I  get  up  so  late."  CSS 


•  From  a  multicultural  perspective,  there  remain  two  worlds  within 
the  e-environment:  the  already-wired  Asian  American  and  white 
world;  and  the  African  American  and  Hispanic  world,  which  is 
becoming  increasingly  wired. 

>  Most  whites  (64%)  and  Asian  Americans  (77%)  have  PCs  at 
home,  and  the  majority  are  on  the  Internet.  They  are  more  like- 
ly to  shop  online  and  have  access  to  broadband  service. 

>  While  only  47%  of  African  Americans  and  44%  of  Hispanics 
have  PCs  at  home,  a  strong  number  report  that  they  plan  to  buy 
a  PC  and  be  online  within  the  next  six  months. 

•  Multicultural  consumers  use  the  Internet  differently  than  whites. 

>  While  all  consumers  use  the  Internet  for  e-mail,  Asian  Americans 
use  it  more  for  research,  news  gathering,  and  downloading 
music.  Hispanics  and  African  Americans  are  major  users  of  the 
Internet  for  chatting  and  entertainment. 

•  Multicultural  consumers  respond  better  to  in-person  assistance, 
and  efforts  to  humanize  the  Web  through  multilingual  call/care  cen- 
ters are  paramount. 

•  Asian  Americans  are  significantly  more  likely  than  whites,  African 
Americans,  or  Hispanics  to  click  on  banner  ads. 

•  The  different  ethnic  groups  are  looking  for  different  things  from 
their  Internet  Service  Provider: 

>  Whites  and  African  Americans  are  concerned  with  price; 
Hispanics,  with  reliability;  Asian  Americans,  with  speed. 

•  More  than  any  other  group,  African  Americans  believe  they  have 
unique  needs  on  the  Internet  that  are  unmet  by  available  content. 


THE  MARKET  SEGMENT  GROUP  CONCLUSIONS 

A  connectivity  gap  remains. 
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Good  car-ma 


t's  a  little  after  5  a.m.  on  a  Tuesday  and  Robert^ 
Treadwell,  a  34-year-old  high  school  math  teacher,  is  jog- 
ging through  the  streets  of  El  Paso,  Tex.  Treadwell,  true 
to  his  name,  runs  smoothly.  During  his  12-year  teaching 
career,  he  has  coached  several  sports  and  is  currently  head 
coach  of  the  girl's  varsity  soccer  team  at  his  school. 

Treadwell  is  a  committed  teacher,  and  that  makes  his  daily  run  somewhat 
ironic.  One  reason  he  has  been  running  lately  is  to  prepare  for  a  possible 
career  change  as  a  member  of  the  Border  Patrol  for  the  U.S.  Naturalization 
and  Immigration  Service.  The  position  pays  $66,900,  a  substantial  increase 
over  the  $43,000  he  earns  now — especially  since  $6,000  of  his  current  salary 
comes  from  extras  such  as  coaching,  tutoring,  and  teaching  summer  school. 

Treadwell  finishes  off  the  run  with  a  sprint.  Back  home, he  quickly  hits  the 
shower,  then  dons  his  teaching  uniform:  polo  shirt  and  jeans.  What  he  wears 
hints  at  another  reason  he's  thinking  about  leaving  teaching.  "When  i  first 
started,"  he  says,"l  thought  it  was  important  that  male  teachers  wear  ties  and 
dress  slacks.,!  thought  appearance  should  be  part  of  the  image  of  a  teacher 
and  reflect  the  respect  teachers  deserve.  But  here  casual  dress  is  expected, 
even  demanded." 

While  dressing,  Treadwell  exchanges  a  quick  good-morning  with 
Chrisinda,his  wife  of  three  years  who  is  studying  dental  hygiene,  before  she 
leaves  for  class.  He  hears  her  start  up  her  used  1992  Toyota  Camry  which  has . 
been  her-  transportation  for  the  last  three  years,  and  drive  off. 

At  6:35  a.m.,  he  gulps  down  a  glass  of  juice  and  banana,  picks  up  his 
briefcase, and  heads  out  to  his  gleaming  sil- 
ver and  burgundy  1987  Nissan  Pathfinder  '  |BS|BSBBB|S| 
Until  September  11,  the  car  was  free  of  out-  |K£5£SS2£55S3h23| 
side  ornamentation.  Now  it  has  a  sticker  I^^^^^^^^Q^^^^^HI 
saying,"rm  proud  to  be  an  American."  '  I^^HMiiiKffilMM 

Treadwell  bought  the  SUV  in  1990  for 
$9,000.  He  knew  the  previous  owner  and  |HHHB|^HhH 
also  knew  from  magazine  research  and  I^^^^^^^^^^^^^QI 
,word  of  mouth  that  this  model  was  a  good  |^^^^KU|UM^^^^H 
buy  Though  the  "truck" — as  he  fondly  calls  l—"^^— n^^^"— 
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BUYERS'  MARKET 


American  company 
Japanese  company 
European  company 


it — was  well  cared  for  during 
the  first  three  years  of  its  life, 
he's  brought  the  care  up  to  a 
new  level.  He  has  the  oil 
changed  every  3,000  miles,  usu- 
ally at  a  local  Lube-N-Go  fran- 
chise; keeps  meticulous  main- 
tenance records;  and  when 
necessary  gets  under  the  hood  himself  to 
replace  filters,  plugs,  and  belts.  The  effort 
has  been  rewarded. "She  has  over  200,000 
miles  on  her  and  still  looks  good,  maybe 
even  better  than  when  1  bought  her," 
Treadwell  says  proudly 

As  he  pulls  out  of  the  driveway  Treadwell 
glances  back  at  his  home. Well, it's  not  exact- 
ly his  home,  and  that's  part  of  his  career 
problem.  The  Treadwells  rent  the  house.  A 
house  of  their  own,  new  cars,  and — most 
importantly — children  will  have  to  wait 
until  they  are  in  better  financial  shape. 

The  Treadwells'  current  situation  isn't 
what's  conventionally  expected  of  a  middle- 
class  family  But,  then  again,  such  assumptions  are  usually  inaccu- 
rate, according  to  John  Zweig,  CEO,  Specialist  Communications  of 
the  WPP  Group,  one  of  the  world's  leading  communications  servic- 
es groups."The  old-fashioned,  homogeneous, post- World  War  II  fam- 
ily doesn't  exist  in  anything  like  the  numbers  it  once  did,"  he  says. 
"Even  white  middle-class  males  have  specific  predilections  that 
make  them  better  prospects  for  targeted  marketing." 

KING  OF  THE  ROAD 

As  Treadwell  merges  onto  the  interstate,  he  knows  that  the 
Pathfinder's  acceleration  isn't  what  it  used  to  be.  He  sometimes 
thinks  about  the  kind  of  car  he'd  like  to  replace  the  truck  with  when 
it's  time.  It's  always  the  same:  "I'd  like  a  Suburban,  an  Excursion,  or 
any  of  the  big  SUVs,"he  says. 

Treadwell  especially  covets  a  Ford  Excursion.  Since  Excursion 
TV  ads  first  grabbed  his  attention,  he's  been  impressed  by  every- 
thing he's  read  in  magazines  and  on  the  Internet  about  the  car  He 
remembers  with  pleasure  test-drives  he's  taken  in  models  that  sold 
for  $40,000.  But  he  has  always  bought  used  cars, and  the  Excursion 
is  too  new  a  model  to  get  a  used  version  at  a  good  price. 

Still,  this  implies  that  the  Ford  Excursion  marketing  team  is 
doing  a  good  job,says  Dave  Sable, president/CEO  of  Wunderman, 
NY, the  largest  integrated-marketing  company  in  the  world  and  part 
of  the  WPP  Group. '  If  I'm  a  marketer  at  Ford,  I'd  rather  have  a  used- 
car  buyer  choose  my  brand  now  even  if  there's  no  direct  financial 
benefit  to  me," says  Sable."I  want  the  buyer  to  believe  my  used  car 
is  the  best  choice  and  then  have  the  car  prove  it  to  him,  so  he'll 
come  to  me  later  to  buy  a  new  car." 

Exactly  22  minutes  after  leaving  home,  Treadwell  pulls  into  the 
parking  lot  at  Maxine  Silva  Health  Magnet  High  School, on  the  cam- 


HOW  LIKELY  WOULD  YOU  BE  TO  PURCHASE  OR  LEASE  A  VEHICLE  MADE  BY. .  .(%VERYiJKEiy) 


WHITE 

HISPANIC 

AFRICAN 
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NON-HISPANIC 
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58% 

51% 

55% 

24% 

15% 

38% 

23% 

48% 

9% 

14% 

19% 

16% 

Source:  The  Market  Segment  Group 


pus  of  Thomas  Jefferson  H 
School.Treadwell  teaches  at 
magnet  school  and  coache: 
the  broader  high  school. 

Soon  the  nearly  em 
parking  lot  will  be  filled  v< 
cars.  "Some  teachers  di 
Mercedeses,"  he  explains."C 
drives  a  Jaguar."  He  doesn't  resent  the  I 
that  some  teachers  drive  expensive  c. 
those  teachers  usually  have  spouses  v 
high-paying  careers.  But  he  does  wish 
salary  would  allow  him  more  choices. 


MORNING  DRIVE  TIME 

Treadwell  s  always  been  an  early  starter 
with  Chrisinda  not  working,  he  comes  e 
earlier  to  work  to  earn  extra  money  a 
tutor.  At  7:30  a.m.  sharp,  two  students  er 
his  classroom.  Soon  another  four  arrive 
This  morning's  group  includes  a  stud 
named  Michael,  who's  trying  to 
Treadwell  to  finish  his  homework  for  h 
Treadwell  is  too  much  the  old  pro  for  this  trick.  He  wants  stude 
to  learn  and  tells  Michael  that  he  refuses  to  be  his  "homew 
pats/ As  the  tutoring  period  ends,  Michael  is  obviously  unha| 
Treadwell  doubts  whether  he'll  come  back  at  lunchtime. 

At  8:10  a.m., Treadwell  begins  teaching  his  Honors  Algebra  II  class 
starts  with  a  discussion  about  last  night's  homework. Individual  stud* 
work  out  problems  on  the  chalkboard  and  explain  how  they  did- 
didn't — arrive  at  the  correct  answer  Next,  there's  a  quiz,  and  it's  onll 
the  last  15  minutes  of  class  that  Treadwell  introduces  new  material. 

When  the  bell  rings,Treadwell  momentarily  monitors  the  hall  ■ 
side  his  classroom.  Every  now  and  then  a  student  will  acknowle 
him  with  a  "Hi,  coach." 

Lunchtime  at  Silva  High  is  1  l:30.Treadwell  trots  down  the  ha 
the  teachers'  lounge  and  quickly  microwaves  a  hot  dog  1 
stashed  in  the  lounge  refrigerator  He  takes  his  lunch  back  to 
classroom,  eats  at  his  desk,  and  goes  back  to  tutoring. 

As  he  helps  a  freshman  algebra  student, Treadwell  gets  a  pl< 
ant  surprise.  Michael  from  the  morning  tutoring  session  walk: 
and  says,"MrTreadwell,I  need  to  learn  this  stuff." 

This  lunch  hour  is  busy  Other  days,  he  sometimes  has  time 
grade  papers, rifle  through  soccer  catalogs,surf  the  Internet  fors 
cer  supplies  and  coaching  tips,  or  even  take  a  peek  at  auto-rela 
Web  sites.The  Ford  page  beckons  more  than  most. 

Treadwell  ends  lunchtime  with  a  walk  to  the  Jefferson-Silva  ath 
ic  fields  to  coach  a  girls' soccer  class.Though  it's  a  pleasant  day ; 
Treadwell  is  outside,  this  class  and  coaching  soccer  in  general 
part  of  his  job  frustration. "The  problem  is  that  I  have  girls  who  h 
never  touched  a  soccer  ball  before," he  says."That's  real  tough  for 
as  a  coach  because  some  of  the  other  schools  we  play  against  h 
kids  who  have  been  playing  since  six  or  seven  years  old." 


16       Portrait  of  the  New  America 


SPIN  CYCIE  ' 


:n  planning  to  purchase  or  lease  a  vehicle,  how  do  you 
lally  become  aware  of  a  particular  make  or  model? 

NG  THOSE  MOST  LIKELY  TO  PURCHASE  OR  LEASE  SOON) 


WHITE 

HISPANIC 

AFRICAN 

ASIAN 

NON-HISPANIC 

AMERICAN 

ly  member/friend/ 

22% 

30% 

28% 

31% 
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21% 

14% 
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spaper  article 
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dealer/salesperson 

15% 
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16% 

18% 

le 

9% 

12% 

12% 

19% 

interest  magazines 

8% 

13% 

10% 

10% 

log/brochure 

6% 

6% 

15% 

21% 

Source:  The  Market  Segment  Group 

2  p.m.  Treadwell  has  prep  time — an  hour  and  a  half  every 
ler  gets  for  class  preparation,  correcting  papers,  meeting  with 
nts  individually,  etc.  But  he's  often  so  busy  with  school  duties 
he  actual  class  prep  time  comes  after  work  and  after  supper, 
en  goes  to  the  student  activities  center  to  coordinate  decorat- 
2tails  for  the  upcoming  homecoming  weekend  with  a  member 
i  faculty  who's  frequently  kidded  about  owning  a  car  that's  a 
n.  Treadwell  often  uses  his  own  car  experience  to  give  her 
e."l  know  enough  about  cars  and  car  repairs  to  get  myself  in 
le,"he  laughs,"but  sometimes  keep  others  out  of  it." 

MG  THE  EXTRA  MILE 

IS.Treadwell's  back  in  his  car,  commuting  home.  He  makes  a 
:  stop  for  gas  at  a  Diamond-Shamrock  station  in  his  neighbor- 
.  Like  all  SUVs,  his  "truck"  drinks  a  bit  of  gas — it  gets  about  15 
per  gallon,  in  true  Texas  fashion  that  doesn't  bother  Treadwell 
1,  though  he  does  fantasize  about  a  diesel-engine  Excursion 
sets  better  mileage. 

home  by  4  p.m., Treadwell  takes  in  a  Star  Trek  rerun.  For  him, 
ling  the  show  is  post-workday  relaxation  therapy 
part  of  his  plan  to  get  ready  for  the  physical  rigors  of  a  poten- 
ib  with  the  Border  Patrol,Treadwell  is  careful  about  his  weight, 
oesn't  eat  anything  after  6  p.m.,  which  often  means  having 


WHEN  YOU  ACQUIRED  YOUR  VEHICLE,  WAS  IT  NEW  OR  USED?  (among  car  owners) 


New 
Used 


WHITE 

NON-HISPANIC 

44% 

56% 


HISPANIC 

AFRICAN 

ASIAN 

AMERICAN 

26% 

36% 

68% 

73% 

63% 

30% 

Source:  The  Market  Segment  Group 

supper  before  Chrisinda  returns  from  school.  At  five  o'clock,  he 
whips  up  a  small  meal  of  chili  and  cornbread. 

After  supper,  the  kitchen  table  turns  into  a  desk  and  Treadwell 
grades  quizzes  and  homework  and  prepares  for  the  next  day's 
classes.  At  6:30  p.m.  Chrisinda  arrives  home  and  they  talk  about 
each  other's  days  while  she  has  a  light  supper.  At  7  p.m. 
Treadwell  surrenders  the  table  to  his  wife  and  heads  for  the  TV 
in  the  couple's  upstairs  bedroom  so  she  can  study  in  peace. 

Like  many  men,  Treadwell  watches  more  than  one  show  at  a 
time  and  skips  most  commercials.  He'll  pause  briefly  for  SUV  and 
pickup-truck  ads,  but  commercials  for  sedans  are  no  more  inter- 
esting to  him  than  those  for  dishwasher  soap. 

Around  10  p.m.Treadwell  gets  ready  for  bed  and  settles  in  alone. 
Chrisinda  will  study  a  bit  longer.  As  he  waits  for  sleep  to  come,  he 
admits  to  himself  he's  near  burnout  as  a  teacher.  What  if  the  Border 
Patrol  isn't  what  he  really  wants?  "After  three  years  in  the  Border 
Patrol,  1  can  branch  into  other  lines  of  federal  enforcement  or  go  into 
administration. There  are  choices  and  the  chance  for  growth." 

As  Treadwell  finally  drifts  off  to  sleep  that  Tuesday  night,  he 
knows  he  has  a  plan.  IM 

THE  MARKET  SEGMENT  GROUP  CONCLUSIONS 

Different  attitudes  and  behaviors  require  unique  marketing  activities. 

•  Asian  Americans  are  more  likely  to  buy  new  rather  than  used  cars; 
are  particularly  apt  to  lease  rather  than  buy;  and  expect  to  pay  more 
for  their  vehicles. 

•  Regardless  of  cultural  background,  consumers  tend  to  learn  about 
car  brands  from  family,  friends,  and  advertising.  Hispanics  also  cite 
dealers  as  a  major  source  of  information. 

•  Overall,  American  auto  manufacturers  need  to  build  stronger  rela- 
tionships with  all  key  ethnic  groups. 

•  More  than  whites,  multicultural  consumers  believe  their  cars  reflect 
their  personality.  The  four  cultural  groups  also  differ  in  the  way  they 
ascribe  gender  to  their  cars: 

>  Asked  whether  they  think  of  their  car  as  male  or  female,  most 
whites  say  neither.  While  Hispanics  tend  to  believe  their  car  is 
male,  African  Americans  think  of  their  cars  as  female. 

•  In  terms  of  media,  the  online  component  of  the  automotive  com- 
munications mix  is  very  important  to  Asians,  and  is  a  bigger  part  of 
the  mix  for  African  Americans  and  Hispanics  than  for  whites. 

•  TV  advertising  is  a  more  important  part  of  the  mix  for  Afhcan 
Americans.  Car  manufacturers  and  other  auto-related  industries 
should  consider  specific  executions  tailored  to  this  group,  espe- 
cially to  air  on  programming  targeted  to  African  Americans. 
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MERICAN  IMMIGRANT 


TENTATIVELY  PURSUES  AN  ALTERNATIVE  STRATEGY^ 


Game  plan 


1^    .       ineteen-year-old  Tony  Park,  a  newly  minted  gradu- 
ate of  Chicago's  Matlier  High  School,  is  finding  his 
way  in  the  working  world.  Since  August  he  has 
been  the  operator  of  New  Bebe,  a  video-game 
store  his  father  bought  in  a  Hispanic  neighborhood  on  the 
north  side  of  Chicago.  It's  a  seven-day-a-week  grind  that  keeps 
Park  behind  the  sales  counter  from  11  a.m.  to  7:45  p.m. 

On  a  typical  Saturday  morning  he.  pulls  himself  out  of  bed  at  9  a.m.,  still 
sleepy  from  staying  out  until  six  in  the  morning  clubbing  with  his  friends,  in 
the  rented  three-bedroom  apartment  he  shares  with  his  parents  and  17-year- 
old  sister  near  an  Asian  enclave  in  north  Chicago,  he  hears  his  mother  speak- 
ing Korean  on  the  phone.  After  he  showers  and  dresses,  he  pours  himself  a 
cup  of  coffee  and  spends  a  half  hour  reading  the  news  and  sports  sections 
of  the  Chicago  Tribune  and  Korean  7/mes,  a  Korean-language  publication. 

Park  and  his  sister  immigrated  to  the  U.S.  from  Korea  10  years  ago."We  came 
to  get  an  education,"  he  says.  For  seven  years  they  lived  with  an  aunt,  learned 
English,  and  attended  school.  Park  says  it's  been  difficult  trying  to  learn  a  new 
language  while  also  getting  an  education. 

Park's  father,  who.  owned  a  retail  toy  store  in  Korea,  and  mother  joined  their 
children  three  yeai-s  ago.  Because  his  parents  speak  little  English,  they're 
dependent  on  their  children  to  be  translators.  But  for  Park's  father,  lack  of 
English  hasn't  been  a  barrier  to  pursuing  business  ventures;  he  also  owns  and,^ 
operates  a  . second  New  Bebe  store.  .■  ' 

GENERATION  1.5  I^BiSHi^BBBn 

.According  to  Eliot  Kang,  president  and  CEO  '  iBUBl^g'jB'gUg^^l 

of  Kang  &  Lee  Advertising,  a  New  York-' and  I^^^^^^^^^^^^^^H 

Los  Angeles-based  company  that  special-  l^^^^^^^^j^^^^^HI 

izes  in  marketing  to  Asian  American  and  I^^BlHiMliiiMV^^ir 

Eastern   European   audiences.  Park   is  |^^Hiiilil||i|P^^ 

"Generation  1.5,"  that  is,  someone  who  |^^^HHf|n|@i^^^|| 

received  his  early  education  in  Asia  and  I^^^^^^^^^^^^^H 

>  arrived  in  the  U.S.just  in  time  to  be  swept  up  |^^^^&|gi^|^^^^H| 
in  the  American  'tween  and  teen  cultures—  ■ 


aiiiMaiM«imiii.iiiiiiiiiiiiia[ni 
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c  /<jut  20%  of  the  Asian  American  population,  by  his  estimate.  Gen 
1.5's  speak  tiieir  native  language  at  home  and  quite  possibly  on  the 
street.  But  in  the  classroom  and  on  the  playground,  English  is  the 
currency  of  communication  and  the  ticket  to  success. 

The  result,  says  Kang,  is  that  a  sort  of  linguistic  split -personality 
can  develop  that's  always  fighting  for  fluency"That's  why  you  don't 
find  a  lot  of  Koreans  [in  Generation  1.5]  who  are  fully  bilingual  in 
both  languages,"  he  says. 

Before  leaving  for  work,  Park  checks  his  e-mail.  He  has  six  mes- 
sages, some  in  English  from  Chicago-area  friends."They  just  write 
stupid  stuff,"  he  says. "Guy  talk."  Others  are  from  family  and  friends 
in  Korea  who  want  to  know  how  Park's  parents  are  adjusting  to 
Chicago,  about  his  father's  businesses,  and  life  in  America. 

Historically  early  adopters  of  technologyAsians  have  embraced 
e-mail  as  a  tool  for  both  business  and  personal  use.  Asian 
.Americans  also  were  early  adopters  of  e-commerce,  but  for  now 
Park,  who  has  shopped  on  the  Internet,  isn't  one  of  them."l\/Iy  father 
took  away  my  MasterCard,"  he  says,  explaining  that  he  used  the  card 
too  generously  for  his  $300-a-week  .salary 


ffN  TARGET 


Completely  or  somewhat  agree 
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WORKING  IT  OUT 

Just  before  1 1  a.m.,  Park's  sister 
drops  him  off  at  the  store.  Park 
unlocks  the  front  security  panel 
of  the  store  and  lets  him.self  in. 
It's  a  tidy  place  with  shelves  lined 
with  boxed  video  games  and 
colorful  promotional  displays. 
He  says  he  was  surprised  when 
his  father  bought  the  store  for  him  to  run, as  he  has  no  sales 
experience  and  he'd  rather  be  working  in  a  computer- 
related  job.  His  father  doesn't  consult  him  about  what  to 
stock  or  other  matters  related  to  the  business. 

While  he  aspires  to  a  different  type  of  employment. 
Park  still  likes  the  financial  aspects  of  the  business. 
"Making  money  is  fun,"  he  says.  Since  it  opened  last  sum- 
mer. New  Bebe  has  been  averaging  five  to  ten  sales  on 
weekdays  and  15  to  40  on  weekends — at  a  cost  of  $25  to 
$60  per  game — and  the  business  is  in  the  black.  Games 
involving  fighting  and  various  forms  of  combat  are  the 
most  popular 

New  Bebe's  customers  are  mostly  young  Hispanic 
men  who,  like  Park,  are  versed  in  the  merits  and  trends 
in  Sony  Nintendo  and  Sega  games.  It's  a  good  thing, 
because  Park  doesn't  speak  Spanish  and  few  of  his  cus- 
tomers speak  English. 

Time  alone  in  a  video-game  emporium  would  seem 
like  a  dream  come  true  for  a  young  man  whose  favorite 
video  game  is  SquareSoft's  "Final  Fantasy"  for  PlayStation 
II,  a  fantasy  role-playing  adventure  with  combat  features. 
But  Park  says  he's  ready  for  a  change.  'I'm  tired  of 
[games].  I'm  saving  my  money  and  1  hope  to  go  to  col- 
lege next  year  at  the  University  of  Chicago,"  he  says. 
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SHOULD  THERE  BE  ADVERTISING  DIRECTED  SPECIFICALLY  TO 
HISPANIC,  AFRICAN  AMERICAN,  AND  ASIAN  CONSUMERS? 


Source:  The  Market  Segment  Group 


With  the  long  stretch  of  the  workday  ahead  of  him  and  few 
ing  customers,  Park  pulls  out  a  stack  of  game  magazines  to  I 
current  on  trends  in  the  video-game  industry  then  reads 
magazine  about  developments  in  the  war  with  Afghanistan. 

SPLIT  MEDIA  PERSONALITY 

"Asian  American  youth  more  resemble  other  American  youti 
their  media  consumption  habits]  than  they  do  their  parents 
David  Harris,  multicultural  media  director  with  MindShare,  a 
York-based  media  planning  and  buying  group.  Harris  says  it's  a 
ing  that's  borne  out  in  their  preferences  for  everything  from  rr 
and  clothing  to  heroes. 

He  illustrates  his  point  with  the  media  buy  percentages  fc 
anti-drug  awareness  campaign  for  the  Office  of  National  I 
Control  Policy  that  MindShare  recently  executed.  "On  avera^ 
the  general  population,  60%  of  funds  were  dedicated  to  youth, 
to  parents,"  says  Harris.  But  when  it  came  to  targeting  the  mi 
budget  for  Asian  Americans,  the  split  was  vastly  different.  Tr 
Asian  segment,  we  spent  90%  on  adults  and  less  than 
on  youth.  That's  because  Asian  American  youth  tenc 

consume  mainstream  m 
while  the  in-language  mi 
targets  adults. 

"From  a  business  stj 
point,  if  there  were  an  1^ 
American  youth  media  ma| 
it  would  already  exist,"  he 
"That's  not  to  say  Asian  yj 


HISPANIC 


58% 


AFRICAN 
AMERICAN 

64% 


ASIAN 

51% 


I't  have  a  sense  of  their  culture,  but 

aspect  isn't  manifested  in  their 
iia-related  behavior." 
ven  so,  ethnic  roots  run  deep 
)ng  Asian  Americans  and  that  can 
1  some  to  participate  in  the  media 
leir  culture  on  two  levels.The  first  is 
rmation/'Even  on  the  best  day,  the 
;  York  Times  or  Wall  Street  Journal 
^  have  one  top  story  from  Asia,  if 

much,"  says  Saul  Gitlin,  executive 
;  president  of  strategic  services  and 
'  business  development  for  Kang  & 
.  "But  publications  such  as  the 
lese  World  Journal  will  on  a  daily 
s  have  entire  sections  covering  the 
's  of  mainland  China,  Hong  Kong, 
Taiwan." 

e  calls  the  second  media  consumption  level  the  "nostalgia  factor!' 

saw  some  research  that  seemed  to  indicate  that  the  longer 
ins  are  in  the  U.S.  and  the  more  acculturated  they  are,  the 
e  they  want  to  keep  some  of  the  vestiges  of  their  roots  to  their 
le  country"  says  Gitlin. "Consuming  in-language  media  is  one 
lose  ways,"  he  says,  adding  that  the  nostalgia  factor  is  rein- 
ed by  familial  and  business  ties  to  countries  of  origin  that 
t  even  two  or  three  generations  removed  from  the  immigra- 

of  original  family  members. 

/  8  p.m.  Saturday  night.  Park  has  locked  up  the  store  and  driv- 
lome  with  his  sister.  In  a  hurry  to  jump-start  his  social  life,  he 
5  supper  and  changes  clothes — his  personal  fashion  statement 
ack  slacks,  black  shirt,  and  a  black  jacket  from  retailers  such  as 
iw  and  Banana  Republic. 

is  friends  are  mostly  young  Korean  men,  but  also  a  few 
lese  and  Japanese  who,  like  him,  work.  Most  conversations 
ir  in  Korean,  though  the  presence  of  the  latter  two  groups  shifts 
to  English. They  hang  out  in  bars  and  visit  cyber  cafes  such  as 
li,  Iconnect,  and  CyberZone.  There,  despite  Park's  professed 
li  with  video  games,  they  play  CounterStrike  and  StarCraft 
well  after  midnight.  He  usually  gets  in  about  6  a.m. 
1  the  nights  he's  not  out  with  his  friends,  Park  watches  DVDs 
a  friend  sells  him  at  a  discount.  P/anef  of  the  Apes  and  Gone 
)  Seconds  are  two  of  his  recent  favorites.  He  prefers  watching 
1  at  home  on  his  Toshiba  DVD  player  and  likes  the  image. 


TALK  BACK 


sound  quality  and  flexibility  of  that 
technology  He  also  watches  about 
five  hours  a  week  of  English-language 
television — The  Simpsons,  Buffy  the 
Vampire  Slayer,  and  wrestling  are 
among  his  favorites.  He  occasionally 
watches  movies  in  Korean  on  the  VCR 
at  home,  but  finds  them  too  romantic 
for  his  taste. 

Although  Chicago  has  several  Korean- 
language  radio  stations,  the  only  one  he 
listens  to  is  103.3  AM  on  Tuesday  nights. 
The  rest  of  the  time  the  station's  format  is 
directed  at  an  older  audience,  he  says. 


A  SPANISH/ASIAN  LANGUAGE  SPOKEN  AT  HOME? 


HISPANIC 

ASIAN 

inish/Asian  language  exclusively 

28% 

12% 

nanly  Spanish/Asian  language  with  some  English 

26% 

23% 

h  Spanish/Asian  language  and  English  equally 

22% 

36% 

nanly  English  with  some  Spanish/Asian  language 

14% 

13% 

Jish  exclusively 

8% 

8% 

WHICH  ETHNICITY  DO  YOU  CONSIDER  YOURSELF? 

HISPANIC 

ASIAN 

American,  not  Hispanic/Asian 

2% 

2% 

American  first  and  Hispanic/Asian  second 

12% 

15% 

Hispanic/Asian  and  American  equally 

34% 

48% 

Hispanic/Asian  first  and  American  second 

25% 

16% 

Hispanic/Asian,  not  American 

22% 

13% 

Source:  The  Market  Segment  Group 

For  now,  he's  relieved  to  be  out  from  behind  the  counter"!  like 
being  in  business  but  I'm  not  good  at  it," says  Park."l  don't  have  any 
experience. Selling  is  harder  than  1  thought  it  would  be.  Customers 
ask  a  lot  of  questions  and  sometimes  1  don't  know  the  answers.  I 
don't  want  to  work  in  a  store  all  my  life."  SB3 

THE  MARKET  SEGMENT  GROUP  CONCLUSIONS 

tn-language  and  in-culture  marketing  for  the  New  America. 

•  Since  roughly  eight  of  ten  Hispanics  and  Asians  rely  on  Spanish  or 
their  Asian  language  at  home  as  much  or  more  than  English,  and 
they  largely  agree  that  marketers  should  target  them,  the  appropri- 
ateness of  in-language  and  in-culture  advertising  becomes  evident: 

>  Hispanics  are  even  more  reliant  on  their  native  language  than 
Asians,  with  28%  exclusively  speaking  Spanish  at  home  and 
26%  speaking  primarily  Spanish. 

>  Sixty-four  percent  of  African  Americans,  58%  of  Hispanics,  and 
51%  of  Asians  agree  that  there  should  be  advertising  specifical- 
ly targeting  them. 

•  The  need  for  targeted  advertising  is  reinforced  by  the  fact  that  more 
than  eight  in  ten  Hispanics  and  Asians  still  place  their  ethnicity 
equal  to  or  ahead  of  their  self-description  as  "Americans." 

>  Hispanics  feel  even  more  strongly  than  Asians  on  this  point:  22% 
think  of  themselves  as  Hispanic,  not  American  (compared  to 
13%  of  Asians  who  consider  themselves  Asian,  not  American); 
and  25%  of  Hispanics  think  of  themselves  as  Hispanic  first  and 
American  second  (compared  to  15%  of  Asians). 


Source  The  Market  Segment  Group 
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AL  GOALS,  A  SINGLE  WHITE  MOTHER  AVOIDS  THE  CREDIT  TRAP. 


Charge  account 


■  ^51.  : 


ianna  Fritz,  41,  sets  her  alarm  each  workday  for  a 
time  few  people  ever  see:  4:45  a.m.  She  doesn't 
get  up  that,  early  to  watch  the  sun  rise,  enjoy  the 
peace  and  quiet,  or  exercise.  Rather,  she  rises 
early  each  morning  simply  to  fulfill  a  laundry  list  of  obligations. 

"My  routine  is,  wake  up,  do  whatever  needs  to  be  done,  and  then  go  to  bed 
at  the  end  of  the  day" says  Fritz  with  a  weary  snnile."My  life  is  fitting  in  every- 
thing that  needs  to  be  done  as  best  I  can." 

A  divorced  mother  of  two,  she  lives  in  the  small  resort  town  of  Pocono 
Lake,  Pa.,  300  miles  from  her  birthplace  of  Pittsburgh,  and  earns  $42,000  a 
year  as  a  supervisor  for  a  company  that  provides  security  protection  for 
everything  from  high  school  sports  games  and  banks  to  retail  stores  and 
even  the  Pocono  Raceway  a  NASCAR  track. 

Fritz  has  the  same  aspirations  that  mirror  the  contours  of  the  American 
Dream:  to  own  a  home,  put  her  daughter  through  college,  and  save  for  a 
secure  retirement.  But  those  long-term  goals  seem  out  of  reach  for  now.  She 
hopes  her  impending  marriage — her  fiance  is  also  a  security  guard — may 
ease  some  of  the  financial  pinch. "I'm  a  firm  believer  that  three  can  live  bet- 
ter than  one,"  she  says. 

As  Fritz  puts  on  some  coffee  and  turns  on  the  local  TV  news, though, she  has 
a  more  immediate  concern  than  her  finances:  to  rouse  her  daughter,  13-year- 
old  Tia-Marie,  fortify  her  with  hot  pancakes — "no  standard  cold  cereal  here," 
she  says — and  take  her  to  the  school  bus.  Her  older  child,  Jasson,  24,  has  been 
out  of  the  ne^t  for  years  and  now  lives  in  Harrisburg,  working  in  construction. 

By  6:15  mother  and  daughter  are  out  the  door  of  the  split-level,  three-bed- 
room house  they  rent.  In  the  steely  gray  of  ^^m^^— — — 
early  morning,  they  barrel  along  a  dirt  road  IB^HWKH^W^WHI 
in  Fritzs  1990  Mercury  Sable  past  a  hodge-  |^Hi|l|l|ll||MIII^9| 
podge  of  chalets,  saltboxes,  and  old  colo-  |^HNHfiBffi|^H|^|l 
nials  that  make  up  their  neighborhood,  en  l^^^^^^^^^^^^^fl 
route  to  the  bus  stop  a  mile  away 

DRESSED  FOR  SUCCESS  llliilBlHHilH 

After  Tia-Marie  boards  the  6:30  bus,  Fritz  ■■MffiMffifflfflRil^^ 
heads  back  home  to  put  on  her  uniform:  I^S^BI^^BS^BSBBl 
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navy  blue  pants  with  yellow  piping,  a  crisp  white  shirt,  well-shined 
black  boots,  and  a  silver  star-shaped  badge.  Appearance  is  vital  to 
her  job;  she  needs  to  look  not  just  professional  but  authoritative, 
even  intimidating. 

More  important,  of  course, are  the  tools  of  her  trade. Certified  by 
the  state  to  carry  a  firearm — a  process  that  required  her  to  pass  rig- 
orous tests — Fritz  takes  care  to  place  her  gun,  along  with  extra 
ammunition,  handcuffs,  mace, surgical  gloves,  a  baton,  and  a  flash- 
light, securely  on  her  dark  nylon  utility  belt,  then  straps  the  heavy 
load  around  her  waist. 

At  7:30  a.m.  she  leaves  for  work.  Depending  on  where  she's 
assigned,  her  commute  is  sometimes  as  long  as  150  miles  round- 
trip.  But  recently  she's  been  lucky:  For  the  past  year  and  a  half  she 
has  served  as  head  of  security  at  a  multimillion-dollar  jewelry  store 
in  Wilkes-Barre,  some  45  minutes  away  There's  a  routine  to  the 
commute — even  when  it's  long — that  Fritz  enjoys:  the  stop  at 
Wawa,a  convenience  store,  for  the  local  paper  and  a  cup  of  coffee 
for  the  road;  a  chance  to  listen  to  Howard  Stern  on  the  radio  and 
chuckle;  the  view  of  the  bucolic  scenery,  which  reminds  her  why 
she  chose  to  live  here  instead  of  in  one  of  the  nearby  big  cities. 

With  over  300,000  miles  logged  on  her  Sable,  the  length  of  the 
commute  is  not  an  incidental  worry  Though  her  company  gives 
her  money  for  gas  and  she  stays  diligent  about  repairs  and  main- 
tenance, Fritz  knows  that  in  a  year — two  at  most — she'll  have  to 
buy  a  new  car"l  cringe  at  the  thought  of  it,"  she  says."It's  another 
big  monthly  payment." 

Fritz  has  worked  for  six  different  private  securit}'  companies 
since  entering  the  field  almost  eight  years  ago,  in  positions  of 
increasing  responsibility  that  required  an  expanding  set  of  skills — 
knowledge  of  Pennsylvania's  criminal  code, CPR,  water  and  ice  res- 
cue techniques,  to  name  a  few."l  have  to  wear  multiple  hats,"  she 
says,  explaining  that  one  of  the  things  she  most  enjoys  about  her 
job  is  its  variety  "There's  a  great  deal  of  learning  involved."  But  cur- 
rently she's  at  a  point  in  her  career  where  she  will  not  go  much 
higher  in  either  income  or  responsibility. 

CREDIT  WHERE  IT'S  DUE 

When  the  store  is  quiet,  Fritz  sometimes  thinks  about  her  increas- 
ingly elusive  goals — the  house,  college  for  her  daughter,  and  retire- 
ment."They're  way  out  of  reach," she  admits."lt's  not  as  easy  today  as 
it  was  10  years  ago  [when  she  was  making  the  same  or  less  money] . 
1  do  try  and  put  something  away  with  every  paycheck,  but  there's 
less  and  less  money  to  put  away 

The  difference,  she  says,  is  cost  of  living:  Everything — rent,  car 
insurance,  groceries,  gas,  the  fees  for  additional  job  training,  which 
she's  always  had  to  pay  for  herself — is  more  expensive  today  stretch- 
ing her  income  thinner  and  thinner 

Fritz  won't  set  a  goal  for  how  much  she  wants  to  save  each 
month,  knowing  she  would  be  perpetually  disappointed.  Instead, 
whatever  is  left  over  after  paying  bills  goes  into  her  savings 
account;  no  stocks,  mutual  funds,  or  brokers  here. 

At  6  p.m.  Fritz  checks  that  the  store  is  locked  tight  and  escorts  the 
owners  to  their  cars.The  fi?-st  .^top  on  her  way  home  is  to  get  some 


money"!  try  to  limit  the 
cash  1  c^rry  or  keep  at 
home,"  she  says, 
explaining  why  she 
stops  almo.st  daily  at  an 
ATM  or  her  bank, 
where  she  gets  a 
chance  to  chat  with 
the  tellers.  It's  not  that 
she's  worried  about 
getting  robbed;. she  just 
doesn't  want  to  have 
cash  on  her  at  work. "If 


CASHING  OUT 


HOW  DO  YOU  INVEST  YOUR  MONEY? 


WHITE 

HISPANIC 

AFRICAN 

NON-HISPANIC 

AMERICAN 

Through  a  broker 

26% 

8% 

16% 

1( 

Do  it  yourself 

22% 

26% 

16% 

21 

Yourself  and  with  a  broker 

11% 

5% 

4% 

You  don't  invest 

40% 

60% 

64% 

51 

Source  The  Market  Segment  Group 

anything  were  to  happen  to  me  on  my  job,  I  wouldn't  want  to 
a  pocketful  of  mone/ she  says.  It's  also  a  way  to  control  her  s[ 
ing."The  less  you  have  on  you,  the  less  you  spend." 

Another  way  Fritz  keeps  from  spending  money  she  doesn't 
is  by  using  her  MasterCard  debit  card  instead  of  her  credit  cai 
buy  gas,  groceries,  and  make  telephone  calls.  Her  fondne; 
debit  cards  is,  in  part,  a  reaction  to  bad  experiences  with  c 
cards  earlier  in  her  life."When  1  was  young  and  foolish,  1  go 
overspending  on  the  credit  card,"  she  says. 

The  result  was  that  Fritz — ^who  was  issued  her  first  credit  c; 
18 — went  a  few  thousand  dollars  into  debt.  "When  you're 
years  old,  a  couple  of  thousand  seems  like  a  lot,"  she  says, 
she  has  just  two  credit  cards — both  Visas — that  she  rarely  use 
is  careful  to  pay  the  balance  every  month.  "Credit  cards,  i 
belief.are  for  dire  emergencies  only  Everyone  should  have  on 
in  case,  but  if  you  don't  have  to  use  it,  don't." 

Fritz  will  use  her  credit  cards  when  she  has  no  other  choice 
as  when  renting  a  car  or  making  a  purchase  online.  In  those  < 
she'll  calculate  what  she  owes  and  send  in  a  check  before  she 
gets  a  bill."l  don't  like  to  pay  the  interest  rates," she  says."You'r< 
ing  forever  and  you  have  nothing  to  show  for  it  because  wh; 
you  purchased  is  usually  gone  by  the  time  you  have  it  paid  of 

While  Fritz  is  happy  with  her  choice  of  bank — First  Na 
Union  of  Palmerton — she's  decidedly  less  pleased  witl 
amount  in  her  account.  A  few  years  ago  she  met  with  a  fin; 
planner,  but  it  was  more  for  the  benefit  of  Jasson,  who  had  rec 
a  settlement  from  an  accident  when  he  was  a  child. At  the  tirr 
briefly  discussed  her  own  financial  picture  with  the  plannf 
there  wasn't  much  he  could  do  for  her.  Her  impression,  she 
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MONtY  OltPER 


HAVE  YOU  EVER  MET  WITH  A  FINANCIAL  PLANNER? 

WHITE 

HISPANIC 

AFRICAN 

ASIAN 

NON-HISPANIC 

AMERICAN 

Yes  41% 

16% 

26% 

20% 

No  59% 

84% 

74% 

80% 

Source  The  Market  Segment  Group 

the  WPP  Group,  one  of  the  world's  leading  communications  serv- 
ices groups.  Since  Fritz  already  is  an  online  shopper,  he  thini<s  that 
"she  would  be  the  ideal  person  to  consolidate  her  resources  on 
that  medium — whether  for  insurance,  investment  management, 
banking,  or  bill  paying."] 

Fritz  bought  her  computer  when  Tia-Marie  was  in  the  third 
grade,  at  the  urging  of  her  daughter's  teachers.  It  was  the  kind  of 
financial  sacrifice  she  was  happy  to  make,  and  one  she  knows 
she'll  have  to  continue  to  make — her  future  economic  decisions 
will  be  steered  by  how  they  impact  her  daughter's  future. 

At  midnight  Linda  Fritz  collapses  into  bed,  less  than  five  hours 
before  she  must  rise  again.  IM 


HOW  DO  YOU  SEE  YOUR  FINANCIAL  FUTURE? 

WHITE 

HISPANIC 

AFRICAN 

ASIAN 

NON-HISPANIC 

AMERICAN 

Better  than  now 

70% 

56% 

77% 

79% 

Same  as  now 

26% 

31% 

17% 

16% 

Worse  than  now 

4% 

12% 

5% 

2% 

Source  The  Market  Segment  Group 

was  that  "financial  planners  aren't 
interested  in  the  average  worker 
who  lives  payday  to  payday" 
As  the  economic  ripple  effects 
September  1 1  terrorist  attacks  become  more  apparent,  Fritz 
are  that — like  most  Americans — she  may  be  facing  further 
:ial  pressure.  If  there's  a  bright  side  at  all  to  the  events  of 
t  months,  it's  that  the  security  field  is  sure  to  grow  as  compa- 
,nd  individuals  pay  more  attention  to  their  own  safety 
uding  her  financial  picture  is  the  fact  that  Fritz's  company 
I't  offer  a  retirement  plan  or  pension.  She  has  put  several 
and  dollars  aside  in  a  401  (k)  from  a  previous  job,  but  knows 
'ill  be  gone  before  the  ink  on  her  AARP  application  is  dry 

(Y  BUSINESS 

■  time  Fritz  gets  home  it's  nearly  8  p.m.  After  dinner  she  spends 
il  hours  at  the  computer,  but  she  refuses  to  bank  online, 
's  a  lot  of  risk  yet  with  the  computer  age, and  I  work  too  hard 
ave  too  little  left  over  at  the  end  of  the  month  to  take  any 
es,"she  explains. 

)wever,"marketing  financial  products  and  financial  services 
illy  suited  to  the  Internet — the  interactive  and  iterative  capa- 
5  allow  marketers  to  tailor  the  message  precisely  to  the  needs 
person," says  John  Zweig, CEO, Specialist  Communications  of 


THE  MARKET  SEGMENT  GROUP  CONCLUSIONS 

Aspiring  multicultural  consumers  are 
looking  for  a  financial  edge. 

•In  some  respects,  whites  and  multicul- 
tural consumers  have  similar  financial 
profiles.  Most  expect  their  finances  will 
get  better  in  coming  years,  and  nearly 
all  expect  to  retire  in  their  mid-50s. 
However,  there  are  some  important  differences  when  it  comes  to 
finances,  credit,  and  owning  a  home; 

>  Asians  and  whites  are  significantly  more  likely  than  Hispanics 
and  African  Americans  to  have  checking  and  savings  accounts, 
and  to  have  investment  vehicles  such  as  mutual  funds  and  CDs. 

>  Few  multicultural  consumers  have  ever  met  with  a  financial  advi- 
sor, highlighting  an  opportunity  to  provide  low-cost  financial  advice. 

>  Asian  Americans  have  more  credit  cards  than  other  multicultur- 
al consumers  and  use  them  more  often.  They  tend  to  pay  their 
bills  in  full  each  month  and  not  carry  a  balance.  In  conjunction 
with  their  strong  online  preference,  this  may  make  Asian 
Americans  particularly  good  candidates  for  online  credit  card 
account  management  and  online  bill  payment. 

>  One  of  the  biggest  opportunities  for  financial  services  companies 
is  to  help  multicultural  consumers  fulfill  the  dream  of  home  own- 
ership. Sixty-seven  percent  of  whites  own  their  home,  while  the 
majority  of  Hispanics  (54%),  African  Americans  (52%),  and 
Asians  (53%)  rent. 

As  income  rises,  the  number  of  multicultural  financial  profession- 
als lags  behind  multicultural  representation  in  the  population.  As  a 
result,  ethnic  consumers  lack  professional  financial  role  models 
and  underparticipate  in  financial  planning  and  investing  activities. 
More  ethnic  than  nonethnic  consumers  expect  children  or  other  rel- 
atives to  help  them  financially  in  retirement. 


Portrait  of  the  new  America 


25 


RE  THAT  STRESSES  REGULAR  FAMILY 
CONTACT,  A  YOUNG  HISPANIC  TEACHER/STUDENT 
JUGGLES  THE  DEMANDS  OF  HIS  DUAL  SCHEDULE 
AND  STAYING  IN  TOUCH. 


r 


m 


Phone  home 


*  shmael  Gonzalez  doesn't  eat  breakfast.  "I  just  can't," 
says  the  27-year-old  Los  Angeles  resident,  who's  both 
a  full-tinie  schoolteacher  and  a  full-time  student.  "I 
don't  have  time  to  prepare  anything." 

'.  But  when  he  rises  at  6  a.m.  in  the  studio  apartment  he  and  his  best  friend 
Luis  share  in  the  Boyle  Heights  neighborhood  near  downtown  L.A., Gonzalez 
often  finds  time  to  make  a  phone  call  or  two. The  phone  represents  just  about 
the  only  viable  way  to  keep  connected  personally  and  professionally  at  a 
moment  in  his  life  when  there  never  seem  to  be  enough  minutes  in  the  day 
His  job  as  a  third-grade  teacher  at  L.A's  Tenth  Street  Elementary  School,  and 
the  course  of  study  he  started  last  summer  at  California  State  University  to 
receive  his  teaching  credentials,  consume  17  hours  a  day.  during  the  week. 
Most  weekends  are  devoted  to  studying  and  running  errands. 

The  phone  can  be  an  expensive  habit,  but  Gonzalez,  who  likes  having  a 
roommate  because  it  saves  money  and  because  the  idea  of  living  alone 
doesn't  appeal  to  him,  manages  to  keep  monthly  costs  reasonably  low.  He 
does  so  by  splitting  the  $40  bill  for  local  service  with  Luis.  • 

Indeed,  the  need  to  keep  in  touch  by  telephone  runs  strong  in  Hispanic 
culture,  says  Linda  De  Jesus,  senior  vice  president  and  managing  partner  at 
the  Bravo  Group,  a  New  York-based  marketing  communications  company 
tfiat  focuses  on  Hispanics."Because  of  our  strong  family  orientation  and  the 
fact  that  we're  very  emotionally  driven,  conrimunications  and  talking  to 
friends  and  family  is  very  important,"  she  says."Keeping  a  strong  connection 
with  our  loved  ones  is  an  important  part  of  . our  lives." 

CLASS  ACT  I^^^^^^^^^SI 

Self-discipline  comes  naturally  to  Miami  l^^^^^^^^^^^^^fll 
native  Gonzalez.  The  son  of  a  Nicaraguan  U|||PPj||^m^||P|||^J| 
mother  and  Venezuelan  father  who  immi-  IHHR]!HHnHfflH|HI 
grated  to  the  U.S.  in  1967  and  now  live  in  Los  I^^^B^^^^^^^HHI 
Angeles,  he  grew  up  in  a  strict  Pentecostal  I^^^pi|ju^up3^^^g| 
household  and  was  not  permitted  to  social-  IIRIilRlijHHM 
ize  with  non-Christian  friends.'The  first  time  lllHllHlHfflmm^ 
I  ever  had  a  drink  was  when  1  was  23,"  he  I^^HHBBMBMHI^BI 
says.'Tve  never  smoked  a  cigarette."  I^^^B^BBBBBBBSI 
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AND  CULTURE 


Following  a  quick  shower,  he  turns  on  the  local  TV  news  and  as  he 
gets  dressed  listens  to  updates  on  the  traffic,  weather,  and  events  in 
the  wake  of  the  September  11  terrorist  attacks.  At  7  a.m.  Gonzalez 
leaves  his  apartment  and  climbs  into  his  1998  Toyota  Corolla  for  the 
short  three-mile  drive  to  work. 

He's  at  his  desk  15  minutes  later,  reviewing  the  lesson  plan  for  the 
day  and  making  notes  on  particular  topics  he  wants  to  stress.  The 
morning  starts  with  reading  lessons — always  a  challenge  for  third- 
graders,  but  doubly  so  for  Gonzalez's  class  since  most  of  them  are 
Mexican  immigrants  who  are  learning  English  as  a  second  language. 


LOVE  CONNECTION 

During  a  20-minute  mid-morn- 
ing break,  Gonzalez  calls  his 
girlfriend  of  three  years  on  the 
Nokia  cell  phone  he  bought 
last  August.  Then  he  dials  a 
coworker  to  set  up  lunch.'Tt  was 
a  necessity  he  says  of  the  cell 
phone  purchase.  "1  was  finding 
that  I'm  not  home  anymore." 

Gonzalez  likes  talking  on 
the  phone  in  general — he  once 
spent  from  6  p.m.  to  6  a.m.  chatting  with  a 
girlfriend. It's  important  to  him  that  his  cell- 
phone provider  offer  the  most  time  for  his 
money  allowing  him  local  and  domestic 
long-distance  calls  as  well  as  free  calling 
on  late  weeknight  evenings  and  week- 
ends. He  sometimes  exceeds  his  monthly 
minute  allowance  when  he  makes  long- 
distance calls  to  relatives  in  Florida, 
Georgia,  and  Minnesota. 

At  noon  Gonzalez  heads  off  to  the 
neighborhood  Cuban  restaurant  El  Colmao 
for  lunch  with  several  coworkers.  While 
waiting  for  his  white  rice  and  beef  tongue 
to  arrive,  he  uses  his  cell  phone  to  contact 
a  fellow  teacher  to  discuss  an  issue  regard- 
ing the  teachers'  union.  As  vice  president 
of  the  city's  union.  United  Teachers  of 
Los  Angeles,  he  often  uses  his  mobile  dur- 
ing the  day  to  conduct  union  business. 


WHICH  STATEMENT  IS  MORE 

IMPORTANT  TO  YOU' 

WHITE 

NON-HISPANIC 

HISPANIC 

AFRICAN 
AMERICAN 

ASIAN 

Phone  company  is 
reliable  provider  that  makes 
sure  phone  always  works 

85% 

57% 

66% 

75% 

Phone  company  is  cutting- 
edge  partner  that  makes  life 
easier  through  new  technology 

15% 

43% 

34% 

25% 

Source:  The  Market  Segment  Group 


SECOND  UNE 

At  3  p.m.,  the  school  day  is  officially  over  and  Gonzalez  spends  a 
few  hectic  minutes  cleaning  up  his  classroom  before  rushing  out 
the  door  for  the  half-hour  commute  to  Cal  State  to  start  his  own 
school  day  as  a  student. 

Because  of  a  teacher  shortage  in  Los  Angeles,  college  graduates 
without  education  degrees  such  as  Gonzalez — who  received  a 
bachelor's  degree  with  a  Spanish/French  double  major  from  UCLA 
in  1998 — are  eligible  for  an  emergency  teaching  certificate  that 


enables  them  to  teach  in  public  schools  for  five  years.  T 
Gonzalez's  fourth  year  at  Tenth  Street  Elementary  and  he  exj 
to  complete  the  requirements  for  his  teaching  license  in  Juni 

At  Cal  State,  Gonzalez  takes  a  full-time  course  load:  His  c| 
run  until  8  p.m.  on  Mondays,Tuesdays,  and  Thursdays,  and  url 
on  Wednesdays.  On  Fridays,  his  day  off,  he  stays  at  the  elemej 
school  longer  to  catch  up  on  paperwork. 

When  he  has  to  buy  new  textbooks  for  Cal  State  every 
months,  Gonzalez  rarely  has  any  of  his  $'12,000-a-year  salarj 
over;  otherwise  he  has  about  $.500  after  paying  bills  every  moi 

HELLO,  MOTHER 

Most  evenings  a  weary  Gon 
goes  straight  home  aftej 
classes  for  a  simple  dinne 
first,  "1  call  my  mom  wheij 
home,  to  tell  her  that  I'm 
he  says.'Tt's  a  cultural  thing, 
your  mom  know  that  y 
okay  While  he  generally 
with  her  about  15  minutes  J 
currently  he's  so  busy  that) 
often  just  say  a  quick  helloj 
Pacific  Bell  provides  the  apartn 
local  phone  service.  He  appreciate! 
fact  that,  when  money  is  tight  for  hi 
his  parents,  the  carrier  is  willing  to  ej 
the  payment  schedule.  "They've  ai 
worked  with  me.  Every  time  1  talk  to 
about  a  bill,  they're  willing  to  helpi 
Gonzalez  says.  He  got  into  what  he 
"economic  difficulties"  during  col 
when  credit  cards  proved  a  little  too 
to  get  and  use.  His  phone  bill  to 
about  $700, mostly  from  international! 
to  friends."They  gave  me  a  six-month 
ment]  plan,"  he  recalls."They  workedi 
me.  I  was  amazed." 

Hi.spanics  often  want  to  feel  a  on 
one  connection  when  they  get  custi 
service,  De  Jesus  says. "Its  very  impo 
because  we  want  to  feel  that  the  pe 
we  are  speaking  to  understands  who  we  are  and  can  relate  t 
Those  companies  that  see  consumers  as  people  and  wai 
understand  who  we  are  as  people,  the  ones  that  will  go  the 
step,  are  the  most  successful  in  the  marketplace." 

International  long-distance  calls  generally  have  to  wait  unt 
weekend  when  Gonzalez  has  a  bit  more  free  time.  Usuall 
makes  three  to  five  such  calls  a  month,  talking  about  45  minut 
his  aunts  in  Nicaragua  or  friends  in  Mexico  and  France.  He  me 
latter  when,  as  a  UCLA  student,  he  spent  six  months  as  a  wee 
flight  attendant  on  the  French  airline  Aom's  Los  Angeles- 
route."!  guess  that  was  my  way  of  relieving  stress,"  he  says. 
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1ERICA 


HOW  MUCH  IS  YOUR  TOTAL  MONTHLY  TELEPHONE  SPENDING? 


Mean  $/month 


WHITE 

NON-HISPANIC 

$56.38 


HISPANIC 


$90.45 


AFRICAN 
AMERICAN 

$90.19 


ASIAN 


$114.90 


Source:  The  Market  Segment  Group 


;H  METHODS  HAVE  YOU  USED  TO  PLACE  A  LONG-DISTANCE  CALL 
\l  PAST  30  DAYS? 


tdlal 
lar  phone 
3id  calling  card 
around  (10-10-...) 
ct 


WHITE 

HISPANIC 

AFRICAN 

ASIAN 

NON-HISPANIC 

AMERICAN 

70% 

54% 

50% 

49% 

46% 

24% 

40% 

49% 

27% 

48% 

27% 

40% 

16% 

23% 

13% 

13% 

6% 

8% 

13% 

7% 

Source:  The  Market  Segment  Group 

;  prepaid  calling  cards  that  Gonzalez  uses  for  international 
lelp  him  i<eep  phone  costs  down;  they  also  allow  him  and  his 
mate  to  maintain  separate  long-distance  billing.  He's  willing 
any  calling  card  plan  once,  but  returns  to  those  that  give  him 
ost  minutes  for  his  $5. 

2r  dinner  Gonzalez  e-mails  friends,  types  a  few  letters  and 
Ds  for  school,  and  does  Internet  research  on  the  Compaq 
lUter  he  bought  last  year  He  uses  the  apartment's  land-line 
3  for  access,  and  has  not  yet  attempted  to  use  the  computer 
as  a  phone.'Tve  heard  about  it,  but  1  have  no  idea  how  to  do 
says."l  want  to  learn  more  about  computers." 

ING  OFF 

vard,  Gonzalez  indulges  in  his  daily  guilty  pleasure:  a  Spanish 
ap  opera.  Although  they  live  in  a  small  apartment,  he  and  his 
mate  have  two  TVs:  a  five-year-old,  13-inch  Panasonic  on  top 


of  the  kitchen  table,  and  a  two-year-old,  19-inch  Sony  in  the  living 
room/bedroom. "My  TV,  1  left  it  at  my  mom's  house,"  he  says. "That 
one  is  a  27-inch  TV'While  the  idea  of  watching  international  chan- 
nels, music  videos,  and  movies  appeals  to  him,  he  doesn't  current- 
ly have  cable  or  satellite  TV."1  would  have  it  now,  but  I  just  don't 
have  the  time,"  he  says."lt  would  be  a  waste  of  money" 

After  his  soap  opera  ends,  Gonzalez  flips  on  the  1 1  p.m.  news  to 
catch  up  on  local  and  international  happenings.  He's  usually  so 
tired  that  he  nods  off  before  the  half-hour  program  is  over.  Not  late- 
ly though."l  haven't  been  falling  asleep  right  away  since  the  terror- 
ist attacks.  The  first  couple  of  days  after  the  attacks,  it  was  1:30 
[a.m.]  and  1  couldn't  sleep." 

But  when  recent  events  become  overwhelming,  he  thinks  about 
how  lucky  he  is."l  love  working  with  kids,"  he  says."l  tell  my  friends 
whoever  marries  me  is  going  to  be  lucky,  because  1  will  get  up  in 
the  night  and  change  the  Pampers.  1  love  all  that  stuff." 

THE  MARKET  SEGMENT  GROUP  CONCLUSIONS 
Lucrative  markets  being  pursued  by  telcos. 

•  Tremendous  opportunity  exists  for  the  telecommunications  mar- 
keter who  can  own  the  entire  multicultural  pocketbook,  including 
the  emerging  technical  substitutes.  Significant  overspending  is  driv- 
en largely  by  international  calling  to  Hispanics'  and  Asians'  coun- 
tries of  origin  and  by  African  American  spending  on  local  calling  and 
vertical  providers  and  services.  Multicultural  consumers  spend  an 
average  of  $95  per  month,  compared  to  $65  for  whites. 

>  African  Americans  are  more  likely  than  whites  to  have  cable 
service. 

>  African  Americans,  Hispanics,  and  Asians  are  all  more  likely  than 
whites  to  have  a  beeper,  and  are  heavier  prepaid  calling  card  users. 

•  While  whites  are  irked  by  the  telcos'  marketing  tactics,  multicultur- 
al consumers  are  more  likely  to  feel  positively  about  their  telecom 
provider 

•  Despite  their  heavy  phone  use,  nearly  a  third  of  Hispanics  and  a 
quarter  of  African  Americans  say  they  do  not  have  a  long-distance 
provider  at  home. 

•  Hispanics  and  African  Americans  are  significantly  more  likely  than 
whites  to  value  innovation  and  technology  when  choosing  providers. 

•  When  asked  which  company  they  would  choose  for  a  bundled 
package  of  local  and  long-distance  service,  Hispanics  and  Asians 
are  most  likely  to  choose  their  local  provider  and  African  Americans 
are  most  likely  to  select  their  long-distance  company 

•  The  real  challenge  for  telecom  companies  lies  in  the  fact  that  mul- 
ticultural consumers  are  more  likely  to  have  switched  telecom  car- 
riers in  the  last  two  years. 


Portrait  of  the  New  America  29 


;AN  DREAM  CONVERGE  FOR  ONE  VIETNAMESE  AMERICAN  FAMILY. 


'ies  that  bind 

t's  9  a.m.  on  Saturday  and  Linda  Marston,  30, 
and  her  daughter,  Casey,  9,  have  driven  from 
their  apartment  in  Northport,  Ala.,  to  visit 
Marston's  extended  Vietnamese  American 
lily  in. the  small  town  of  Coden,  near  Mobile. 

hile  the  Deep  South  may  seem  an  unlikely  locale,  many 
lees  were  resettled  there  by  the  U.S.  government  following  the 
lam  War  Other  families  of  mixed  Asian/ American  backgrounds, 
as  Marston's — her  father  is  a  white  Vietnam  vet  and  her  moth- 
Vietnamese — elected  to  follow  suit. 

arston's  Saturday,  unlike  most  days  for  the  University  of 
>ama  law  student,  is  flexible,  as  Casey  is  off  with  her  dad, 
m  Marston  amicably  divorced  two  years  ago."My  life's  a  lot 
er  this  year  than  last.  The  first  year  of  law  school  was 
;h,"she  says, adding  that  unlike  many  families  of  Asian  descent, 
never  felt  pressure  from  her  family  to  excel  academically 

IAN)  AMERICAN  DREAM 

ed,  an  emphasis  on  education  and  professional  achievement 
overriding  theme  among  many  Asian  immigrants,  says  Eliot 
>,  president  and  CEO  of  Kang  &  Lee  Advertising,  a  New  York- 
Los  Angeles-based  company  specializing  in  Asian  American 
Eastern  European  markets.  According  to  Kang,  families  living 
iia  historically  benefited  from  heightened  status  if  their  chil- 
worked  in  certain  professions.  But,  he  says,  in  the  U.S.,  where 
:ation  is  widely  accessible  and  the  career  playing  field  rela- 
'  level,  there's  a  different  measure  of  success— one  defined 
;  by  income  than  career  choice. 


"Some  Asian  parents  have  a  limited  idea  of  what's  considered 
achievement," says  Kang."It  can  be  especially  tough  for  immigrant  chil- 
dren because  the  familial  expectations  don't  fit  the  [new  culture  in 
which  the  children  are  growing  up.The  Asian  family's]  definition  of  the 
American  dream  is  distorted  because  they  lack  a  complete  under- 
standing of  the  elements  of  that  dream." 

For  today  however,  Marston's  dream  is  simply  to  watch  her  sister 
Bonnie's  son  play  in  a  community  football  league.  On  the  way  to  the 
game,  she  stops  at  a  nearby  Asian  market  for  provisions,  then  meets 
Bonnie  and  Bonnie's  husband,  Fred  Marceaux,  at  the  field.  The 
Marceauxs'  2001  Holiday  Rambler  RV  serves  as  a  home  base  for  the 
day's  activities. 

Fred  Marceaux,  a  founder  of  a  financial-services  company  and 
Bonnie  use  their  considerable  resources  to  benefit  their  extended 
families  and  the  community  The  couple  gained  an  instant  family 
last  year  when  they  adopted  five  Vietnamese  children.  A  loan  from 
the  couple  also  partially  underwrites  Marston's  $65,000  total  cost  of 
attending  the  University  of  Alabama  School  of  Law.  ' 

"When  1  asked  Bonnie  about  interest  or  when  I  have  to  pay  it 
back,she  said, 'It's  interest-free  until  you're  90, at  which  point  it's  100 
percent,' "says  Marston. 

ADDED  VALUE 

The  generosity  of  Marston's  extended  family  is  representative  of  a 
financial  paradox  that  often  emerges  in  Asian  communities.  Some 
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Asians,  says  Kang,  are  naturally  adept  at  financial  matters,  but 
"there's  this  other  side  where  [a  deal]  won't  make  good  business 
sense,  where  family  relationships  or  friendships  require  individuals 
to  do  things  that  are  financially  risky  such  as  being  a  guarantor  for 
someone's  loan." 

For  Marston.real  value  lies  in  sustaining  and  nurturing  a  sense  of 
intimacy  with  her  family  and  keeping  her  daughter  connected  to 
familial  roots.  During  Marston's  internship  at  the  district  attorney's 
office  in  Mobile  last  summer, Casey  reconnected  with  her  extended 
family  to  play  older  si.ster  to  her  new  girl  cousins.  In  the  process, she 
achieved  a  level  of  fluency  in  Vietnamese  that  exceeds  her  mother's 
and  pleases  her  grandmother 

Following  the  game,  Marston  drives  back  to  her  parents'  house, 
where  she  spends  the  rest  of  the  day  catching  up  with  them  and  her 
paternal  grandparents,  who  are  also  visiting. 

The  family  celebrates  the  mini-reunion 
with  dinner  at  the  casual  restaurant  Cock  of 
the  Walk.  The  unstructured  evening  differs 
dramatically  from  Marston's  tightly  regi- 
mented life  in  Northport.  Mondays  through 
Fridays  are  for  studying,  exercising  at  the 
local  community  center,  and  cleaning  the 
one-bedroom  apartment  she  and  Casey 
share.  She  sees  her  boyfriend,  an  electron- 
ics technician  for  BellSouth  who  lives  in 
Birmingham,  on  weekends  when  she's  not 
with  her  parents. 

HYBRID  MESSAGE 

A  concept  called  the  "Immigrant  Experience,"  which  builds  commu- 
nication around  points  of  intersection  between  so-called  typical 
American  life  and  a  person's  ethnic  background,  is  at  the  core  of 
many  marketing  approaches."Asian  Americans  are  savvy  consumers," 
says  Saul  Gitlin,  executive  vice  president  of  strategic  marketing 
services  and  new  business  development  for  Kang  &  Lee. "They're  not 
'walled  in'  from  American  culture  and  advertising.  To  reach  them,  a 
hybrid  marketing  approach  is  required." 

Marston  embraces  the  hybrid  nature  of  her  life,  but  her  com- 
bined ethnicity  has  had  consequences."Because  1  look  Caucasian, 
I'm  not  accepted  by  Vietnamese,  even  though  they  know  my  moth- 
er' she  says.  She  recalls  a  dance  in  the  Vietnamese  community 
when  she  was  12. "1  was  taller  than  all  the  other  kids  there." 

The  sense  of  being  "different"  is  another  facet  of  the  Immigrant 
Experience,  say  experts,  and  one  Marston  plans  to  use  to  her  full 
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advantage.  With  the  completion  of  hen 
degree  on  the  horizon,  Marston  wan 
practice  civil  law,  which  would  allow  h 
meld  her  openness  to  those  who  are  d 
ent  and  her  legal  skills. 

"I've  thought  about  volunteering 
child  abuse  prevention  services  and  t 
ing  people  such  as  the  Vietnamese  c 
munity  who  may  not  know  where  to  g< 
different  kinds  of  services,"  she  sa> 
might  be  that  one  person  in  a  law  firm 
can  reach  out  and  build  a  bridge  to  pe 
who  are  different.  1  hope  to  bring  about  change  in  people's 
tudes,one  person  at  a  time." 

THE  MARKET  SEGMENT  GROUP  CONCLUSIONS 

Building  bridges  of  understanding. 

•  Driven  by  cultural  predispositions,  Hispanics  and  Asians  are  less 
ly  to  have  candid  discussions  with  their  kids  about  drugs  and  se 

>  Only  73%  of  Hispanics  and  48%  of  Asians  have  ever  taike 
their  kids  about  drugs,  compared  with  88%  of  whites  and 
of  African  Americans. 

>  Only  52%  of  Hispanics  and  30%  of  Asians  have  ever  taIke 
their  kids  about  sex,  compared  with  80%  of  whites  and  ^9' 
African  Americans. 

•  If  the  trends  demonstrating  increased  trust  by  multicul 
Americans  of  the  current  government  continue,  incumb 
(especially  those  with  the  ethnic  vote)  should  do  well  in 
midterm  elections,  and  may  have  considerable  "coattails." 

>  Hispanics  (39%)  are  more  trusting  of  the  current  governr 
than  any  other  group  (21%  of  whites,  26%  of  African  Americ 
and  25%  of  Asian  Americans). 

•  A  decrease  in  overall  feelings  of  safety  since  September  11  re 
sents  an  opportunity  for  marketers  of  "safety"  (e.g.,  home  seci 
private  schools,  Caller  I.D.,  premium  grade  gasoline,  suburbs,  e 


32 


Portrait  of  the  New  America 


bruary  ^ 


m  rum 


niiiii 

9042  05045256  1 


www.forbes.com 


No  more  lost  car  keys. 
New  hope  for  Alzheimer's. 
Biotech  star  Tim  Tully  is  closingjn 
on  drugs  to  boost  memory. 


0^ 

lywood's 
V  Suckers 

sche  Goes 
-Road 


0T0<7-0T0tF6    V3  3WV9Nndf 

z*>99*7  an  and  3wv9Nndi 

I'll  in"r"iiii  iii"i""iiii  iii'T'Ti 

2033052         SOOOO  «Z/ZT<7£69£00aM: 

oso-3»*ion  id-yv3*»*»**»**»»»*  r9a3axi 


BURLINGAME 
JAN  2  3  2002 
LIBRARY 


-TAPfKfi 


\E.  2002  N  ISf  SAN  MAXIMA.  "Left.  No,  right.  No,  left.  Wait,  was  that  it?"  Time  to  tune  but  Lewis  aOd  Clark  in  the  backseat 

turn  on  the  Maxima's  navigation  system  instead*  lt  uses  a  network  of  24  satellites  to  plot  your  location.  Then  displays  your  route  on  a  flat  map 
3D  Birdview  perspective.  It  can  even  recite  directions  to  you  through  the  Maxima's  7  Bose  speakers.  Imagine  that.  Sound  directions  from 
jack.  And  side.  Apd  front.  For  specs,  click  NissanDriveQifcom  or  call  800-235-8880.  The  Nissan  Maxima.  CARS  LIKE  IT:  0 


anal.  GLE  interior  shown.  Requires  accurate  GPS  semice  to  be  available  and  operating  for  features  to  function  properly.  Mapping  may  not  be  detailed  in  all  areas.  Nissan, 
issan  Logo.  DRIVEIvl  and  Nissan  Model  Narries  are  Nissan  trademarks.  C  2001  Nissan  North  America.  Inc.  ' 
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More  productive  employees  and  lasting  relationships  with  partners  and  customers.  All  while  leveraging  existing  IT 
resources  to  increase  your  ROl.  To  learn  more  about  how  Novell  can  empower  your  business,  visit  www.novell.com 
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If  you  guessed  four  hundred, 
MidCap  Spiders  should  be 
an  easy  decision  for  you. 


If  you're  pondering  the  different  ways  of  investing  in  midcap 
companies,  put  your  brain  at  ease.  MidCap  Spiders  are  the 
best  parts  of  a  stock  and  a  mutual  fund  in  one.  Each  share  you 
buy  is  a  portion  of  the  whole  basket  of  S&P  MidCap  400"-' 
stocks,  just  like  a  traditional  index  fund.  And  with  Spiders, 
the  management  fees  are  very  low.  You  buy  and  sell  MidCap 
Spiders  the  same  way  you  buy  stocks,  paying  your  usual 
commission.  And  Spiders  trade  all  day,  allowing  you  to  sell 
anytime  without  a  penalty  MidCap  Spiders  (MDY)  are  one 
of  over  100  different  Exchange  Traded  Funds  listed  on 
the  American  Stock  Exchange.  So  you  can  be  smart  in  lots  of 
different  ways.  Talk  to  your  broker  or  financial  advisor.  Or  to  get 
more  details  call  1-800-THE  AMEX  or  visit  www.amex.com/MDY 
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Fees  and  expenses  wiii  reduce  the  performance  of  the  IVildCap  SPDR  Trust  as  compared  to  ttie  S&P  MidCap  400  Index.  For  more  complete  information  aoe 
prospectus,  including  potential  risVr,  3.i  MidCap  SPORs,  call  1-800-THE  AMEX  or  visit  www.amex.com/MDY.  Read  the  prospectus  carefully  before  you  Inve: 
MidCap  SPCRs  are  subject  to  risks  similar  to  those  of  stocks.  Investment  returns  will  fluctuate  and  are  subject  to  market  volatility,  so  that 
investor's  shares,  when  redeemed  or  sold,  may  be  worth  more  or  less  than  their  original  cost.  Past  performance  is  no  guarantee  of  future  resull 
ALPS  Distributors.  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust.  Standard  &  Poors'  "  "S&P'"'  Si 
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¥Vhere's  the  Virus-Proof  Computer?  I^u 

ne,s.scs  lose  billions  to  computer  virus 
yV^SwrWI^y    vandalism  and  hacks  ...  It  may  be  onl 

"  ~      matter  of  time  before  cyberterrorists  ta 
down  an  electric  utility  or  a  piece  of  \ 
tec--  -  lhT^S^         air  traffic  control  sy.stem  ...  The  U.S.  go 
ernment  ought  to  appropriate  $900  million  immediately  1 
cybersecurity  research.... 

Such  scary  talk  has  become  commonplace,  and  it  is  havi 
an  effect.  We  are  now  spending  a  small  fortune  on  antivirus 
ware,  firewalls  and  other  security  products.  In  a  story  on  pa 
64,  Elisa  Williams  describes  the  exploits  of  one  big  vendor 
computer  defenses,  whose  market  capitalization  is  $4  billion. 

For  all  the  money  spent  preventing  them,  though,  t 
assaults  are  getting  ever  more  numerous.  In  one  statistic  th 
represents  only  a  sampling  of  the  overall  problem,  Carney 
Mcllon's  Software  Engineering  Institute  tracks  the  number 
attacks  on  computers  reported  to  its  emergency  response  tea 

(in  the  .SKI'S  metric,  one    ^^^^.^^^ 

virus  spread  to  a  million 
PCs  would  count  as  one 
incident),  and  the  total  has 
been  growing  explosively. 

If  you're  just  an  ordi- 
nary user  not  familiar 
with  arcana  like  applica- 
tion protocol  interfaces, 
you  might  ask  a  simple 
question:  Why  are  com- 
puters so  prone  to  viruses? 
How  can  a  piece  of  e-mail  take  over  your  computer  and  wrei 
your  hard  drive?  It's  as  if  a  harassing  phone  call  didn't  just  wal 
you  up  at  3  a.m.,  but  caused  the  lights  to  go  on  and  the  bathti 
to  overflow. 

It's  not  such  a  naive  question.  Indeed,  in  testimony  in  Coi 
gress  over  the  infamous  Melissa  virus  of  1999,  one  of  Carneg 
Mellon's  emergency  response  experts  declared,  "There  is  notl 
ing  intrinsic  about  digital  computers  or  software  that  makt 
them  vulnerable  to  virus  attack  or  infestation."  Yet  they  seem 
vulnerable  as  ever.  Melissa  was  stamped  out,  only  to  give  way  I 
Fun  Love  and  then  Love  Bug  and  then  Nimda 

On  the  street,  technology  favors  the  good  guys.  The  polic 
get  digital  cameras,  DNA  tests  and  crime  databases,  and  ordinal 
thugs  cannot  keep  up.  On  the  network,  though,  the  technolog: 
cal  war  is  more  of  an  even  match.  The  hackers  and  virus-writei 
are  just  about  as  smart  as  the  virus  detectives.  It  seems  almo: 
inevitable  that  the  scary  exponential  trend  depicted  in  the  chai 
will  continue,  and  that  the  computer  security  business  will  enjo 
a  boom  for  decades  to  come. 


t/*'  ^^^^  EDITOR 


Computer  Intrusions  reporti 
to  Carnegie  Mellon's  Softwa 
Engineering  Institute,  annual 
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READERS  SAY 

Accounting  Speak 

Although  "(Jherchez  la  Footnote"  (Dec. 
24,  2001,  p.  115)  raises  valid  ftoints  on 
the  accounting  vagaries  contained  in  for- 
eign corporate  financial  reporting,  it  fails 
to  address  a  central  issue  of  the  lack  of 
commonly  accepted  global  standards  for 
audit,  internal  controls  and  integrity,  that 
is  the  underpinning  for  consistent,  be- 
lievable and  understandable  corporate 
accounting.  The  profession  has  side- 
stepped this  aspect  of  the  equation.  What 
good  is  a  more  common  set  of  global  ac- 
counting standards  when  they  are  built 
on  different  platforms,  assumptions  and 
legal  constructs? 

JONATHAN  B.  SCHIFF 
Teaneck,  N.J. 

Leading  Indicators 

"Troubling  Questions"  (Jan.  7,  p.  152) 
provides  troubling  advice  by  stating 
there  is  nothing  in  finance  theory  indi- 
cating P/Es  alone  should  predict  any- 
thing. Shareholders  would  be  foolish  to 
ignore  the  implications  of  high  P/E  ra- 
tios. A  high  P/E  ratio  for  a  stock  index, 
like  the  S&P  500,  tells  us  investors  are  pre- 
dicting a  high  rate  of  earnings  growth  in 
the  future.  Investors  should  assess  the  ra- 
tionale in  support  of  that  prediction. 

HOLLISTER  B.  SYKES 
Cranford,  N.J. 

Political  Currency 

"May  the  Best  Currency  Win"  (Jan.  21, 
p.  70)  rightly  points  out  that  privately 
issued  sterling  banknotes  flourish  in 
Northern  Ireland  and  Scotland.  It's 
tempting  to  agree  with  the  suggestion 
that  the  practice  be  expanded  with  the 
euro  into,  say,  Poland.  However,  the 
European  Union  would  never  sanction 
such  a  degree  of  independence.  This  is 
because  the  real  motivation  behind  the 
euro  is  political  control  of  Europe  and 
not  some  beneficent  gesture  to  its  peo- 
ples whereby  they  can  compare  prices 
between  one  country  and  another.  We 
are  told  the  euro  is  inevitable  in  the  U.K. 
Didn't  they  say  that  about  socialism  25 
years  ago? 

MICHAEL  SCHWARTZ 
Surrey,  U.K. 


Tough  Times 


I  was  just  wondering  about 
"What  Advertising  Downturn?" 
(Jan.  7,  p.  70).  If  lohn  Wren's 
Omnicom  had  such  a  good  2001, 
why  did  it  close  the  Minneapolis 
office  of  its  Rapp  Collins  World- 
wide subsidiary?  Tell  me  and  the 
other  50  people  who  lost  their 
jobs  that  the  company  is  reces- 
sion proof.  If  that  is  recession 
proof,  there  should  be  a  lot  of 
nervous  workers  out  there. 

DON  NICHOLES 
St.  Louis  Park,  Minn. 

Battling  Tobacco 

I  write  in  response  to  "The  Antitobacco 
Jihad"  (Jan.  7,  p.  50).  The  term  jihad  rmj] 
be  topical,  but  it  is  an  offensive  charac- 
terization of  the  efforts  of  thousands  of 
individuals  working  to  reduce  the  suf- 
fering and  mortality  from  tobacco-re-: 
lated  diseases.  The  National  Cancer  In-i 
stitute  has  concluded  that  the  promise  ofl 
lower  disease  risks  with  use  of  low-tari 
cigarettes  is  an  illusion.  The  unfortunate: 
consequence  of  that  illusion  is  thousands' 
of  smokers  who  have  continued  to 
smoke,  believing  they  were  lowering  their 
risks,  instead  of  quitting,  a  change  that 
would  have  had  a  real  health  benefit.  If 
the  writer  is  concerned  about  who  is  "not 
telling  the  truth,"  he  has  to  look  no  fur- 
ther than  the  tobacco  companies  who 
created  the  marketing  deception  of  lower: 
risk  with  use  of  lower-tar  cigarettes. 

DAVID  M.  BURNS,  M.D. 
San  Diego,  Calif. 

Forbes  I 

Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  editetj. 
Please  include  address  and  phone  number. 
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■ACT  AND  COMMENT 

y  Steve  Forbes,  editor-in-Chief 

With  all  thy  getting  get  understanding" 


BAG  THE  BUTCHER  OF  BAGHDAD 


HE  ADMINISTRATION  IS  IN  THE  THROES  OF  DECIDING  WHERE 
ow  to  take  the  war  on  terrorism.  The  answer  is  easy:  Saddam 
lussein  must  go.  He  succors  terrorism.  As  his  longtime,  bloody, 
omestic  oppression — including  gassing  Iraqi  citizens — and  his 
agression  demonstrate,  he  is  incorrigible. 

The  State  Department  wants  to  "contain"  Saddam  by  trying  to 
;tablish  a  new  regime  of  weapons  inspections  in  Iraq  or  perhaps  by 
'aging  a  bombing  campaign  against  suspect  sites.  These 
^proaches  are  nonsense,  variations  of  which  we've  been  trying  for 
;n  years.  Foggy  Bottomers  argue  that  overthrowing  Saddam  might 
pset  the  Saudis,  that  the  country  might  fall  apart,  that  our  allies 


will  be  reluctant,  that  the  Iraqi  opposition  is  weak  All  of  these  are 
rationalizations  for  inaction.  Afghanistan  has  more  ethnic  divisions 
than  Iraq,  but  overthrowing  the  Taliban  didn't  atomize  the  country. 
The  Northern  Alliance  was  even  more  feeble  than  Iraqi  anti-Sad- 
damers,  and  look  what  happened  when  we  rolled  up  our  sleeves. 
The  Saudis  may  fear  an  Iraqi  democracy  arising  on  their  borders, 
but  the  kingdom  is  going  to  have  to  start  liberalizing  regardless.  Our 
allies — most  of  them  anyway — ^will  fall  in  line,  just  as  they  usually 
do,  if  we  tal<:e  the  lead.  If  we  need  any  ground  reinforcements,  we 
can  caU  on  the  Turks.  The  more  thoroughly,  more  decisively  we 
move,  the  faster  we  can  complete  the  job  we  failed  to  finish  in  1991. 


U.S.  OF  EUROPE?  NOT  BY  A  LONG  SHOT 


4 

HE  EURO  IS  HERE  TO  STAY.  THE  PEOPLE  OF  WESTERN  EUROPE 
'Ul  grudgingly  get  accustomed  to  an  antiseptic,  acultural  money 
lat  doesn't  bear  the  likenesses  of  national  heroes  such  as 
[omer,  Michelangelo,  Marie  Curie,  Christopher  Columbus,  etc. 

But  those  who  view  the 
euro  as  the  vehicle  for 
generating  political  unifi- 
cation of  the  continent 
are  living  in  a  dream 
world.  You  cannot  create 
a  viable,  long-term  politi- 
cal union  by  decree  and 
stealth,  which  is  pretty 
much  how  the  euro  was 
concocted.  To  win  lasting 
legitimacy,  such  a  confed- 
eration must  be  built 
with  the  active  consent  of 
le  governed.  Polls  show  that  while  most  Europeans  support  the 
lea  of  unity,  they  dislike  and  disdain  euro  institutions,  particu- 
irly  regulation-loving  bureaucracies  in  Brussels  that  spew  out 
ales  covering  all  aspects  of  life,  such  as  what  constitutes  a 
anana  or  how  loud  a  lawnmower  can  be.  People  instinctively 
islike  these  entities  because  they  are  maddeningly  intrusive, 
blivious  to  people's  tastes  and  preferences  and,  most  disturb- 
ig,  unaccountable  to  voters. 

On  purely  economic  terms,  the  euro's  plusses  will  outweigh  its 
linuses,  which  will  be  bullish  for  euro  equities.  Weak  governments 
an  no  longer  hide  their  profligacy  by  printing  money.  A  single 
urrency  is  already  enabling  both  existing  companies  and  entre- 
reneurs  to  access  capital  beyond  their  national  borders,  breaking 
le  monopoly  of  local  banks.  Cheaper,  more  mobile  capital  will 
lean  more  prosperity.  Consumers  and  business  purchasing  agents 


isneyland  Paris:  If  the  euro  fails  to 
isurrect  stagnant  economies,  Europe 
lay  become  merely  a  tourist  mecca. 


can  now  easily  compare  prices  of  products  and  services  proffered 
by  merchants  and  suppliers  and  apply  pressure  for  more  effi- 
ciency and  lower  costs.  Politicians  will  eventually  be  forced  to  face 
up  to — and  ultimately  remove — roadblocks  to  economic  growth, 
such  as  excessive  taxation  and  rigid  labor  laws.  Inefficient  compa- 
nies won't  be  able  to  engineer  politically  motivated  currency 
manipulations  to  protect  them  from  neighboring  competitors. 

But  proponents  of  the  euro  have  never  hidden  tlieir  ultimate 
goal:  to  use  the  euro  as  a  vehicle  to  create  a  new  political  entit)'  to 
rival  the  U.S.  That's  why  they  claim  that  for  the  euro  to  work,  coun- 
tries must  harmonize  their  tax  codes  and  fiscal  policies.  That's  non- 
sense, of  course.  A  common  currency  does  not  mean  that  New 
Hampshire,  which  has  no  statewide  levies  on  incomes  or  retail  sales, 
must  have  the  same  level  of  taxation  that  tax-loving  Vermont  has. 

At  December's  fractious  meeting  on  how  to  govern  the  EU, 
national  governments  set  up  a  commission  headed  by  former 
French  president  Valery  Giscard  d'Estaing  to  draft  a  constitution. 
The  current  unwieldy  structure  will  become  even  more  awkward 
if  the  EU  follows  through  on  its  plans  to  add  up  to  12  more 
nations  over  the  next  few  years.  Don't  expect  a  product — due  in 
two  years — that  resem- 
bles the  handiwork  of 
James  Madison  et  al. 

The  Germans  want 
the  EU  to  be  ruled  by  the 
European  Parliament. 
The  French  like  the  idea 
of  countries  retaining 
veto  power  in  certain 
areas.  But  the  EU  might 
be  wise  to  ponder  Amer- 
ican-style federalism. 
Under  our  founding  doc- 


Europeans  should  look  to  our 
Constitutional  Convention  for  guidance 
on  creating  a  true  political  union. 
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FACT  AND  CDMMEN  T 

ument,  powers  were  divided  at  the  center  into  three  branches  of 
government  and  were  diffused  again  among  states  and  munici- 
palities. The  Bill  of  Rights  further  curbed  powers.  To  reassure 
the  French  (and  others  who  fear  German  domination),  the  EU 
should  create  its  version  of  the  U.S.  Senate.  Every  American 
state,  regardless  of  size,  has  two  senators.  And  the  Senate  has 
equal  power  with  the  House  of  Representatives,  where  seats  are 
apportioned  to  states  solely  by  population. 

Within  nations  there  should  be  a  genuine  devolution  of  power 
from  the  center  to  localities.  This  would  indeed  be  a  fundamental 
break  in  tradition  even  in  Great  Britain,  where  the  capital  exercises 
extraordinary  control  (by  American  standards)  over  Scotland, 
Wales  and  Northern  Ireland.  In  the  application  of  political  power. 


bloated  Washington,  D.C.  looks  positively  anemic  when  compare 
with  the  capitals  of  Europe.  Germany  calls  itself  a  federal  republi 
but  its  states  are  more  or  less  administrative  organs  that  carry  01 
policies  formulated  in  Berlin.  In  this  democratic,  high-tech  er 
however,  such  a  shift  to  a  more  decentralized  system  is  essential. 

Europeans  should  have  learned  by  now  how  endemic  and  co 
rosive  corruption  and  influence-peddling  are  when  extensive  powi 
is  concentrated  at  the  center.  Hardly  a  month  goes  by  in  France,  fc 
instance,  when  some  national  figure  doesn't  find  himself  enmeshc 
in  a  financial  scandal.  If  European  politicians  don't  begin  to  tack 
the  laborious  task  of  creating  polities  based  on  popular  consultatio 
and  accountability,  the  EU  will  ultimately  founder — and  it  won't  1 
because  some  local  restaurant  is  fleecing  confiised  customers. 


NO  BEAUTY  IN  THESE  BEASTS 

WHY  IS  PAPER  MONEY  HERE,  AND  NOW  IN  EUROPE,  SO  UGLY  SO  STERILE?  OUR  NEW  BILLS 
(with  the  blessed  exceptions  of  the  $1  and  $2  denominations,  which  haven't  been 
redesigned)  look  like  play  money,  something  that  could  be  found  in  a  Monopoly  set. 
Figures  such  as  Alexander  Hamilton  and  Andrew  lackson  look  as  if  they're  hopped  up 
on  speed  or  cocaine  and  could  use  a  strong  dose  of  Valium.  And  the  euro,  designed  to 
give  no  offense,  is  offensively  bland.  In  order  to  avoid  any  controversies  about 
political  correctness,  no  representations  of  people  adorn  these  pieces  of  paper. 

Look  at  an  old  U.S.  $20  bill  and  compare  it  with  the  new  version.  Look  at  the  now- 
defiinct  bills  of  the  past  from  Europe.  Why  can't  new  paper  money  be  beautiful,  uplift- 
ing and  reverential  or,  as  our  $1  bill  stUl  is,  instructive? 


VANDALIZING  OUR  HISTORY 


LIKE  BARBARIANS  SACIQNG  ROME,  THE  U.S.  PATENT  AND  TRADE- 
mark  Office  is  willfully  destroying  much  of  its  historic  files, 
which  date  back  to  1790  and  are  a  fabulous  "paper  trail"  of  the 
extraordinary  inventiveness  and  innovation  of  Americans.  The 
agency  says  it  is  scanning  and  digi- 
tizing this  treasure  trove,  so  there  is 
no  need  to  keep  the  documents. 
7\nything  the  office  considers  in  the 
category  of  "historic  papers"  is 
being  preserved  or  turned  over  to 

the  National  Archives.  By  that  criterion  they  presumably  would 
save  the  Constitution  and,  say,  Lincoln's  Gett)'sburg  Address,  but 
incinerate  millions  of  other  documents. 

One  appalled  individual,  Randy  Rabin,  has  been  going 
through  patent  office  trash  bins  and  retrieved  countless  intrigu- 
ing documents,  including  some  bearing  the 
name  of  TA.  Edison.  The  agency  harrumphs 
that  it  has  no  room  to  store  all  this  stuff.  If 
these  bureaucrats  had  an  ounce  of  entrepre- 
neurial inventiveness  and  any  sense  of  history, 
they  would  sell  the  documents,  even  if  for 
only  a  few  pennies  per  page.  The  items  could 
be  packaged  at  random,  and  buyers  would 
take  potluck  on  what  they  obtained.  History 
would  be  preserved  by  the  papers  going  into 
appreciative  hands,  and  the  agency  would  get 


^  Ingenuity's  Blueprints,  i 
Into  History's  Dustbin) 


Randy  Rabin  rummages  through  patent 
office  refuse  for  historical  gems. 


the  needed  funds  to  hire  extra  examiners  to  speed  up  the  curreni 
snail-paced  process  of  judging  patent  applications. 

Baby  boomers  may  recall  from  their  childhood  that  in  1955 
each  box  of  Quaker  Pufied  Wheat  and  Puffed  Rice  cereals  contained 
a  prize  of  a  deed  to  a  square  inch  ol 
land.  Kids  loved  the  idea  of  being  able 
to  eat  breakfast  and  get  a  real  asset  as  a 
reward.  Today  an  enterprising  cereal 
maker  could  put  in  a  deed  for  a  his- 
-New  York  Times        toric  patent  office  document,  and  it 
would  have  plenty  of  the  real  thing  to  send  to  consumers. 

Former  Congressman  Jim  Rogan  is  the  new  director  of  the! 
patent  office.  He  should  halt  this  wanton  destruction  and  let  thei 
American  people  become  the  stewards  of  these  records.  1 
Our  patent  system  is  enshrined  in  the  Constitution  in  Article  I, 
Section  8,  Clause  8.  It  is  a  system  that  spurs 
inventors  by  protecting  their  creations  and 
rewarding  them  for  the  fruits  of  their  labor.  At 
the  same  time,  the  system  makes  certain  this 
information  eventually  enters  the  public 
domain.  Lincoln,  who  held  a  patent  for  a 
device  to  "buoy  vessels  over  shoals,"  was  an 
ardent  admirer  of  the  patent  system,  saying  it 
"added  the  fuel  of  interest  to  the /ire  of  genius 
in  the  discovery  and  production  of  new  and 
useful  things."  F 
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AN  ASSORTMENT  OF  COPIERS 


When  it  comes  to  copying  solutions  tailored  to  fit  your  business,  Toshiba  tliouf-lit  of  everytliint;.  (Ilioose  from  a  family 
of  affordiible,  state-of-the-art  eopiers;  the  expandable  e-STUDIOlC)  for  small  workgroups,  the  powerful  e-STlIl)l().15 
for  medium-size  businesses,  and  the  F(]-22i  for  affordable,  hijjh  cpiaiity  color.  All  fit  nicely  in  digital  network 
environments  to  keep  you  and  your  company  connected.  How  sweet  is  that?  To  learn  more  about  our  complete  line  of 
copiers,  fax  machines  and  printers,  visit  copiers. toshiba. com  or  call  1-800-GO-TOSHIBA. 


O2002  Toshiba  America  Business  Solutions,  Inc.  Electronic  Imaging  Division  All  rights  reserved. 


TOSHIBA 

Don't  copy.  Lead. 


CAN  Opportunity 


owing  a  time-tested  process  for  identifying  companies  trading  below  fair  market  value. 


's  investing  only  in  those  companies  we  believe  have  the  most  potential. 


It's  knowing  our  disciplined  value  approach  has  delivered  solid  results. 

American  Century 


NTl 


Overall  Morningstar  Ratings™ 
Equity  Income  Fund  ***** 


Value  Fund 


**** 


century.com 
-AMCENor 
professional. 


Overall  Morningstar  Ratings' as  ofW/31/01.  Funds  rated  for  the  overall  ! 

period  among  4,673  domestic  equity  funds.  Past  performance  is  no  guarantee  | 

of future'results.  '  i 

for  each  fund  with  at  least  a  three-year  history,  Morningstar  calculates  a 

Morningstar  Rating '  metric  each  month  by  subtracting  the  return  on  a  90-day  j 
U.S.  Treasury  Bill  from  the  fund's  load-adjusted  return  for  the  same  period, 

and  then  adjusting  this  excess  return  fox  risk.  The  top  10%  of  funds  in  each  \ 

broad-asset  class  receive  5  stars,  the  next  22.57;  receive  4.stars,  the  next  35%  ■ 

receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  70%  receive  1  • 

star  Ten  out  of  twenty  Aiiierican  Century  domestic  equity  funds  have  been  \ 

rated  4  or  5  stars  by  Morningstar  The  funds  had  the  following  ratings  for  the  j 

3-,  5-  and  10-year  periods.  Equity  Income  4,  5,  NA;  Value  4,  4,  NA  out  of  ' 

4,673,2,960  and  881  domestic  equity  funds.  The  Overall  Morningstar  Rating  ] 

for  a  fund  is  derived  from  a  weighted,  average  of  the  performance  figures  asso-  ':■ 

'■  dated  with  its  3-,  5-  and  10-year  (ifiapplicable)  Morningstar  Rating  metrics.  \ 

Each  fund  is  rated  exclusively  against  U.S.-domiciled  domestic  equity  funds,  i 

Investment  income  may  be  subject  to  certain  stale  and  locaHaxes,  and, 
[  'depending  on  your  tax  status,  the  federal  alternative  minimum  tax.  Capital 
gain^are  not  exempt ffam federal  incpme  tax. 


Americ/os 
Century 


Investment  Managi 
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:URRENT  EVENTS 

y  Caspar  W.  Weinberger,  chairman 


RESTRUCTURING  THE  MILITARY-2002-STYLE 


America's  heavy  forces:  We'll  need  them,  too 


;  WE  BEGIN  THIS  THIRD  YEAR  OF  THE  21ST  CENTURY,  IT  IS 
iportant  to  note  how  infrequently  we  now  hear  last  spring's 
tchphrase  of  the  military  experts — "restructuring  the  mili- 
ry."  While  there  never  was  unanimity  in  defining  this  mantra, 
ost  people  had  in  mind  our  need  for  a  lighter,  more  mobile 
'hting  force,  equipped  with  better  information  capabilities 
id  more  advanced  technology.  No  one  could  argue  with  that, 
le  wars  we  could  be  involved  in  wOl  most  likely  be  far  from 
merican  shores  and  will  require  lighter  equipment  and  more 
r-  and  sea-lift  capabilities.  But  all  the 
perts  felt  that  because  no  Congress 
■  President  would  ever  again  support 
g  increases  in  defense  appropriations, 
ir  large,  heavy  forces,  which  had  won 
ch  a  stunning  victory  in  the  Gulf  war, 
ould  have  to  be  transformed  into 
;ht,  easily  mobQe  forces. 

The  conventional  wisdom  also  held 
at  we  would  never  deploy  an  effective 
issile  defense  system  because  we 
ould  continue  to  adhere  to  the  1972 
BM  Treaty,  which  prohibited  its  development. 

During  the  2000  presidential  campaign  George  W.  Bush  said 
;  would  end  U.S.  adherence  to  the  ABM  Treaty.  This  President 
:eps  his  promises.  In  about  four  months'  time  we  wLU  at  last  be 
;e  to  pursue  President  Reagan's  dream  of  an  effective  missile 
;fense  without  naysayers  lamenting  that  everything  we  do 
ust  be  "ABM  Treaty-compliant"  (read:  ineffective). 

Whatever  happened  to  the  conventional  wisdom? 

When  President  Bush  gave  notice  the  U.S.  was  withdrawing 
3m  the  ABM  Treaty,  the  Earth's  orbit  did  not  stop  nor  did  the  Rus- 
ins  or  Chinese  foam  at  the  mouth.  (Even  Vladimir  Putin  con- 
nted  himself  by  saying  only  that  the  U.S.  had  made  a  "mistake.") 

As  a  result  of  the  events  of  Sept.  1 1  and  the  firm  leadership 
Dm  the  President  and  the  Pentagon,  Congress  has  already  agreed 
some  of  the  needed  increases  in  defense  spending.  Quite  prop- 
ly,  more  is  sought  this  year.  It  has  become  apparent  in  Afghanistan 
at  while  our  highly  trained  Special  Operations  forces  have  per- 
rmed  splendidly,  we  need  more  of  them,  as  well  as  lighter-armed 
id  mere  easily  transported  troops.  But  it  has  also  become  clear 
at  we  should  not  abandon  or  transform  our  heavy  divisions.* 

The  victory  in  Afghanistan — and  I  don't  think  it's  too  early 
call  it  that — was  achieved  by  new  strategies.  We  used  small 
ambers  of  Special  Operations  troops  for  difficult  and  demand- 
g  missions,  such  as  night  intelligence-gathering  inside  Taliban- 
id  al  Qaeda-held  territory  and,  even  more  important,  for  coor- 
nating  and  targeting  in  artillery  and  aerial  bombardments. 


We  used  the  Air  Force  for  precision  bombing,  much  Uke  field 
artillery  units,  laying  down  well-coordinated  and  devastating 
roOing  barrages  ahead  of  the  Northern  Alliance's  advances.  This 
broke  the  back  of  Taliban  resistance,  and  their  dazed  troops 
turned  and  ran.  The  Northern  Alliance  and  U.S.  attacks  smashed 
through  supposedly  impregnable  defenses  at  high  speed,  leaving 
only  the  Tora  Bora  caves  as  a  last  major  stronghold — a  stronghold 
nearly  pounded  into  oblivion  by  our  lethal  bombing.  The  entire 
campaign  has  resulted  in  exceptionally  low  loss  of  life  for  the  U.S. 

We've  learned  that  we  now  need  to: 

•  Restore  our  military  forces  after  eight 
years  of  Clinton  neglect.  Afghanistan  is 
not  the  only  nest  of  terrorism  we  will 
need  to  deal  with,  and  other  forces — 

.  «  including  heavy  units — and  other  tactics 
J  may  well  be  required  to  level  other  ter- 
rorist havens,  such  as  Iraq. 

•  Maintain,  as  well  as  add  to,  our  long- 
range  bombers  and  carrier  forces.  Our 
immensely  successful  air  attacks  in 
Afghanistan  had  to  be  mounted  from 

distant  bases  and  a  few  aircraft  carriers.  Close-in  bases  may  not 
always  be  available  to  us. 

•  Acquire  and  deploy  a  human  intelligence  capability  enabling  us  to 
know,  in  advance,  what  new  horrors  are  being  planned  against  us. 

•  Train  more  Special  Operations  forces  to  supplement  the 
superb  units  we  now  have. 

•  Press  ahead  with  research,  development  and  deployment  of 
the  most  promising  missile  defense  systems  as  soon  as  possible. 

•  Coordinate  and  strengthen  our  homeland  defenses  and  re- 
sponse capabilities.  Few  cities  could  duplicate  New  York's  enor- 
mously skilled,  effective  and  heroic  response  to  the  Sept.  1 1  tragedy. 

The  Bush  Administration  is  moving  forward  smartly  on  all 
fronts,  but  these  initiatives  will  require  much  money  and  time  to 
secure.  Those  who  balk  at  this  should  consider  the  alternatives: 

•  Give  up,  and  devise  clever  reasons  for  not  pursuing  and  destroying 
terrorist  networks  and  terrorists  wherever  they  may  be. 

•  For  those  sufficiently  degenerate,  follow  the  path  of  lohn  Walker. 
Some,  in  their  devotion  to  "diversity,"  seem  reluctant  to  unpose  the 
maximum  possible  penalties,  including  execution,  on  Walker,  who 
took  up  arms  against  our  troops  and,  therefore,  our  country.  F 

*The  only  amusing  feature  of  this  whole  subject  is  a  New  York  Times  article — apparently 
the  first  in  a  new  campaign  to  burnish  Mr.  Clinton's  "legacy" — contending  that  it  is  "Bill 
Clinton's  military  that  has  actually  been  winning  this  war."  The  article  even  compares  the 
performance  of  the  largely  housekeeping,  Salvation  Army-type  activities  of  forces  in  the 
Balkans  with  the  military's  stunning  victory  in  Afghanistan.  What  will  be  next?  An  equally 
learned  article  pointing  out  that  it  was  Clinton  who  won  the  Cold  War  and  the  Gulf  war? 
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I^e  new  bottom  //^ 


Business  as  usual? 
Never  heard  of  it.  Now 
it's  turn  on  a  dime.  Get  it 
to  market  today  because 
tomorrow  is  too  late. 

At  Tyco  Capital,  we've 
helped  hundreds  of  companies 
with  lending  and  leasing 
solutions  ASAR  Each  one 
designed  to  take  advantage 
of  a  changing  world  and  still 
manage  the  bottom  line. 

And  that,  of  course, 
is  our  bottom  line. 

We're  Tyco  Capital. 
The  financing  subsidiary  of 
Tyco  International.  On  the 
Web  at  tycocapital.com. 


Capital  Corporation,  Tyco  Capital  companies  are  subsidiaries  of  Tyco  International  Ltd. 
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One  of  the  top  five 

pharmaceutical  M 
companies  doesn't 
use  Autonomy 


Now  more  than  ever,  companies  must  reduce  costs 
and  operate  more  efficiently.  Autonomy's  technology 
automates  the  applications  -  portals,  business 
intelligence,  CRM,  e-business  -  that  empower 
companies  to  use  their  core  resources  more 
effectively.  With  Autonomy's  power,  computers  can 
understand  the  24/7  deluge  of  digital  information. 
E-mails,  Web  pages,  documents,  voice  mails, 
pictures,  audio  files  and  XML  pages  are  categorized, 


prioritized  and  delivered  without  any  manual 
intervention.  No  wonder  that  four  out  of  the  five  top 
FORTUNE  500"  pharmaceutical  companies  rely  on 
Autonomy  to  increase  productivity  and  deliver  return 
on  investment. 

To  find  out  what  ROI  Autonomy  can  bring  to  your 
business,  call  us  at  1-877-MYAUTONOMY  or  visit 
us  at  www.autonomy.com 

».  *-  «^  ^ 


Autonomv 


MGITAL  RULES 

y  Rich  Karlgaard,  publisher 


LOOKING  FOR  SMOOTH  AIR 


FF  BERMUDA  DUNES  AIRPORT,  OVER  THE  CALIFORNIA  DESERT 
an  altitude  of  1 ,000  feet,  we  hit  our  first  potliole.  More  would 
ime.  Abeam  Palm  Springs  at  4,500  feet,  then  through  Banning 
iss,  in  an  attempt  to  sneak  quietly  between  Mount  Gorgonio 
1,499  feet)  and  Mount  San  Jacinto  (10,804  feet),  our  family 
;ssna  172SP  became  for  20  minutes  a  popcorn  kernel  in  a  big 
achine.  The  tiny  four-seater  is  known  to  be  a  slow  and  steady 
rplane,  capable  of  level  flight  for  five  hours  at  about  1 30mph. 
at  somewhere  over  the  town  of  Banning,  it  smacked  into  one  of 
ose  huge  barometric  pressure  differentials  that  often  pinch  off 
e  Los  Angeles  basin  from  the  desert  and  make  the  Banning  Pass 
fierce  air  funnel.  Our  groundspeed  quickly  deteriorated  to  a 
nge  of  between  85mph  and  120mph, 
spending  on  whether  our  2,550-pound 
uminum  high-winged  popcorn  ball  was 
omentarily  going  up  or  down. 

That's  how  our  first  flight  of  the  year 
rgan.  My  daughter  moaned  in  the  backseat, 
;r  little  head  on  her  mom's  lap.  My  5-year- 
d  boy  played  earnest  copilot  in  a  child 
)oster  seat,  but  his  adult-size  Bose  headset 
nded  to  slip  under  his  ears  with  every 
imp  and  yaw.  "Awesome,  Dad!"  he  said, 
o  sweetly.  The  little  guy  was  tr)dng  to  be  a 
TO.  He  was  soothing  our  spirits  even  as  the 
ickseaters  felt  sick  and  the  big  idiot  in  the  fi-ont  left  seat  was  fight- 
g,  literally  with  sweaty  palms,  to  get  a  grip  on  this  thing. 

Suddenly — the  worst  was  over.  Smooth  air  lifted  us  over 
ike  Arrowhead,  then  westward  over  Magic  Mountain  to  Santa 
irbara,  and  up  through  the  Salinas  Valley  to  home.  The  coastal 
ountains  underneath  our  left  wing  were  gauzed  in  a  fine  mist, 
ce  a  Japanese  postcard.  All  was  well;  the  precious  cargo  asleep. 

This  will  be  how  Flight  2002  goes,  I  think:  rough  air  and 
:kening  downdrafts  for  the  first  three  months.  Then  it  all  gets 
rtoother,  and  we  can  think  beyond  the  next  60  seconds.  Per- 
ips,  if  we're  lucky,  we'll  come  to  see  the  magical  possibilities 
id  dream  of  glorious  conquest  once  more. 

/atch  Producers,  Not  Consumers 

J  least,  so  thinks  Brian  Wesbury.  Brian  is  one  of  our  two  favorite 
orking  (as  opposed  to  academic)  economists,  and  we've  sung 
s  praises  here  for  years.  WeO,  hallelujah!  The  Wall  Street  Journal 
cently  named  Brian  the  winner  of  the  newspaper's  economic 
recasting  contest.  Brian  beat  out  53  other  economists  in  his 
■edictions  of  quarterly  GDP  and  interest  rates  for  200 1 . 

No  fluke,  that.  The  Griffin,  Kubik,  Stephens  &  Thompson 
recaster  does  his  homework  and  runs  his  data  through  a  disci- 


Last  year's  top  forecaster,  Brian  Wesbury, 
likes  2002's  second  half. 


plined  technical  analysis.  So  do  the  other  top  economists,  one  pre- 
sumes. Brian's  secret  is  that  he  cheats.  Or  at  least  it  looks  like  cheat- 
ing, because  what  Brian  actually  does  is  ask  the  critical  questions  that 
few  formal  economists  bother  to  ask  anymore.  Questions  such  as: 

•  Are  America's  producers  of  goods  and  services  equipped  and 
motivated  to  produce  more  or  less  stuff  in  the  coming  year? 

•  Will  changes  in  the  Federal  Reserve's  funds  rate  help  or  hinder 
their  efforts  to  produce? 

•  Will  tax  and  regulatory  policy  energize  or  douse  the  people's 
will  to  invest  and  innovate? 

In  short,  Brian  is  a  supply-sider.  Basically  this  means  that  in 
his  economic  forecasting  he  takes  very  seriously  what  suppliers  are 
doing,  or  not  doing.  On  the  flip  side,  he  dis- 
counts what  consumers  are  doing  or  think- 
ing. He  thinks  those  canards  beloved  by  TV 
anchors,  such  as  "consumer  confidence  lev- 
els," are  idiotic  and  signify  nothing.  "Watch 
producers"  is  his  creed.  It's  that  simple. 

Throughout  2001  America's  producers 
were  cowed  by  inventory  buildups  and  a 
cost  of  borrowing  that  was  in  truth  much 
higher  than  interest  rates  denoted,  thanks  to 
a  severe  disinflation.  As  we  begin  2002, 
inventory  is  shrinking.  But  enough  money 
to  relubricate  the  economy  is  only  now 
working  its  way  through  the  system — a  salutary  effect  of  Sept.  1 1 . 

Bottom  line:  Wesbury  sees  a  recessionary  first  quarter,  fol- 
lowed by  a  very  modest  uptick  in  Q2  and  a  return  to  3.5%  GDP 
growth  in  the  second  half.  That's  when  the  positive  effects  of 
inventory  work-off,  a  goosed  money  supply  and  Bush  tax  cuts 
happily  converge.  For  2003  and  2004,  he's  quite  bullish.  (For 
more  on  Wesbury,  visit  www.gkst.com.) 

Busting  Out 

We  were  right  on  Wesbury.  We  were  right  on  Siebel  Systems,  too. 
Saluted  in  the  Nov.  26,  2001  column,  the  stock  is  up  79%  since 
then.  I  predict  Siebel  will  be  a  five-bagger  (500%  increase)  off 
our  reference  price  of  19  within  three  years.  The  stock  is  now  34. 
Hold  it  if  you  easily  tolerate  yaws  and  downdrafts.  Cash  in  if  you 
like  smoother  air. 

Other  picks  from  that  column  have  performed  fetchingly. 
Webmethods  is  up  130%;  Network  Appliances  is  63%  higher; 
and  BEA  Systems  has  jumped  58%.  Trailing  are  Juniper  and 
Foundry  Networks,  both  flat.  This  shows  optical  networking  is 
not  out  of  the  woods  yet.  F 


Forbes 


To  see  past  Digital  Rules  columns,  visit  our  Web  site  at 
www.forbes.com/karlgaard. 


FORBES*  February  4,  2002  33 


Hollywood  found  another  bunch  of  suckers  to  finance  movies— German  taxpayers. 


BY  JOHN  GORHAM 

W£  WERE  SOLDIERS  IS  A  VIET- 
nam  War  drama  that  stars 
Mel  Gibson  as  the  com- 
mander of  an  embattled 
U.S.  Army  battalion.  Set  for 
a  March  release,  the  film  wiU  be  distributed 
by  Viacom,  whose  Paramount  motion  pic- 
ture unit  handled  most  of  the  movie's 
production. 

But  for  all  its  efforts,  Viacom  won't  own 
the  film.  That  honor  goes  to  Motion  Pic- 
ture Production  GmbH,  a  German  part- 
nership. After  raising  $160  million  from 
wealthy  German  investors  last  year,  MPP 
bought  the  drama  from  Viacom,  quickly 
tapped  Paramount  to  make  the  movie, 
then  leased  back  the  filni's  worldwide  dis- 
tribution rights  for  the  next  20  years  to  an- 
other Viacom  subsidiary.  Viacom  gets  the 


option  to  repurchase  the  copyright  fi-om 
MPP  at  the  end  of  the  term. 

But  don't  think  that  a  bunch  of  Ger- 
man doctors  and  lawyers  had  much  say  in 
casting  and  plot  decisions.  The  financing 
machinations  are  mere  window  dressing 
to  satisfy  German  tax  authorities.  Para- 
mount is  simply  charging  German  in- 
vestors for  the  right  to  use  the  film's  copy- 
right as  a  way  to  defer  income  taxes.  A 
studio's  take  in  these  sorts  of  deals  ranges 
from  6%  to  8%  of  the  production  budget 
but  has  run  as  high  as  15%. 

Selling  tax  shelters  to  Germans  has  be- 
come big  business  in  Hollywood.  Over  the 
past  five  years  German  public  film  funds 
like  MPP  have  raised  $6.4  billion  to  "pro- 
duce" Hollywood  feature  films,  according 
to  Screen  Capital  International.  Para- 


mount, New  Line  Cinema,  Universal  anc 
Fox  have  all  used  German  film  funds  tc 
make  films  like  Mission:  Impossible  2,  twd 
of  The  Lord  of  the  Rings  movies  ang 
Shallow  Hal.  i 
Other  countries,  such  as  the  U.K.] 
Canada  and  Australia,  offer  similarly  struc- 
tured sale-leaseback  deals,  provided  the  stu- 
dios use  native  actors  or  shoot  portions  ol 
the  film  within  their  borders.  Germany  has 
no  such  restrictions,  meaning  German  tax- 
payers are  subsidizing  Hollywood  movies 
and  getting  nothing  in  return.  "It's  an  un- 
intended loophole,"  says  Schuyler  Moore, 
a  Los  Angeles-based  lawyer  at  Stroock, 
Stroock  &  Lavan,  who  advises  studios  on 
these  deals.  "Most  tax  shelters  are  designed 
to  encourage  local  production.  The  Ger- 
man one  does  not." 
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Under  German  Fox's  Shallow  Hal  was  one  of  many  studio 
:  law  investors  in   fi'nis  that  has  used  German  tax  money. 

ns  must  deduct  100%  of  their  invest- 
int  up  front,  then  report  license  receipts 
ardinary  income.  Given  Germany's  51% 
)  tax  bracket,  a  German  putting  $1,000 
o  Hollywood  is  putting  in  only  $490  of 
,  own  money.  If  the  film  doubles  in- 
;tors'  money,  he  gets  $980  back  aftertax. 
■  as  if  film  investing  were  tax  free. 

Now,  with  all  the  fees,  not  many  a  film 
^s  off  at  2-to-l,  but  the  deal  could  still 
ike  sense  if  the  investor  used  a  lot  of  lever- 
;  to  goose  the  tax  effect.  Which  investors 
,  with  nonrecourse  loans.  Studios  get  a 
)sidy.  Promoters  get  rich.  Everybody  wins 
:ept  for  the  German  tax  collector. 

David  Molner,  the  founder  of  Screen 
pital,  recognized  the  benefits  of  Ger- 
in  film  funds  while  working  as  an  exec- 
ve  at  Viacom  in  the  1990s.  Under  Ger- 
m  accounting  the  producer  of  an 


intangible  asset  like  a 
film  must  treat  the 
production  costs  as  an 
expense.  The  tax  law 
goes  along  with  this 
interpretation.  Some 
rituals  must  be  ob- 
served. The  film  fund 
must  "produce"  the 
film;  simply  acquiring 
celluloid  already  in 
the  can  won't  do. 

In  1998  Para- 
mount raised  a  $130 
million  fund  to  fi- 
nance TJie  General's 
Daughter  and  Double 
Jeopardy.  The  follow- 
ing year  Paramount 
raised  another  fund  to 
finance  the  immensely 
successful  Mission:  Im- 
possible 2,  starring 
Tom  Cruise.  Other 
studios  quickly  copied 
the  deals. 

The  gold  rush  may 
be  short-lived.  Re- 
cently the  German 
government  restricted 
the  amount  of  lever- 
age investors  can  use 
in  their  film  invest- 
ments. It  also  pro- 
duced a  new  set  of 
guidelines,  under  which  funds  must  show 
that  they  aren't  just  a  tax  dodge. 

Without  the  advantage  of  big  leverage 
and  with  lower  interest  rates,  German  in- 
vestors are  losing  interest  in  leasing  deals. 
The  MPP  fiand  was  expected  to  raise  $1  bil- 
lion for  seven  Paramount  films.  It  raised 
enough  for  only  one  movie.  Instead,  Ger- 
man investors  are  being  drawn  to  so-called 
venture  deals,  which  offer  some  tax  breaks 
as  weU  as  a  true  equity  investment  in  the 
film.  Example:  The  Mediastream  venture 
fund  raised  $50  million  to  make  Univer- 
sal's  sleeper  hit  The  Fast  and  the  Furious. 
Seventy  percent  of  the  fund's  proceeds  are 
handled  like  a  traditional  leasing  deal  with 
tax  deferrals.  But  30%  of  the  deal  is  in  eq- 
uity, which  entides  investors  to  a  cut  of  any 
additional  revenues  after  distribution  and 
marketing  fees  are  backed  out.  Given  the 


Show  Us  the  Money 

Hollywood  has  a  long  history  of 
exploiting  other  people's  money. 


Early 

1980s  U.S.  equity  markets  back 
outfits  like  Caroico  (Rambo),  which 
eventually  goes  bankrupt  after  piling 
up  debt  and  a  string  of  flops. 


Late  I980s-Eariy  1990s  Foreign 
nationals  buy  Columbia,  Universal  and 
MGM.  Busts  like  Last  Action  Hero  lead 
Sony  to  write  down  $2.7  billion. 


Mid- 
1990s  Insurers  write  policies  to 
cover  revenue  shortfalls.  When  several 
movies  bomb,  like  The  People  vs.  Larry 
Flynt,  the  insurers  refuse  to  pay  up. 


Uatc  1990s  German  media 
companies  invest  hundreds  of  millions  to 
produce  duds  like  Battlefield  Earth.  The 
money  dries  up  after  their  shares  collapse. 
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movie's  success,  Mediastream  investors 
should  double  their  money  over  the  eight- 
year  life  of  the  fund,  not  counting  any  tax 
advantages.  The  investors,  of  course,  can't 
be  sure  until  they  cash  their  checks.  Holly- 
wood accounting  has  a  way  of  making 
profits  elusive,  even  on  hit  films. 

Could  it  be  that  the  Mediastream  fund 
is  doing  well  because  Universal  underesti- 
mated how  well  TJw  Fast  and  the  Furious 
would  perform?  Says  Michael  Braun,  a  film 
consultant  in  Germany:  "Studios  unload 


their  second-class  movies 
mostly  to  the  funds.  The 
ones  where  they  expect  prof- 
its, they  keep  for  themselves." 

In  tightening  restrictions 
on  film  tax  shelters,  Ger- 
many may  be  forcing  its  cit- 
izens to  act  more  like  traditional  Holly- 
wood angels — suckers,  that  is.  Venture 
funds,  particularly  those  backing  indepen- 
dent nonstudio  films,  often  have  usurious 
fees  and  meager  returns.  Says  Moore:  "All 


It's  an  unintended  loophole. 
Most  tax  shelters  are  designed 
to  encourage  local  production." 


the  funds  are  now  being  structured  so  tha 
the  investors  really  are  at  risk.  If  there's  on) 
industry  where  you  don't  want  to  be  at  risk 
it's  the  entertainment  industry.  Most  film 
lose  money." 


Kabuled  Together 

Oil  companies  have  dreamed  of  a  trans-Afghan 
pipeline.  Are  they  crazy  enough  to  pull  it  off  now? 

BY  DANIEL  FISHER 

I r  HAS  BEEN  CALLED  "THE  PIPELINE  FROM  HELL,  TO  HELL, 
through  heU."  It's  a  790-mile  conduit,  48  inches  in  diameter, 
that  would  snake  across  Afghanistan  to  carry  natural  gas  fi-om 
eastern  Turkmenistan — with  25  trillion  cubic  feet  of  proven  re- 
serves— to  energy-hungry  Pakistan  and  beyond.  Unocal  Corp. 
and  Bridas  Petroleum  of  Argentina  once  vied  for  the  $1.9  billion 
project  in  the  1990s.  Now,  with  the  collapse  of  die  Taliban,  oil  ex- 
ecutives are  suddenly  talking  again  about  building  it. 

"It  is  absolutely  essential  the  U.S.  make  the  pipeline  the 
centerpiece  of  rebuilding  Afghanistan,"  says  S.  Rob  Sob- 
hani,  a  professor  of  foreign  relations  at  Georgetown  Uni- 
versity and  head  of  Caspian  Energy  Consulting.  The  State 
Department  thinks  it's  a  great  idea,  too.  You  could  avoid 
routing  the  gas  through  Iran,  and  free  Central  Asian  re- 
publics fi-om  having  to  ship  through  Russian  pipelines. 

But  like  everything  else  in  Afghanistan,  the  unbuilt 
pipeline  is  already  scorched  by  history.  Bridas  made  a  stab 
at  construction  in  the  1990s,  says  Pakistani  financial  jour- 
nalist Ahmed  Rashid,  who  recalls  bumping  into  Bridas 
Chairman  Carlos  Bulgheroni  leaving  a  meeting  with  Tal- 
iban leaders  in  Kandahar  in  early  1997.  Later  that  year  Un- 
ocal formed  a  consortium  to  build  the  pipeline;  Bridas  sued 
the  California  oil  giant  for  stealing  its  idea.  (Bridas  lost.) 
Unocal  mixed  it  up  with  tyrants,  too,  flying  a  delegation  of 
Taliban  officials  to  its  engineering  headquarters  in  Hous- 
ton, with  a  side  trip  to  the  NASA  Space  Center. 

It  gets  uglier.  The  Taliban  lusted  after  the  $25  million  a 
year  in  would-be  pipeline  royalties.  Such  a  prize  leads  Cen- 
tral Asia  expert  William  O.  Beeman,  a  professor  at  Brown 
University,  to  conclude  that  Osama  bin  Laden's  1998  bomb- 
ings of  U.S.  embassies  in  Africa  were  designed  to  snip  the 
budding  relationship  between  the  Taliban  and  Western  in- 
terests. "Bin  Laden  didn't  want  the  Taliban  to  be  in  bed  with 


the  U.S.,"  he  says.  "It  would  have  made  his  position  untenable.'' 
A  Unocal  spokeswoman  insists  the  company  never  considerei 
building  the  pipeline  under  an  illegitimate  regime — and  is  m 
longer  interested  in  the  region.  Still,  the  potential  bounty  of  de' 
livering  $700  million  or  so  of  gas  each  year  is  bound  to  temp 
someone,  even  if  Afghanistan's  new  interim  government  and  ok 
warlords  can't  bury  the  scimitar. 

At  least  whoever  picks  up  the  challenge  needn't  worry  aboui 
whether  the  Afghans  will  blow  the  thing  up.  Unocal  studied  thi 
problem  extensively  and  concluded  that,  with  the  exception  a 
Colombia,  rebels  in  war-torn  countries  rarely  destroy  key  element 
of  the  economic  infrastructure.  That's  true  even  in  Afghanistan 
where  a  series  of  dams  and  hydroelectric  plants  built  with  Amer' 
ican  support  in  the  1950s  and  1960s  have  survived  two  decades  & 
almost  constant  warfare.  Blasting  giant  Buddha  sculptures  is  ont 
thing,  sabotaging  royalties  quite  another. 


The  New  Great  Game 

Turkmenistan's  natural  gas  fields  are  a  draw  for  energy  companies,  A 
they  worth  the  $2  billion  investment— and  a  passel  of  political  froub 
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ODAY 


TOMORROW 


TOYOTA 


lass-produce  a  hybrid  The  other  10% 

ystem  that  reduces 
mog-forming  emissions 
>y  up  to  90% 


Ibi- 


In  1997,  Toyota  was  the  first  car  company 
in  the  world  to  mass-produce  a  hybrid 
vehicle.  By  combining  gasoline  and  electric 
power,  the  Prius  reduces  smog-forming 
emissions*  cuts  gas  consumption  in  half, 
and,  in  short,  has  revolutionized  the  way 
cars  affect  our  environment. 

Even  so,  we're  not  resting  on  our  laurels. 
The  Toyota  Hybrid  System  is  being  further 
refined,  to  make  it  cleaner  and  more 
efficient.  And  we're  continuing  to  search 
for  even  greener  forms  of  transportation. 

Our  hydrogen-powered  fuel  cell  hybrid 
SUV  is  now  being  road-tested.  Its  only 
emission  is  pure  water.  Beyond  that,  who 
knows.  But  no  matter  what  alternatives 
are  discovered  in  the  future,  they  won't 
be  found  overnight.  They'll  be  the  result 
of  90%  perspiration.  And  10%  inspiration. 

www.toyota.com/tomorrow 


on  measurements  of  hydrocarbons  and  oxides  of  nitrogen.  Compared  to  the  average  car.  fO200/^ 
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Where  others  see  danger, 
NTV's  Boris  Jordan  sees 
opportunity. 


From  Russia  With  Love 

Intrigue,  sex  scandals,  arrest  warrants.  That's  just  the  off-the-set  plot. 


BY  PAUL  KLEBNIKOV 

NO  FOREIGNER  HAS  NEGOTI- 
ated  the  treacherous  currents  of 
Russia's  privatization  more 
boldly  than  American-born  in- 
vestment banker  Boris  Jordan. 
Over  the  past  decade  Jordan  has  made  and 
lost  millions  for  George  Soros,  Kenneth 
Dart  and  other  speculators. 

Now  he's  testing  the  waters  of  Russian 
television.  A  year  ago  Jordan  was  brought 
in  to  clean  up  the  financial  mess  at  NTV, 
Russia's  largest  privately  owned  TV  net- 
work. NTV's  majority  owner,  natural-gas 
giant  Gazprom,  says  it  wants  to  get  out  of 
the  media  business  and  has  hired  Dresd- 
ner  Kleinwort  Wasserstein  to  help  sell  NTV 
and  a  group  of  related  media  properties 
(an  entertainment  channel,  a  satellite  TV 
network,  radio  stations,  magazines  and 
newspapers).  Jordan  says  he  has  assembled 
an  international  consortium  to  bid  for  the 
property.  "This  could  be  the  leading  verti- 
cally integrated  media  company  in  Rus- 
sia," he  proclaims. 

There  are  plenty  of  interested  parties. 
Rupert  Murdoch's  News  Corp.,  which  al- 
ready owns  part  of  STS,  Russia's  third- 
largest  independent  network,  says  it  might 
bid.  Ted  Turner,  who  tried  to  buy  a  40% 
stal<e  in  NTV  for  around  $100  million  two 


years  ago,  may  try  again.  Vivendi  Universal 
and  Bertelsmann  have  been  sniffing 
around,  as  has  Ronald  Lauder,  who  is  seek- 
ing to  boost  his  faltering  European  media 
empire. 

WTiile  the  growth  opportunities  are 
huge — television  advertising  spending  rose 
from  $230  million  to  an  estimated  $400 
million  last  year — it's  a  rough  business. 
The  majority  owner  of  TV6,  a  rival  inde- 
pendent network,  oligarch  Boris  Bere- 
zovsky, has  been  living  abroad  ever  since 
Russian  prosecutors  began  investigating  his 
role  in  an  embezzlement  scandal.  Mean- 
while, Berezovsky  has  turned  TV6  into  a 
vehicle  for  Putin-bashing  diatribes. 

But  TV6  got  a  big  break  last  year  with  a 
program  called  Za  Steklom  (Behind  the 
Glass).  This  program,  closely  resembling 
the  CBS  reality  show  Big  Brother,  featured 
six  young  adults  stuck  together  in  a  glass 
apartment.  So  successflil  was  Za  Steklom 
that  TV6  aired  the  program  two  or  three 
hours  every  day  and  nearly  doubled  its  net- 
work market  share.  Of  course,  it  helped 
that  the  program  showed  the  girls  naked 
in  the  shower  and  ended  the  season  with 
sex  scenes  graphically  recorded  with  infra- 
red cameras. 

One  party  that  was  not  amused  was 


the  Dutch  TV  company  Ende 
mol,  which  developed  the  Bi 
Brother  concept  and  de 
manded  that  rV6  pay  a  licens. 
fee,  like  19  other  network 
around  the  world  airing  Bi 
Brother  knockoffs.  rV6  replici 
that  Za  Steklom  had  nothin 
to  do  with  Big  Brother  and  wa 
inspired  by  a  Russian  literar 
classic  from  the  1920s.  Endt 
mol  is  threatening  to  sue. 

The  general  director  o 
I V6,  Yevgeny  Kiselev,  recentl' 
became  the  victim  of  a  real 
life  Big  Brother.  A  Russiai 
Web  site  published  videoclip 
of  "a  man  resembling  Kiselev' 
performing  unusual  sex  acts 
(No  one  knows  who  pro 
duced  the  video,  or  whether  it's  a  hoax.) 

Meanwhile,  claiming  that  Berezovsk) 
has  trampled  its  shareholder  rights,  a  mi 
nority  shareholder  of  TV6,  big  oil  outfi 
Lukoil,  has  obtained  a  court  order  to  liq 
uidate  the  network.  TV6,  which  plans  to  ap 
peal  the  decision,  is  now  operating  under  c 
temporary  broadcast  license;  it  will  go  on 
the  block  in  April.  Texas  Pacific  Group,  the 
private  equity  fund  led  by  David  Bonder 
man,  has  offered  to  buy  a  stake  in  TV6,  al- 
though Berezovsky  says  he  is  not  selling. 

Why  are  big  Western  media  companies 
so  eager  to  get  into  the  Russian  jungle? 

It's  simple,  says  News  Corp.  Executive 
Vice  President  Martin  Pompadur.  "We 
think  we  can  make  a  lot  of  money."  F 


>■  By  the  Numbers 


Small,  But 
Growing  Fast 

Russia's  emerging  media  market  Is  hot. 

Russian  TV 
advertising  marl<et,  2001. 

£  growth  of  Russian  TV 

ad  market  from  2000. 


^  market,  2001 
IffT 


U.S.  TV  advertising 


decrease  in  television  ad  spend- 
ing in  the  U.S.  from  2000. 

Sources  Estimates  by  Deutsche  Bank.  News  Corp. 
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MQn&Gr  sound,  vision. soul 


pioneerelectronics.com 


PLAY 


'I  don't  want  this 
to  happen  to 
my  home  movies." 


Memories  facje.  Memories  saved  on  Dvp,  however,  do  not.  And  nOw  you  can  actually 
create  your  own  DVDs,  thanks  to  the  new  Pioneer  DVD  recorder  Stop  vyorrying  about  the  deterioration 
of.  aii  those  vjdeo  tapes  you've  got  sitting  in  a  box  somewhere  and  simply  record  them  onto  DVDs. 
The  DVD-RW  even  has  built-in  editing  capability  which  allows  you  to  delete  or  rearrange  scenes  and  add 
titles.  So  your  DVD  of  "Sam's  First  Birthday"  can  look  quite  professional.  Plus,  since  your  creations  will 
play  on  most  standard  DVD  players,  you  can  send  copies  to  friends  and  family.  Most  irnportantly 
.when  you  sit  back  to  watch  your  old  home  movies' fifty  years  from  now,  they  vvon't  look  old  at  all. 
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Browser  Beware 

When  does  using  public  information 
become  computer  fraud?  Click  here. 


BY  BRIGID  MCMENAMIN 

OUR  cx)mpf;h  1  OR  publishes 

a  list  of  his  prices  or  cus- 
tomers. Do  you  use  it  to  steal 
business?  Of  course  you  do. 
That's  competition. 
So  how  could  it  be  illegal  to  use  data 
from  a  rival's  public  Web  site?  That  ques- 
tion must  weigh  heavily  on  Philip  V. 
Gormley,  cofounder  of  Explorica,  a 
Boston-based  teen-tour  firm. 

In  December  a  federal  appeals  court  in 
Boston  upheld  a  court  order  forbidding 
Explorica  from  using  price  data  mined 
from  the  Web  site  of  rival  EF  Cultural 
Travel,  concluding  that  using  it  may  vio- 
late a  federal  law  against  computer  fraud. 

That's  the  first  time  an  appeals  court 
has  weighed  in  on  the  issue,  says  Jonathan 
Band,  a  partner  with  the  D.C.  office  of 
Morrison  &  Foerster,  and  it  has  set  an 
ugly  precedent.  "It  is  a  very  troubling 
decision  for  the  future  of  the  Internet.  It 
really  casts  a  cloud  over  the  use  of  bots 
[computerized  data  collectors].  It  could 
prevent  the  kind  of  competition  that  the 


Internet  allows." 

The  trouble  began  last 
spring,  when  EE  founder 
Bertil  Hult  discovered  how 
Explorica  was  able  to  under- 
cut his  prices  on  40  of  his 
140  tours.  Gormley,  a  38-year-old  Harvard 
M.B..A.  and  former  EF  staffer,  had  down- 
loaded EE's  prices  using  software  known  as 
a  scraper.  Then  he  set  lower 
rates  for  the  same  trips. 

Customers  loved  it,  but  EF 
cried  foul,  claiming  that  Gorm- 
ley was  able  to  do  that  only  by 
betraying  secrets  he'd  promised 
never  to  reveal  after  leaving  EF. 
The  company  also  charged  that 
using  the  scraper  violated  a  fed- 
eral law  that  forbids  the  use  of  a 
computer  to  commit  fraud. 

Judge  Morris  E.  Lasker,  84, 
went  along,  granting  an  order 
temporarily  prohibiting  Ex- 
plorica from  using  the  EF 
data.  Was  he  unaware  that  the 
computer  fraud  law  was  meant  to  stop 
hackers  from  trashing  sites  and  stealing 
nonpublic  data,  not  to  outlaw  the  use  of 
data  found  on  public  pages?  The  appeals 
panel  refused  to  strike  down  Lasker's 
order,  opining  that  Explorica  had 
crossed  the  line  by  using  Gormley's  con- 


fidential knowledge  to  design  tf 
scraper — absurd,  given  that  the  pric 
information  was  available  to  anyon 
who  gazed  at  EF's  site. 

In  2000  the  domain  name  firm  Regi 
ter.com  used  the  computer  fraud  law  H 
persuade  a  federal  judge  in  New  York 
order  Verio  Inc.  to  stop  pitching  its  Wet 
hosting  services  to  customers  listed  on  Rej 


ister.com's  public  Web  site.  Verio  had  ig 
nored  signs  on  the  Register  site  forbiddin 
the  use  of  its  customer  list  for  marketing 
Verio  denies  having  agreed  to  that  restric 
tion.  The  Second  Circuit  Court  of  Appeal 
is  expected  to  rule  any  day  now  on  Verio' 
appeal. 


Crimson  Soul 

Celebrity  academic  Cornel  West's  new  rap  CD,  Sketches  of  My  Culture,  caught  the  attention  of  Harvarc 
President  Lawrence  Summers,  who  suggested  West  should  return  to  more  scholarly  pursuits.  West  wen 
ballistic  and  threatened  to  quit.  That  would  be  a  big  blow.  Who  could  replace  him?        by  daniel  lyonj 


DR.  ORE 

Expertise:  organiza- 
tional behavior. 
Noted  authority  on 
gangsta  life.  Like 
West,  already  a 
doctor. 


CHUCK  0 

Expertise:  e-com- 
merce.  Public 
Enemy  front  man 
flogged  music  via 
now-defunct  Web- 
based  label.  Status: 
available. 


ICET 

Expertise:  criminal 
justice.  Best  known 
for  "Cop  Killer,"  his 
tribute  to  police 
officers.  Now  plays 
detective  on  TV 
show. 


EMINEM 

Expertise:  gay 
studies.  His  seminal 
spoken-word  texts 
function  as  problem- 
atic cultural  con- 
structs that  under- 
mine gender-based 
notions  of  identity. 
Plus  he's  friends 
with  Elton  John. 


SEAN  COMBS 
Expertise:  constitu- 
tional law.  Scholar 
of  the  streets 
acquitted  after 
nightclub  shootout. 
Gets  almost  as 
much  press  as  Alan 
Oershowitz. 


LIL  KIM 

Expertise:  women's 
studies.  "Porno 
rap"  sistah  has 
sold  2.6  million 
albums.  That's 
2,597,200 
more  than 
Cornel  West. 
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Both  can  plot  a  course  to  get  you  where  you're  going. 
But  only  one  can  be  your  personal  investment  manager. 


Captain  Fi/i/it/ 
Chicago,  IL 


I  Kivul  a  Htigen,  CFP 
KtgciitAiLintic  Ciipital,  LLC 
Independent  Investment  Advisor 
Chatham,  NJ 


Independent  Investment  Advisors.  Have  you  ever  wondered  what  it  would  be  like  to 
have  highly  customized  investment  management?  Then  let  Charles  Schwab  help  you 
decide  if  an  independent  Investment  Advisor  is  right  for  you. 

These  fee-based  Investment  Advisors  work  with  Schwab.  So  you'll  get  customized 
advice  that's  driven  by  many  of  the  same  values  as  Schwab: 

Objective.  Uncomplicated.  And  not  driven  by  commission. 

In  addition  to  providing  objective  advice,  they  also  provide  in-depth  professional 
guidance  that: 

•  Offers  ongoing  management  of  a  customized  portfolio 

•  Includes  tax  minimization  strategies 

•  Provides  personalized,  one-on-one  relationship 

The  point  is,  whether  you  want  to  work  with  a  Schwab  Investment  Specialist  or  an 
independent  Investment  Advisor,  you  can  count  on  us  to  steer  you  in  the  right  direction. 

To  learn  more  about  what  an  independent  Investment  Advisor  can  do  for  you, 
give  us  a  call. 

charles  SCHWAB 


m 


1-800-790-4607 


schw^ab.com 


400  locations  nationwide 


ifAtlantic  Capital  and  other  advisors  pay  a  fee  to  participate  in  AdvisorSource,""'  a  referral  program  for  third-party  advisors.  U.S.  Trust  Corporation  (an 
e  of  Charles  Schwab  &  Co.,  Inc.)  is  a  participant  in  the  Schwab  AdvisorSource  program.  Advisors  and  their  personnel  are  not  agents  of  Schwab.  This  advertisement 
i  not  be  construed  as  a  referral  to,  or  a  recommendation  of,  any  advisor.  &  2001  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SI  PC/ NYSE  (1 1 01  -1  0365). 
ain  Finnel"  is  not  a  real  captain  but  a  fictional  character  portrayed  by  an  actor.  Any  similarity  to  any  real  person  is  unintended  and  coincidental. 
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EDITED  BY  WILLIAM  P.  BARRETT 


Then  the  gloves  came  off: 
Alan  Greenspan  and  Kenneth  Lay. 


No  Trouble  Getting  This  Drift 


Eyebrows  arched  in  November  when  Alan  Greenspan  visited 
Houston's  Rice  University  to  get  the  Baker  Institute's  Enron  Prize 
for  public  service  just  as  Enron  was  becoming  synonymous  with 
financial  deceit.  But  the  Fed  head's  advice  for  students  went 
largely  unnoticed.  "The  best  chance  you  have  of  making  a  big 
success  in  this  world  is  to  decide  from  square  one  that  you  are 
going  to  do  it  ethically,"  he  told  an  audience  that  included  Enron 
boss  Kenneth  Lay.  "What  you're  going  to  find  is  not  necessarily 
that  if  you  are  ethical  you  will  succeed,  but  the  probabOity  that 
you  will  is  significantly  greater  than  if  you  are  not."   — W.P.B. 

Time  to  Call  Marshal  Matt  Dillon 

Meanwhile,  in  deliciously  nasty  Wall  Street  mudslinging.  Bear 
Stearns  &  Co.  insurance  analysts  Michael  A.  Smith  and  Brian  M. 
Wright  write  that  pending  lawsuits  suggest  big  Enron  lender  J.P. 
Morgan  Chase  "had  at  the  very  least  obfuscated"  its  total  expo- 
sure by  using  two  Channel  Island  entities  for  "sham  transactions 


that  in  reality  were  loans."  Morgan  Chase  faa 
a  $1  billion  exposure  on  that  deal  in  the  wal 
of  Enron's  startling  bankruptcy  because  sever 
insurers  are  balking  at  honoring  surety  bond 
it  denies  any  wrongdoing.  Declare  the  analyst 
"As  Gimsnioke's  Festus  used  to  say,  'Ugly  gO' 
clear  to  the  bone.' "  — Robert  Lenzn 

Oh,  You  Mean  Tfiaf  Discount 

Descendants  of  bed-and-casket  heiress  Mai 
garet  M.  Hillenbrand,  who  died  in  1997  at  as 
86  leaving  a  $107  million  stake  in  public! 
traded  Hillenbrand  Industries,  have  sued  th 
feds,  claiming  an  average  27%  discount  fc 
estate  tax  purposes.  The  feds  offered  only  6°/i 
The  billionaire  family  from  Batesville,  Ind.  sa> 
its  combined  60%  holding  made  open-markt 
sales  more  difficult,  justifying  a  lower  valuatior 
A  possible  problem  with  this  position:  Othe 
filings  suggest  that  shortly  after  her  death,  bi 
family-owned  blocks  traded  at  only  a  5%  discount.  No  com 
ment  from  the  tight-lipped  clan.  — Janet  Novae 

Watch  What  We  Do,  Not  What  We  Say 

Sun  Microsystems  staffers  are  chortling  over  a  photograph  the 
archrival  IBM  posted  in  several  places  on  its  Web  site.  The  colo 
image — still  up  as  of  press  time — shows  IBM  researchers  Isaa 
Chuang  and  Costantino  Yannoni  working  at  the  company 
quantum  computing  laboratory  in  San  Jose,  Calif.  Enlarging  th 
shot  clearly  shows  that  the  employees  are  using  a  Sun  compute 
bearing  not  one  but  two  Sun  logos.  — Daniel  Lyoi 


Courtesy  at  a  Cost 


In  the  Internet's  hot-growth  heyday,  New  York  City-based  Silicoi 
Alley  Daily  feasted  on  employer-placed  Help  Wanted  ads.  Thoj 
are  all  but  gone  now.  So  the  45,000-subscriber  online  newsletter 
run  by  Jason  McCabe  Calacanis,  is  offering  cut-rate  Positioi 
Wanted  ads  to  unemployed  techies  "as  a  courtesy  to  its  readers 
Price:  $.''.25  for  five  davs.  — Kiri  Blakele 


So  many  once-large  p.m.  newspapers  have  closed,  merged  or  moved  to  morning  publication— recent  examples  include  the  Atlanta 
Journal,  Seattle  Times  and  San  Francisco  Examiner— that  it  doesn't  take  much  anymore  to  be  in  the  Afternoon  Top  Ten.  —W.P.B. 

NEWSPAPER  CIRCULATION  NEWSPAPER  CIRCULATION 

Detroit  News                                      242,855  Deseref  News  (Salt  Lake  City)  66,804 

Grand  fiap/ds  Press  (Mich.)                      139,800  Sfafen /s/and/ldrance  (N.Y.)  66,705 

F/;nfJourna/ (Mich.)                               88,817  Canton  fiepos/fo/y  (Ohio)  64,932 

Wnd/cator  (Youngstown.  Ohio)                     70,152  Honolulu  Star-Bulletin  64,305 

Patr/of-Led|ref(Quincy,Mass.)                     66,939  Ka/amazoo  Gazette  (Mich.)  56,754 
Sources:  Audit  Bureau  of  Circulations;  Editor  &  Publisher. 
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LIBERTY  MUTUAL  FIELD  INVESTIGATOR 


USINESS 


flUTO 


HOME 


LIFE 


It's  my  job  to  be  an  excellent  judge  of 
character... to  determine  when  someone 
is  telling  the  truth  and  when  they're 
committing  insurance  fraud.  Of  course, 
most  people  are  honest,  but  the  ones 
that  aren't  cost  businesses  and  workers 
$25  billion  a  year.  That's  why  I'm  available 
at  a  moment's  notice  to  throw  my  gear 
in  the  trunk  and  discover  the  truth. 
I  talk  to  witnesses,  follow  tire  tracks 
down  muddy  roads  ...whatever  it  takes 
to  make  sure  the  good  guys,  and  the  bad 
ones,  get  exactly  what  they  deserve.  // 


Consider  forming  an  in -house  safety  team  in  order  to  evaluate  and  record 
accidents  as  they  happen.  Rlso,  report  accidents  immediately  to  insure  accuracy 


Liberty 
Mutual 


On  My  Mind  

Black  and  White 

Why  reparations  for  African-Americans  are  intellectually  indefensible. 


SHOULD  AFRICAN-AMERICANS,  AS  A  MATTER  OF  NATIONAL 
policy,  receive  reparations  for  the  historical  crimes  of  slavery  and 
Jim  Crow  segregation?  That  question,  raised  with  much  fanfare 
early  last  year,  is  being  asked  with  growing  intensity  across 
America.  Some  lawyers  and  law  professors  are  now  exploring 
how  they  could  concoct  a  winning  suit.  But  it  is  the  wrong  ques- 
tion at  the  wrong  time.  In  my 
view,  black  Americans  have  little 
to  gain  and  much  to  lose  from 
making  "Reparations  Now!"  the 
next  civil  rights  rallying  cry. 

Consider  the  timing.  De- 
mands for  reparations  have  inten- 
sified just  as  support  for  affirma- 
tive action  has  begun  to  wane;  this 
is  no  coincidence.  But  if  most 
Americans  are  not  moved  by  ap- 
peals for  diversity  and  inclusion, 
it  is  wishful  thinking  to  imagine 
they  might  be  persuaded  to  pay 
compensation  for  historical 
wrongs.  There  is  a  good  reason 
nonblacks  oppose  reparations  as 
much  as  racial  preferences.  Both 
suffer  from  the  same  political  flaw: 
Their  benefits  accrue  to  a  racially 
defined  minority,  while  their  via- 
bility depends  on  the  support  of 
a  transracial  majority. 

Consider  the  political  demo- 
graphics. We  are  no  longer  a  nation  of  blacks  and  whites.  Some 
30  million  immigrants,  of  mostly  non-European  origin,  have 
arrived  on  our  shores  since  the  height  of  the  civil  rights  move- 
ment. These  new  Americans  have  a  claim  to  the  national  narra- 
tive no  less  surely  than  do  blacks.  Of  course,  new  citizens  of  this 
republic  are  obligated  like  the  rest  of  us  to  shoulder  their  share 
of  national  responsibilities,  including  the  discharge  of  any  debt. 
But  a  racial  reform  movement  built  around  the  theme  of  repa- 
rations can  never  truly  engage  these  new  Americans.  It  is  a  back- 
ward-looking slogan. 

Consider  the  economics.  There  is  no  intellectually  defensi- 
ble way  to  put  a  price  tag  on  slavery.  This  is  because  the  tort-law 
model  underlying  reparations  advocacy — he  who  harms 
another  must  make  the  injured  party  whole — is  hopelessly 
muddled  when  applied  here.  How  would  one  even  begin  to 
demonstrate  in  quantitative  terms  the  nature  and  extent  of 


GLENN  C.  LQURY 

ECONOMICS  PROFESSOR,  BOSTON  UNIVERSITY; 
AUTHOR,  THE  ANATOMY  OF  RACIAL  INEQUALITY 


"How  does  one  calculate  the  cost  of  inner-city 
ghettos,  of  poor  education,  of  the  stigma 
of  perceived  racial  inferiority?" 


injury?  Given  the  wide  economic  disparities  among  whil 
Americans  of  various  ethnic  groups,  who  can  know  how  blact 
would  have  fared  but  for  the  wrongs  of  the  past?  Who  can  sa 
what  the  out-of-wedlock  birthrate  for  blacks  would  be,  abser 
chattel  slavery?  How  does  one  calculate  the  cost  of  inner-ci 
ghettos,  of  poor  education,  of  the  stigma  of  perceived  racial  infe 

riority?  The  damage  done  by  sla\ 
ery  is  too  subde  and  profound  t 
be  evaluated  in  monetary  terms 
Consider  the  largely  symboli 
tone  of  reparations  advocac\'.  Th 
real  demand  is  that  America,  b 
making  amends,  should  full 
acknowledge  its  wrongful  pas 
While  I  agree  with  this  sentimen 
I  think  that  it  is  rather  late  in  th 
day  for  African-Americans  to  b 
satisfied  with  a  politics  of  sym 
holism.  Substantive  politics 
gains  for  today's  descendants  c 
slaves  require  forging  coalition 
with  nonblacks.  This  mean 
appealing  to  people  on  the  basi 
of  universal  ideals  and  proposini 
programs  the  benefits  of  whic 
are  available  to  all  who  nee. 
them.  I  can  see  no  way  to  figh 
black  poverty,  inadequate  blac 
health  care  or  deficient  black  edu 
cation  without  also  fighting  th 
povert)',  poor  health  care  and  failed  education  that  afflicts  non 
black  Americans  as  well.  Nor  can  I  see  any  real  justification  fo 
doing  so. 

The  demand  for  reparations  invites  the  majority  of  Ameri 
cans  to  see  the  situation  as  one  where  "we"  do  something  fo 
"them."  Wliat  is  needed,  however,  is  to  establish  that  "we"— 
meaning  all  Americans — should  right  whatever  social  injustice 
plague  our  societ)'  for  the  sake  of  our  country. 

Slavery's  consequences  will  be  minimized  only  when  w 
have  established  a  regime  of  social  provision  that  affords  ever 
American  the  chance  to  live  a  full  and  satisfying  life.  For  black 
to  gain  reparations  without  attaining  this  goal  would  be  to  wij 
a  false  victory.  For  then,  when  the  horrible  consequences  of  ou 
troubled  racial  past  persist  in  the  blighted  lives  of  millions  o 
poor  black  people,  skeptical  onlookers  will  be  able  to  say,  "We 
love  to  help,  but  you  Negroes  have  already  been  paid." 
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FINANCIAL  CAPACITY 


[ANOTHER  REASON  PSEG  HAS  WALL  STREET'S  ATTENTION] 


In  today's  market,  every  company  is  looking  for  the  next  growth  opportunity. 


However,  economic  downturns  and  hmited  access  to  capital  may  hinder 


many  organizations'  future  plans.  That's  why  PSEG's  5-year  growth  story 


is  so  compelling.  Our  strong  balance  sheet  and  internal  cash  flow  position 


us  to  capitalize  on  timely,  attractive  market  opportunities.  Now  that's  the 


kind  of  financial  strength  investors  can  grow  on. 


PSEG 


\\^-  make  things  work  for  you. 


www,  pseg.com 
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Biotech  firms  are  tantalizingly  close  to 
unraveling  the  mysteries  of  memory. 
On  the  way  are  drugs  to  help  fading  minds 
remember  and  let  haunted  ones  forget. 


BY  ROBERT  LANGRETH 


INSIDE  A  SMALL  LAB  IN  AN  .\NONYMOUS  OFFICE  PARK  OFF  THE  GARDEN 
State  Parkway  in  northern  New  Jersey,  researchers  probe  the  molecular 
intricacies  of  memory.  Tiny  metal  electrodes  zap  minute  jolts  of  elec- 
tricity at  precise  intervals  into  slices  of  rat  brain  suspended  in  nutrient 
broth  in  plastic  lab  dishes.  This  simulates  the  electrochemical  changes 
that  occur  in  brain  cells  when  a  new  memory  is  created.  A  robotic 
pump  drips  experimental  drugs  through  plastic  tubes  onto  the  brain  cells, 
while  other  electrodes  measure  how  each  drug  alters  their  activity.  Six  such 
setups  chart  the  mind-altering  effects  of  dozens  of  compounds  a  month. 
Most  have  little  effect,  but  a  few  drugs  fit  a  cherished  profile:  helping  the 
disembodied  neurons  form  stronger,  longer-lasting  connections. 

Memory  Pharmaceuticals,  the  closely  held  biotech  firm  doing  this 
work,  is  at  the  forefront  of  an  intense  scientific  race  to  devise  the  first  effec- 
tive memory-enhancing  drug.  The  idea  has  long  been  the  stuff'  of  science 
fiction,  but  now  researchers  are  decoding  the  molecular  details  of  how 
memories  are  formed  and  how  they  are  lost.  They  have  taken  a  crucial  first 
step:  identifying  the  genes  and  proteins  inside  brain  cells  that  regulate 


memory  formation.  They  are  tantalizingly  close  tc 
creating  a  kind  of  Viagra  for  the  brain:  a  chemica 
that  reinvigorates  an  organ  that  has  faded  with  age 
This  new  generation  of  drugs  could  mend  memor\ 
loss  in  the  seriously  ill  or  the  merely  absentminded. 

"My  friends  keep  asking  when  the  little  red  pill  i; 
coming,"  says  Eric  Kandel,  72,  the  elder  statesman  o 
the  field,  a  Columbia  University  researcher  whc 
founded  Memory  Pharmaceuticals  in  1998  and  wor 
the  Nobel  Prize  in  2000.  He  began  his  work  in  the 
1950s,  when  most  researchers  viewed  it  as  futile.  "II 
we  continue  making  the  kind  of  progress  we  are 
now,  we  will  have  drugs  for  age-related  memory  los;- 
in  five  or  ten  years,"  he  says. 

At  his  lab  chemists  have  concocted  prototypes 
that  counteract  age-related  memory  loss,  making 
grizzled  mice  race  through  mazes  as  quickly  as 
younger  ones.  Human  trials  could  begin  next  year. 

Kandel's  archrival  in  this  race  is  25  years  younger 
and  a  bit  more  brazen:  Timothy  Tully,  47,  a 
researcher  at  Cold  Spring  Harbor  Laboratory  and  a 
founder  of  privately  held  Helicon  Therapeutics  in 
Farmingdale,  N.Y.  He  hopes  to  begin  human  trials 
in  t\N'o  years. 

Other  small  biotechs  and  big  drug  firms,  includ- 
ing Merck,  Johnson  &  Johnson  and  Glaxo- 
SmithKline,  also  are  in  pursuit.  The  prize  is  a  stake 
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Viagra  for  th 


Sea  Slug 

RESEARCH  WEAPON  OF  CHOICE 
ERIC  KANDEL, 
NOBEL  LAUREATE  AND  FOUNDER  OF 
MEMORY  PHARMACEUTICALS 

The  lowly  marine  snail,  Aplysia,  is  an 
ideal  subject  for  brain  research, 
with  a  mere  20,000  nervous-sys- 
tem cells,  compared  with  100  billion 
brain  cells  in  a  human.  Some  ceils 
are  big  enough  to  be  seen  with  the 
naked  eye.  Kandel's  landmark  studies  used 
Aplysia's  reflexive  withdrawing  of  its  gill  at  perceived 
threats  to  learn  how  simple  memories  are  formed. 


in  what  wiW  be  one  of  the  nq 
huge  global  drug  markets. 

The  first  users  will  be  t 
four  million  Americans  wi 
Alzheimer's  disease,  but  uli 
mately  the  market  may  be 
larger.  Several  million  peopj 
have  so-called  mild  cognitr 
impairment,  and  Pfizer  artliui 
)&I  now  are  testing  whethi 
this  can  be  treated  by  the 
already-approved  Alzheimei 
drugs,  Aricept  and  Reminyl 
The  market  ratchets  u 
quickly  from  there.  Dependir, 
on  their  mechanism  of  actio 
memory  drugs  might  work 
the  treatment  of  millions  < 
people  with  head  traum 
Down's  syndrome  or  ment 
retardation.  Patients  recoverin 
from  severe  strokes  may  on 
day  ingest  memory  drugs  whi 
getting  cognitive  therapy  to  r« 
learn  basic  motor  skills  am 
speech.  Some  new  drugs  ma 
even  block  bad  memories  (se 
box,  p.  52). 

The  big  score:  treating  7 
million  middle-aged  folks  wh 
aren't  demented  but  may  we 
come  a  way  to  reverse  the  frui 
trating    forgetfulness  th 
comes  with  age.  "People  in  th 
industry  are  thinking  about 
It  would  be  a  huge  market,  bu 
the  drugs  would  have  to  b 
very   safe,"   says  Novart 
research  chief  Paul  Herrlin 
Adds  James  McGaugh,  a  neu 
roscientist  at  the  University  of  California,  Irvine:  "Drug  compa 
nies  won't  tell  you  this,  but  they  are  really  gunning  for  the  mar 
ket  of  nonimpaired  people — the  44-year-old  salesman  trying  1 
remember  the  names  of  his  customers." 

But  a  pill  popped  by  millions  of  healthy  people  looking  for  ■ 
mental  edge  could  pose  serious  risks.  Forgetfijlness  is  an  impor 
tant  part  of  proper  mental  function.  A  too-potent  drug  migl" 
wreak  havoc  on  emotions  or  fill  the  brain  with  useless  clutter 
The  pill  would  have  to  be  free  of  side  effects  before  it  could  bi 
used  for  mild  deficits.  Regulators  would  balk  at  clearing 
lifestyle  drug  that  has  any  risk  associated  with  it.  The  big  ques 
tion,  of  course,  is  whether  these  drugs  will  in  fact  do  what 
expected  of  them.  Some  scientists  are  skeptical  about  that. 

But  if  Kandel  and  Tully  succeed,  they  will  forever  alter  med 
icine  and  how  we  view  the  world.  Ever  since  17th-centuri 
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rench  philosopher  Rene 
•escartes  famously  divided 
le  world  into  two  parts — 
extended  things"  (the  physi- 
al  world)  and  "thinking 
lings"  (the  mind) — philoso- 
hers  and  scientists  have 
ebated  whether  the  human 
lind  is  so  elusive  as  to  be 
nknowable.  A  memory  drug 
'ould  knock  out  the  few  pil- 
irs  still  supporting  the  view 
lat  the  mind  exists  apart  fi^om 
le  gray,  cellular  mush  of  the 
rain.  Says  Tully:  "Memory  is  a 
iological  process  that  can  be 
lanipulated  by  modern  biol- 
gy  like  anything  else.  Not 
nly  can  you  disrupt  it,  you  can 
nprove  it.  Descartes  was 
Tong." 

Should  a  bottle  of  memory 
ills  appear  on  your  night- 
and  one  day,  a  heap  of  credit 
'ill  go  to  Tully  and  Kandel, 
ith  an  assist  from  two  of 
rod's  lowliest  creatures:  the 
uit  fly  and  the  sea  slug.  Kan- 
el,  a  forceful,  Brooklyn-bred 
nd  Harvard-trained  poly- 
lath,  was  born  in  Vienna  in 
929  and  fled  to  the  U.S.  with 
is  parents  in  1939,  months 
efore  World  War  II  began, 
he  vivid  memory  of  Nazi 
orrors,  in  part,  drove  him  to 
udy  the  mind.  As  a  promis- 
ig  young  psychiatrist,  he 
ambled  his  career  on  a  hunch 
lat  studying  sea  slugs  could 
ield  insights  into  human  memory.  In  the  decades  since,  his  lab 
L  Columbia  University's  Howard  Hughes  Medical  Institute  has 
ominated  the  field.  But  even  after  winning  the  Nobel,  he  still 
asn't  persuaded  all  his  peers  that  his  sea-slug  studies  explain 
uman  memory.  An  effective  drug  would  vindicate  a  lifetime  of 
;ientific  pursuit. 

Tim  Tully,  a  down-to-earth  Irish  Catholic  with  blue-collar  roots 
1  Peoria,  111.,  studied  genetics  at  the  University  of  Illinois  at  Ur- 
ana-Champaign.  His  ten-person  team  of  researchers  at  Cold 
pring  Harbor  Laboratory  has  battled  Kandel  to  a  draw  by  pro- 
ucing,  in  a  dramatic  series  of  experiments,  fruit  flies  with  photo- 
raphic  memory. 

At  the  heart  of  both  men's  research  is  a  startling  fact:  The 
asic  mechanics  of  memory  formation  in  humans  aren't  much 
ifferent  from  those  of  snails,  flies  and  other  simple  creatures. 


RESEARCH  WEAPON  OF  CHOICE 
TIM  TULLY, 

CHIEF  SCIENTIFIC  OFFICER, 
HELICON  THERAPEUTICS 

Tully  used  the  fly,  Drosophila,  for  his 
genetic  studies  on  memory  because  it  is 
small  and  lives  just  eight  weeks,  so  one 
can  quickly  breed  many  generations. 
They  can  be  bred  smart  or  dumb.  Those 
taught  to  associate  an  odor  with  a  mild 
shock  try  to  avoid  the  odor  next  time. 
Dunce  and  rutabaga  are  strains  with 
learning  disabilities. 


FORBES"  February  4,  2002  49 


yiagrj 

Brain  cells  seem  to  be  similar  in  all  animals;  the  difference  is  in 
the  complexity  of  the  wiring  that  links  them.  "Humans  are  like 
laptop  computers,  and  flies  are  like  PhOco  radios,"  says  Tully. 

This  wasn't  at  all  obvious  when  Kandel  got  started  in  the  late 
1950s,  when  most  scientists  assumed  the  human  brain  was  far 
more  advanced.  Early  on,  after  graduating  from  Harvard  with 
plans  to  become  a  psychoanalyst,  he  detoured  into  research  after 
becoming  fascinated  with  new  methods  for  probing  the  electri- 
cal activity  of  brain  neurons. 

About  this  time,  scientists  got  their  first  serious  clue  to  how 
and  where  memories  are  formed.  A  27-year-old  patient,  known 
in  medical  literature  only  as  H.M.,  had  severe  epilepsy.  In  an 
attempt  to  cure  it,  surgeons  in  1953  removed  his  hippocampus, 
a  small  ridge  in  the  center  of  the  brain.  His  seizures  went  away 
and  his  reasoning  capacity  was  intact,  but  he  could  no  longer 
recall  any  new  facts  for  longer  than  a  few  seconds.  Oddly, 
though,  H.M.  had  no  trouble  remembering  his  childhood.  That 
hinted  the  hippocampus  was  crucial  for  converting  immediate 
perceptions  into  memories  yet  wasn't  the  storage  site. 

Inspired,  Kandel  focused  on  the  cellular  workings  behind 
memory.  He  chose  an  animal  that  would  be  easy  to  study:  the 
lowly  sea  slug,  Aplysia.  It  has  20,000  central  nervous  system  cells 
so  big  they  can  be  seen  without  a  microscope.  (Humans  have 
100  billion  brain  cells.)  Kandel  turned  down  an  offer  to  run  the 
psychiatry  department  at  Harvard's  Beth  Israel  Hospital  and  bet 
his  career  on  the  slugs. 

In  a  series  of  landmark  studies,  Kandel  began  to  show  how 
simple  memories  are  formed  by  gauging  one  of  the  slug's  basic 
reflexes:  the  withdrawal  of  its  gill  at  a  perceived  threat.  He  learned 
that  a  slug's  nerve  cells  (and,  by  implication,  human  brain  cells), 
perform  a  subtle  electrochemical  mating  dance  that  reinforces  links 
between  them.  A  short-term  memory  is  like  a  one-night  stand, 
held  together  by  fleeting  but  intense  surges  in  chemicals  that  bind 
cells  together.  The  effect  fades  away  minutes  or  hours  later.  Long- 
term  memories  are  more  like  marriages,  cemented  in  place  for 
weeks  or  years  with  new  proteins  that  reinforce  the  synapses  con- 
necting the  cells.  Even  these,  however,  erode  with  time. 

By  the  mid-1970s  Kandel  was  a  star.  Though  prone  to  brutal 
candor  in  describing  the  work  of  lesser  scientists,  he  mesmerized 
colleagues  with  sweeping  lectures,  encyclopedic  knowledge  and 
charming  wit.  "He  is  just  about  the  smartest  guy  I  know,"  says 
Johns  Hopkins  neuroscientist  Solomon  Snyder. 

The  advent  of  biotech  in  the  late  1970s  allowed  Kandel  and 
others  to  explore  memory  on  a  molecular  level.  That  was  cru- 


How  Merrli 


cial:  Once  the  molecular  work- 
ings are  understood,  drug  targets 
become  easier  to  find. 

Kandel  helped  show  that  a 
messenger  called  cyclic-AMP 
(adenosine  monophosphate) 
played  a  central  role  in  memory 
formation.  It  sits  inside  the  sur- 
face of  a  cell  and  springs  into 
action  when  signaled  by  other 
cells,  activating  proteins  that 
temporarily  boost  the  connec- 
tion between  two  nerve  cells.  But 
cyclic-AMP  is  just  a  messenger;  it 
doesn't  churn  out  the  new  pro- 
teins essential  for  building  long- 
term  memories.  In  1990  Kandel 
found  an  intriguing  molecule, 
CREB  (c-AMP  response  element 
binding  protein),  that  appeared 
to  be  involved.  His  team  showed 
that  blocking  CREB  in  sea  slug 
nerve  cells  also  blocked  new 
long-term  memory,  without 
affecting  short-term  memory. 

Kandel  had  the  first  clues, 
but  the  most  dramatic  proof  in 
understanding  just  how  much 
CREB  influences  memory  came 
from  Tim  Tully  and  his  Cold 
Spring  colleague  Jerry  Yin. 
Tully's  fruit  flies  had  advantages 
over  sea  slugs:  a  wider  range  of 
behavior,  easy  genetic  engineer- 
ing and  an  ability  to  be  bred  by 
the  millions  in  test  tubes.  In  1994 
Tully  and  Yin  created  fruit  flies 
with  photographic  memories  by  engineering  them  with  the 
CREB  protein  switched  into  the  "on"  position.  Normal  flies  took 
ten  tries  to  learn  to  avoid  a  scented  chamber  where  they  would 
get  an  electric  shock.  Tully's  superflies  learned  after  just  one  try. 
Since  then,  other  researchers  have  shown  CREB  plays  a  similar 
role  in  mice. 

The  snail  and  fly  experiments  showed  that  CREB,  which 


Memories  begin  when 
sensory  perceptions— th« 
sight  of  a  crystal  mounta 
lake,  the  cry  of  a 
newborn— flow  into  the 
hippocampus,  a  tight 
cluster  of  nerves  deep  in 
the  central  section  of  the 
brain.  The  hippocampus 
binds  the  disparate 
perceptions  into  a  packe 
explains  Fred  H.  Gage,  a 
neuroscientist  at  the  Salk 
Institute.  If  the  budding 
memory  packet  is  deemec 
important  enough,  the 
brain  fires  up  a  chemical 
chain  reaction  that 
permanently  strengthens 
physical  connections 
between  neurons, 
searing  the  event  or 
perception  into  the 
brain's  circuitry. 
Eventually,  memories  are 
stored  in  the  cerebral 
cortex,  the  larger 
surrounding  gray  matter 
and  seat  of  Intelligence. 
The  hippocampus  merely 
keeps  an  index  to  the 
stored  memories. 


Who's  Whn  in  the  Race  for  Recall 


Cortex  Pharmaceuticals 

Irvine,  Calif 
Drug:  CX516 

How  it  works:  Acts  as  hearing 
aid  for  aging  neurons,  magnifying 
signals  from  other  brain  cells  . 
Wlien:  Human  trials  under  way. 


GlaxoSmithKline 

Middlesex,  U.K. 

Drug:  SB271046 

How  it  works:  Blocks  a  serotonin 

receptor  that  is  prevalent  in  the 

hippocampus. 

When:  Human  trials  in  Alzheimer's 
patients  starting. 


Johnson  &  Johnson 

New/  Brunswick,  N.J. 

Drug:  H3-blocker 

How  it  works:  Blocks  histamine-3 

receptor,  which  may  be  involved  in 

alertness,  attention  and  memory. 

When:  Entering  human  trials  for  jet 

lag  or  memory  loss. 


Memory  Pharmaceutic 

Montvale,  N.J. 

Drug:  Phosphodiesterase- 
inhibitors;  other  approach 
How  it  works:  Indirectly  boosts 
ory  by  preventing  the  breakdov 
cyclic-AMP,  a  key  cellular  mes; 
Wlien:  Human  trials  in  12  to  18 1 
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Nerve 
impulse 


Ql  Sensory  input  causes  an  impulse  to 
travel  down  a  neuron  to  the  synapse. 
Neurotransmitters  ferry  the  message 
across  the  synapse  to  receptors. 


New  — 1_ 
proteins 
I  produced 


The  proteins 
make  their  way 
back  up  to  the 
synapse  and  , 
strengthen  the 
connection 
between  the  two 
neurons.  A 
primitive  memor 
is  formed. 


\  \  >^^cAMP 


Q  Repeated  signals  from  the  transmitting 
neuron  increase  levels  of  the  messenger 
molecule  cyclic-AMP  on  the  other  side,  camp 
relays  the  signal  to  the  nucleus  through 
a  complex  chemical  cascade. 


^jThis,  in  turn,  activates  the 
memory  molecule  CREB, 
which  stimulates  the 
production  of  new  proteins. 


ngs  out  near  the  nucleus  of  a  brain  cell,  is  a  molecular  "gen- 
ii contractor"  for  memory  formation.  CREB  helps  turn  on  the 
nes  needed  to  produce  new  proteins  that  etch  permanent  con- 
ctions  between  nerve  cells;  it  is  in  these  links  that  long-term 
emories  are  stored.  The  TuUy  and  Kandel  teams  also  found  a 
:ond  factor:  CREB  repressor.  Yin  and  Tully  engineered  flies 
th  excess  CREB  repressor,  and  they  failed  to  form  memories 


even  after  many  tries.  CREB  repressor  apparently  stops  the  brain 
fi^om  bogging  down  in  random  details. 

The  superfly  results  were  so  astonishing  that  Tully  kept  them 
secret  while  he  prepared  to  publish  them.  But  Kandel  got  an 
early  peek  at  Tully's  work,  because  at  the  time  he  was  on  a  panel 
reviewing  Tully's  grant  application.  Tully  contends  Kandel  con- 
ducted similar  tests  on  sea  slugs  and  tried  to  pass  off  his  results 


Therapeutics 

Merck  &  Co. 

Axonyx 

Pfizer/Natl.  Inst,  on  Aging 

e,  N.Y. 

Whitehouse  Station,  N.J. 

New  York,  N.Y. 

New  York,  N.Y. 

■-4  inhibitors 

Drug:  GABA  inverse  agonists 

Drug:  Gilatide 

Drug:  Aricept 

rs 

How  it  works:  Modulates  GABA 

How  it  works:  Activates  various 

What  and  when:  NIA  now  testing 

rks:  Indirectly  boosts 

receptors  to  increase  alertness  in  brain 

memory  genes. 

whether  Pfizer's  Alzheimer's  drug 
Aricept  can  protect  people  with 
mild  memory  loss  from  Alzheimer's. 

i 

ory  protein. 

regions  central  to  learning  and  memory. 

When:  Human  tests  12  to  18 

Tian  trials  within 

When:  In  lab  testing;  plans  for  human 

months  away. 

tests  undisclosed. 
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Viagra  for  the  Brain 


Oblivion  in  a  Pill 


In  Greek  mythology  drinking  from  the  river  Lethe 
erases  memories  of  a  past  life.  Could  there  be  a  phar- 
maceutical Lethe?  Could  a  pill  have  helped  the  workers 
who  narrowly  escaped  from  the  World  Trade  Center 
forget  the  horror? 

Recent  research  suggests  it  may  one  day  be  possible 
to  erase  traumatic  memories  as  you  would  delete  an 
unwanted  virus  from  a  disk  drive.  One  possibility  is  a 
"morning-after  pill,"  says  Helicon  Therapeutics'  Tim 
Tully.  The  pill,  taken  in  the  hospital  immediately  after  a 
traumatic  event,  would  suppress  memory  molecules 
and  block  an  event  from  being  etched  into  long-term 
brain  circuits,  a  process  that  takes  between  12  and  24 
hours.  The  downside:  Such  a  drug  would  have  to  be 
taken  within  hours  of  a  trauma.  And  you  might  wipe  out  the  entire  preceding  24- 
hour  period,  not  just  the  bad  stuff. 

It  may  be  better  to  combine  a  medicine  with  therapy  sessions  weeks  or  months  after 
a  trauma.  It  turns  out  tliat  recall  is  not  a  passive  process,  like  watching  a  movie  perma- 
nently burned  onto  a  DVD.  Instead,  recollection  appears  to  be  more  like  placing  a  file  ft^om 
your  hard  drive  into  the  text  or  video-editing  software,  where  it  can  be  altered  or  possi- 
bly even  deleted.  "To  recall  something,  you  recreate  it,  and  that  may  destabilize  the  mem- 
ory afterwards,"  says  Eric  Kandel  of  Columbia  University  and  Memory  Pharmaceuticals. 

Recent  animal  experiments  by  neuroscientists  at  New  York  Universit)' suggest  that 
when  a  traumatic  event  is  recalled,  it  must  be  re-stored  to  be  retained.  The  NYU  sci- 
entists first  trained  rats  to  associate  a  tone  with  a  mild  electric  shock.  The  animals 
would  freeze  every  time  they  heard  the  tone,  anticipating  another  shock.  A  day  later, 
they  played  the  tone  again.  Just  as  the  animals  were  anticipating  a  new  shock,  the  sci- 
entists injected  a  chemical  into  their  brains  to  block  the  formation  of  new  memories. 
The  next  day  the  animals'  fear  of  the  tone  had  greatly  diminished,  indicating  that  the 
drug  had  prevented  the  old  memory  from  being  stored  again. 

Tully's  firm  is  searching  for  a  drug  that  would  accomplish  this  by  lowering  the 
levels  of  memory-forming  proteins  in  the  brain  centers  involved  in  recalling  emo- 
tional events.  But  even  if  he  or  a  rival  succeeds,  such  a  drug  may  never  surmount  its 
controversy.  Presumably,  the  brain  clings  to  trauma  for  an  evolutionary  reason,  per- 
haps to  avoid  past  mistakes.  The  Holocaust,  the  Vietnam  War,  Sept.  1 1 — some  things 
are  better  left  remembered. 

as  a  first.  This  sparked  a  spat,  and  Tully  retaliated  a  few  years 
later  by  taking  a  jab  at  Kandel  in  an  article  he  wrote  for  a  promi- 
nent medical  journal.  Asked  about  the  rift,  Kandel  dismisses  it  as 
a  distraction  from  the  science  and  says  of  his  younger  rival: 
"Tully  is  very  good.  He  is  a  worthy  competitor." 

Cyclic-AMP  and  CREB  are  now  targets  for  drugs.  In  1998 
Kandel's  team  injected  aging  mice  with  a  failed  antidepressant 
called  Rolipram,  which  prevents  the  breakdown  of  cyclic-AMP 
by  blocking  an  enzyme  called  phosphodiesterase-4.  The  hope 
was  the  drug  would  boost  old,  tiring  brain  cells.  Rolipram, 
though  developed  in  the  late  1980s,  never  made  it  because  it  did 
not  work  well  and  caused  nausea  and  vomiting.  But,  sure 
enough,  old  mice  on  Rolipram  began  navigating  mazes  faster. 

Kandel  shared  the  amazing  results  with  his  friend,  Walter 
Gilbert,  a  Nobel  laureate  at  Harvard  who  founded  Biogen. 


-R.L. 


Gilbert  contacted  venture  capitali 
Jonathan  Fleming  of  Oxford  Bioscient 
Partners,  who  helped  raise  $38  m.illio 
to  form  Memory  Pharmaceuticals.  Ax 
Unterbeck,  then  head  of  dement 
research  at  Bayer,  signed  on  as  pres 
dent.  "I  was  stunned.  Never  had  I  see 
data  like  this,"  says  Unterbeck,  no 
Memory's  chief  science  officer. 

Now  Kandel  is  devising 
Rolipram-like  drug  that  targets  th 
brain's  memory  centers  but  avoic 
regions  that  control  the  vomitin 
reflex.  It  turns  out  some  20  variant 
of  phosphodiesterase-4  play  differen 
roles.  Memory  Pharmaceutica 
researchers  carefully  mapped  th 
regions  in  the  brain  where  each  vari 
ant  is  found.  It  is  testing  prototyp 
drugs  that  block  those  present  only  i 
the  hippocampus.  In  animal  tests,  th 
compounds  duplicate  Rolipram's  sue 
cess  without  the  nasty  side  effects.  Th 
first  human  trials  are  about  1! 
months  away,  most  likely  first 
Alzheimer's.  Says  Unterbeck,  "If  it 
safe,  the  market  is  incalculable." 

Tully's  Helicon  Therapeutics 
keeping  pace.  Under  the  direction  o 
veteran  biotech  executive  John  Tall 
man,  Helicon  has  screened  200, OOC 
compounds  for  ones  that  boost  CREh 
and  cyclic-AMP,  producing  several  drug 
candidates.  So  far  Helicon's  com 
pounds  have  enabled  mice  to  learn 
events  associated  with  mild  electric 
shocks  twice  as  fast  as  normal.  A  legal 
showdown  between  Helicon  and  Mem 


ory  may  be  in  the  cards.  Helicon  chief 
John  Tallman  says  its  CREB  patent  may  prevent  other  companies 
from  marketing  memory  drugs  that  target  CREB  pathways. 

Numerous  other  brain  molecules  are  involved  in  memory, 
and  some  may  offer  even  better  drug  targets  than  CREB  and 
cyclic-AMP.  Cortex  Pharmaceuticals  in  Irvine,  Calif,  has 
designed  molecules,  called  ampakines,  that  amplify  incoming 
signals  from  other  neurons  by  targeting  so-called  AMPA  recep- 
tors on  brain  ceUs.  With  a  partner,  it  is  beginning  a  second-stage 
trial  with  160  patients  with  mild  cognitive  impairment.  Another 
firm,  Axonyx  in  New  York  City,  hopes  to  begin  human  trials  next 
year  of  a  drug  derived  from  the  saliva  of  the  gila  monster. 

Tully  and  Kandel  also  are  looking  for  additional  genes  and 
proteins  beyond  CREB.  Both  are  using  DNA  chips  to  scan  thou- 
sands of  genes  at  once.  Success,  says  Tim  Tully,  is  only  a  matter  ot 
time:  "It's  not  an  'if — it's  a  'when.'" 
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It  survived  recession  and  survived  Sept.  II.  Can  it  survive  a  brand  extension? 

BY  ROBYN  MEREDITH 


IN  PAST  GLOBAL  ECONOMIC 
shocks — like  the  Iraqi  invasion  of 
Kuwait  and  the  Russian  debt  cri- 
sis— Porsche's  stock  price  got 
stripped  as  bare  as  a  set  of  racecar 
tires.  The  Sept.  1 1  terrorist  attack 
was  no  exception.  Porsche's  stock 
price  skidded  to  the  equivalent  of 
$183,  half  its  summertime  high. 
Who  in  these  times  would  want  to  buy  the 
$68,000  Porsche  911,  especially  given  its 
unlucky  name? 

Yet  Porsche  sold  2,856  of  its  911s  to 
U.S.  drivers  between  Sept.  1  and  year-end, 
up  23%  from  a  year  earlier,  and  its  stock 
price  quickly  followed,  jumping  to  $393  by 
mid-Ianuary.  Merrill  Lynch  says  the  stock 
should  be  trading  for  at  least  $480. 

What's  so  hot  about  Porsche?  Expan- 
sion. The  brand  synonymous  with  sports 
cars  will  appear  on  a  burly  sport  utility  ve- 
hicle this  fall.  Called  the  Cayenne,  the 
Porsche  SUV  will  be  priced  between 
$45,000  and  $65,000,  will  be  about  the  size 
of  a  BMW  X5  and  is  expected  to  boost  an- 
nual unit  sales  by  nearly  50%,  to  80,000 
worldwide. 

But  that's  just  part  of  what's  going  on  at 


this  German  company.  The  SUV  is  the  most 
extreme  example  of  Chief  Executive  Officer 
Wendelin  Wiedeking's  bet  to  remake 
Porsche  and  transform  nearly  everything 
behind  the  rearing-stallion  badge.  Porsche 
used  to  consist  of  a  stable  of  proud  engi- 
neers almost  hand-building  masterpieces 
and  not  always  being  very  attentive  to 
profit.  Now  it  is  a  modern  car  company — 
meaning  it  outsources  everything  it  can  get 
away  with.  Suppliers  now  manufacture  at 
least  75%  of  every  Porsche  sports  car. 

Has  Porsche  sold  its  soul?  Rivals  hope 
the  public  will  think  so.  But  so  far  the  fi- 
nancial results  show  that  Porsche  was  able 
to  maintain  its  mystique  while  it  over- 
hauled its  manufacturing  methods.  In  the 
fiscal  year  that  ended  last  July  Porsche  earn- 
ings rose  29%  to  $237  million  on  revenue 
of  $3.88  billion.  That  6.2%  net  margin  put 
Porsche  in  a  league  of  its  own;  the  industry 
average  (as  tracked  by  Value  Line)  was  1.9% 
last  year.  Even  classy  BMW  netted  only  2.9% 
in  its  last  fiscal  year. 

Porsche  made  some  mighty  profits  on 
each  of  the  55,000  cars  it  sold  last  year.  On 
the  9 11  Turbo,  which  starts  at  $  1 11 ,000,  the 
company  makes  a  45%  average  gross  mar- 


gin. On  the  low-end  Boxster  S  convertible 
(starting  at  $51,600),  Porsche  pulls  in  a  still- 
rich  23%  gross  margin.  If  Wiedeking  is  to 
be  believed,  a  new  205mph  sports  car,  the 
Carrera  GT,  will  be  profitable  from  its  first 
sale  next  year.  Price  tag  on  that  one: 
$350,000  to  $400,000. 

The  Cayenne  SLN  is  a  metaphor  for  the 
company's  transformation.  It  will  be  as- 
sembled in  a  Porsche  factory  being  built  in 
Leipzig,  in  the  former  East  Germany.  But 
only  1 2%  of  its  content,  chiefly  the  V8  en- 
gine, will  come  fi^om  Porsche.  The  bodies, 
prepainted  and  preassembled,  will  arrive 
from  a  Slovakian  Volkswagen  factory  after 
a  22-hour  train  ride.  Indeed,  Porsche  and 
Volkswagen  cooperated  on  developing 
SLA's.  VW's  new  Touareg  SUV  has  the  same 
chassis  as  the  Cayenne,  though  of  course 
they  will  look  quite  different. 

Ever  brash,  Wiedeking  insists,  "Our 
Cayenne  is  100%  Porsche."  That  can't  be, 
of  course,  if  you  mean  that  all  its  parts  are 
lovingly  built  in  German  factories.  But 
Wiedeking  means  that  Porsche  maintains 
control  over  creating  the  design,  building 
the  engines  and  sewing  some  of  the  interi- 
ors, as  well  as  overseeing  vehicle  assembly 
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and  marketing. 

Porsche's  late  entry  to 
the  SUV  market  may  be  an 
advantage.  If  it  had  been 
the  first  luxury  brand  to 
get  into  what  started  out, 
after  all,  as  a  modified 
pickup  truck,  it  might 
have  sullied  its  name.  But 
Cadillac,  Mercedes,  BMW 
and  Acura  now  have 
paved  the  way. 

Still,  Porsche  hasn't  a! 
ways  had  luck  extending  ils 
model  line.  It  failed  with 
the  914,  introduced  in 
1970;  the  924  in  1977;  and 
the  928  in  1978.  An  excep- 
tion to  the  pattern  is  the 
successful  six-year-old 
Boxster,  which  is  basically 
a  cheaper,  convertible 
knockofifof  the911. 

Today's  Porsche,  how- 
ever, is  better  positioned  to 
roll  out  new  models.  In  the 
early  1990s  Porsche  was 
near  bankruptcy.  Its  fac- 
tory was  inefficient,  the 
dollar  was  weak  and  its  ex- 
travagant supercars  were 
losing  so  much  money  it 
tried  to  make  up  the  dif- 
ference by  raising  911 
prices — to  the  point  where 
even  the  wealthy  buyers 
who  were  attracted  to  that 
car  began  to  balk. 

Wiedeking,  49,  joined 
Porsche's  management  board  in  1991  and 
was  named  chairman  in  1993.  He  is  no 
diplomat.  He's  the  kind  of  man  who  gets 
indignant  at  the  notion  of  filing  quarterly 
financial  reports.  He  pooh-poohs  engi- 
neers who  want  to  smell  the  gas  and 
roasted  tires  of  racing.  Fielding  a  Formula 
1  team,  he  says,  would  cost  Porsche  $350 
million  a  year.  "Do  you  know  the  balance 
sheet  of  Ferrari?"  Wiedeking  says  smugly 
about  the  moneylosing  company,  owned 
by  Fiat,  which  has  a  Formula  1  team. 

Wiedeking  hedged  against  currency 
swings.  He  laid  off  workers,  adopted  lapan- 
ese  production  techniques  and  began  to 
buy  ever  more  components  from  outsiders. 


Joining  the  Club 


Porsche  is  the  latest  luxury  brand  to  add  a  sport  utility  vehicle  (above)  to 
its  stable  of  cars.  Cayenne  prices  are  expected  to  range  from  $45,000  to 
$65,000.  Porsche  hopes  to  sell  at  least  25,000  a  year,  15,000  in  the 
United  States.  It  will  face  stiff  competition:  —John  Turrettini 


MODEL 

STARTING 
PRICE 

U.S.  UNIT  SALES 
2001  2C00 

Acura  MDX 

$35,180 

40,950  9,7501 

BMW  X5 

39,545 

40,622  26,7601 

Lexus  RX300 

34,530 

77,391  89,864 

1  

Mercedes 
M-Class 

36,965 

45,655  52,764 

'Partial  year. 

Today  80%  of  the  911's  content  is 
bought — axles,  hood,  doors,  brakes  and 
most  of  the  other  5,000  pieces.  The  Boxster 
is  even  less  of  a  genuine  Porsche  experi- 
ence; nearly  all  of  these  cars  are  assembled 
in  Finland  by  a  company  called  Valmet. 

What  Porsche  has  gained  from  this  is 
a  massive  reduction  in  fixed  costs  and  a 
huge  increase  in  productivity.  Assembling 
an  entry-level  911  now  takes  30  hours  of 
expensive  Porsche  labor,  down  from  1 20  in 
1993,  and  the  quality  is  far  better.  The 
Cayenne  will  take  just  three  to  four  hours 
to  assemble,  Merrill  Lynch  estimates. 

Parts  are  delivered — not  only  just  in 
time  but  just  in  sequence — to  Porsche's 


storied  Zuffenhau: 
factory  in  Stuttgi 
While  the  building  is 
and  quaint  and  mosl 
the  3,560  workers  h; 
gray  hair,  the  product; 
techniques  are  mode 
The  flexible  manufact 
ing  system  allows  1 1  c 
ferent  versions  of  the  S 
to  be  assembled  on  I 
same  line. 

Porsche  still  swe 
some  of  the  small  sti 
The  last  of  five  layers 
paint  is  sprayed  on 
hand.  (A  quarter 
Porsche  buyers  choose : 
ver.)  Wiedeking  is 
about  to  mess  with  the  t 
gines.  Most  911s  hav« 
3.6-liter  engine,  which  c 
livers  273  foot-pounds 
torque  at  4,250  revs  a 
320hp.  A  single  worker 
Zuffenhausen  hand- 
sembles  an  engir 
snaking  his  way  past  hu 
dreds  of  parts  bins.  (T 
company  encourages  bu 
ers  to  pick  up  th« 
Porsches,  so  they  can  s 
the  hallowed  spot  whe 
their  engines  are  attach^ 
to  components.) 

Wiedeking's  redefir 
tion  of  the  company 
also  hitting  Porsche's  e: 
gineering  departmer 
Unlike  most  other  automakers,  PorscI 
rents  out  its  engineers  to  other  companit 
In  the  past  these  engineers  have  come  l 
with  the  Opel  Zafira,  a  minivan  Gener 
Motors  sells  in  Europe,  and  Harley-Davic 
son's  new  V- Rod  engine.  Porsche  now  ge 
$95  million  a  year  in  revenue  from  sm 
contract  labor,  but  Wiedeking  wants  to  w; 
a  bigger  chunk  of  the  $6  billion  market  tc 
engineering  services,  in  part  by  buying  c 
taking  stakes  in  engineering  firms. 

So  far  car-lovers  and  shareholders  ca 
agree  that  Wiedeking  is  making  the  rigt 
moves.  He's  just  got  to  make  sure  h 
doesn't  jettison  too  much  of  what  makt 
a  Porsche  a  Porsche.  I 
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What  does  product 
development 


Why  not  make  product  success  business  as  usual?  PTC  solutions  for  Collaborative  Product 
Development  let  you  maximize  the  value  of  your  engineers,  suppliers,  and  partners  across  your 
value  chain.  In  fact,  PTC  is  the  world's  largest  software  company  with  a  total  commitment 
to  the  product  development  process.  Product  development  means  business- and  at  PTC, 
it's  our  only  business,  1.888.PTC.3776  or  www.ptc.com 


Product  development  means  business: 


©2001  Parametric  Technology  Corporation.  PTC  and  its  logo  and  Product  Development  Me<ins  Business  are  trademarks  or 
registered  trademarks  of  Parametric  Technology  Corporation  or  its  subsidiaries  in  the  United  States  and  in  other  countries. 


ON  A  DREARY  MORNING  IN  ST. 
Louis,  financial  planner  Richard 
Basler  braces  for  a  long  day  with 
clients.  The  stock  market  has 
not  been  kind  to  them.  First  up: 
Jack  Bollinger  and  his  wife,  Lynn,  ages  60 
and  45,  retirees  from  SBC  Communica- 
tions. Eight  months  earlier  the  couple 
hired  Basler  to  manage  $475,000  in  Lynn's 
401(k)  and  lump-sum  pension  benefits. 
That  stash  has  to  cover  living  expenses  tor 
up  to  40  years  and  keep  Jack  in  enough 
tools  to  support  his  side  business — build- 
ing horse-drawn  sleighs  for  up  to  S3,600  a 
pop.  Basler  put  85%  in  equity  mutual 
funds  and  the  rest  in  a  bond  fund  and  a 
money  market  account. 

Then  came  Sept.  11.  The  BoUingers' 
assets  shrank  10%,  but  now  are  almost 
back  to  even  (excluding  monthly  with- 
drawals of  $2,000).  "We  do  have  risk  in 
equities,"  explains  Basler,  "but  this  is 
where  we  belong." 

Basler  and  his  two  sons,  Darin  and 
Dan,  peddle  financial  advice  under  the 
aegis  of  Raymond  lames  Financial,  a  $1.7 
billion  (sales)  retail  brokerage  run  by 
staunchly  independent  Chief  Thomas 
James.  The  Baslers  are  typical  reps,  work- 
ing large  local  companies  like  Anheuser- 
Busch  and  SBC  for  clients,  and  getting 
involved  in  the  community  (Darin 
coaches  soccer  and  baseball  and  serves  on 
the  church  council  and  the  board  of  the 
YMCA).  Raymond  James  and  its  clients 
offer  a  glimpse  into  Middle  America's  tor- 
tured affair  with  the  stock  market — and 
the  abiding,  if  surprising,  optimism  on 
Main  Street. 

James'  4,700  reps  cater  mainly  to  mid- 
dle-class types  like  the  Bollingers  who  pay 
for  guidance  on  everything  from  saving 
for  college  and  buying  a  house  to  setting 


How  Raymond  James 
reps  are  keeping 
the  stock  market  alive 
on  Main  Street. 

BY  BRETT  NELSON 
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Rough 


RAYMOND  JAM£S 


1  trust  and  choosing  insurance.  "We're 
sending  people  with  under  $  1  miOion 
I  call  center,"  says  James.  "That's  not 
/you  build  a  long-term  relationship." 
A  good  strategy  so  far.  Since  his  St.  Pe- 
burg,  Fla. -based  firm  went  public  in 
3,  the  stock  is  up  35-fold.  But  now  that 
:ution  and  research  are  commodities 

retail  trading  has  withered,  financial 
ming — with  recurring  revenue  ft^om  a 
3asis-point  "trail"  fee  on  mutual  fiand 
ts,  up  to  1 50  points  for  a  "wrap"  on  an 
re  account — is  how  a  lot  more  broker- 
;  are  paying  their  light  biUs.  Hand-hold- 
costs;  Raymond  James'  revenue  is  run- 
l  at  1 .47%  annually  of  retail  assets.  At 
irles  Schwab  &  Co.  they're  only  0.53%, 

analyst  Amy  Butte  of  Bear  Stearns. 
The  immediate  problem  is  to  head  off 
actions — from  clients  like  Terry  Mayo, 
She  and  her  husband,  who  co-own  a 
mbing  contract  business,  gave 
0,000  to  Basler  near  the  market's  peak 
December  1999.  The  account  now 
ds  at  $78,000.  "I  know  you've  lost  a  lot 
noney,"  says  Basler,  all  but  pleading 
1  her  to  take  a  long-term  view.  "I  am," 

Mayo,  with  a  thin  chuckle.  "Believe 
"  An  hour  of  walking  her  through  her 
)unts  keeps  her  in  the  fold. 
Brian  Kistler  must  talk  the  talk,  too.  A 
ner  U.S.  Marine  and  Indiana  state 
iper,  the  45-year-old  manages  20  bro- 

in  northeastern  Indiana  and  handles 

of  his  own  accounts.  On  this  day  he 
scheduled  nine  meetings  with  clients, 
fields  questions  on  IRA  distributions, 
j-term-care  policies,  buying  condos 
Conseco  preferred  stock.  By  day's  end 
.  made  no  new  sales  of  products, 
aired  no  new  assets  to  manage.  Still, 
is  how  Kistler  earns  the  commissions 
lockets  on  good  days. 


"Two  years  ago  I  didn't  have  to  go  out 
and  find  new  business,"  he  says.  But  rev- 
enues were  down  20%  in  2001.  To  kick  off 
the  new  year  Kistler  ordered  brokers  with 
less  than  three  years'  experience  to  stay  late 
two  nights  a  week  to  make  cold  calls. 
Annette  Alexander,  29,  a  second-year  bro- 
ker in  Portland,  Ind.,  needed  a  fresh  start 
after  a  hellish  2001.  "Every  one  of  my 
clients  lost  money,"  she  admits.  "I've  had 
people  cry." 


"We're  not  sending  people  with  under 
$1  million  to  a  call  center":  Chief  Tom 
James  (above);  rep  Dick  Basler  (in  purple) 
visits  clients  Jack  and  Lynn  Bollinger. 

Now  she's  making  house  calls,  driving 
an  hour  to  meet  a  79-year-old  woman 
who  wants  to  put  $5,000  in  one  stock.  If  it 
goes  well,  Alexander  gets  more  to  manage. 
She  stays  two  hours  to  close  the  deal.  "By 
the  time  I  left  I  Icnew  her  dog's  name,  what 
her  hobbies  were  and  when  her  husband 
died,"  she  says. 

Randy  Carver  knows  about  going  the 


extra  mile.  This  summer  the  37-year-old 
rep  took  on  30  retirees  from  a  big  Cleve- 
land chemical  company  for  free.  Their 
previous  broker  had  stuck  them  in  an 
annuity  with  2.25%  annual  fees,  and  an 
additional  1%  for  himself  Invested  in  a 
Nasdaq-heavy  fund  and  a  money  market 
account,  the  accounts  had  fallen  up  to 
70%.  Moving  them  would  trigger  huge 
surrender  charges — 8.5%  in  the  first  year, 
tapering  off  over  the  next  eight.  Carver 
kept  the  assets  in  the  annuity,  but  spread 
them  among  12  mutual  funds.  He  also  cut 
the  1%  management  fee,  which  meant 
those  accounts  would  earn  him  no  income 
for  the  near  future.  The  pro  bono  work 
pays  off  in  referrals.  Carver's  office  in 
Mentor,  Ohio  gets  about  15  a  week.  With  a 
combined  2,588  clients  generating  $2.6 
million  in  gross  fees  last  year,  he  is  one  of 
the  firm's  biggest  producers. 

By  noon  Carver  has  taken  four  client 
meetings  and  six  phone  calls — not  trivial, 
since  his  larynx  was  crushed  in  a  plane 
crash  in  1989.  He's  also  placed  12  orders 
and  answered  more  than  50  e-mails.  After 
each  meeting  or  call,  he  whips  out  a 
microcassette  recorder  and  dictates  a  fol- 
low-up letter  in  a  raspy  voice.  By  the  end 
of  the  day  clients  will  do  nearly  $200,000 
in  transactions,  mostly  moving  cash  into 
equities. 

Far  from  assuaging  fears.  Carver  is 
spending  more  time  reining  in  clients' 
hopes.  "People  are  starting  to  make  the 
same  mistakes  all  over  again,"  he  says. 
"They  want  to  buy  a  car  in  six  months  and 
are  calling  to  bet  on  a  stock."  As  for  the 
recession?  Last  year  the  Bollingers  bought 
a  new  truck  and  trailer,  a  washer  and 
dryer,  a  high-end  sewing  machine  and 
new  wood-bending  equipment  for  those 
sleighs.  F 
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Tough  Guy 

Leonardo  Del  Vecchio  has  built  and  bullied  his  way  to  total 
domination  in  the  eyeglasses  business.  Don't  mess  with  him. 


BY  LUISA  KROLL 


ITALIAN  BILLIONAIRE  LEONARDO  DEL  VECCHIO  USU- 
ally  gets  what  he  wants.  Within  weeks  of  buying  U.S. 
retailer  Sunglass  Hut  last  April,  the  chairman  of  Lux- 
ottica  Group  SpA  demanded  price  cuts  from  the 
chain's  suppliers.  All  ten  accepted  the  terms — except 
one:  Oakley.  Headed  by  U.S.  billionaire  lames  lannard, 
Oakley  was  Sunglass  Hut's  biggest  brand,  representing  25%  of 
sales.  Surely,  Jannard  thought,  he  deserved  better  treatment. 
He  flew  to  Milan  last  May  to  make  his  case. 


Dressed  in  his  usual  batde  gear  (a  custom-made  suit),  D« 
Vecchio  coolly  greeted  his  guest.  Jannard,  wearing  a  sport  shir 
slacks  and  casual  Oakley  shoes,  took  a  seat  in  the  posh  office; 
Del  Vecchio,  66,  told  the  Oakley  founder  he  wasn't  interested  ii 
carrying  a  line  that  accounted  for  one-fourth  of  sales  but  mad 
little  money.  The  terms  had  to  change. 

Jannard  returned  in  July  to  try  again.  When  he  was  gettin 
ready  to  leave  Milan,  Jannard  told  Del  Vecchio  that  he  hoped  t 
put  this  long  and  difficult  process  behind  them  and  looked  fbi 
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ard  to  the  day  when  they  would  be  good  friends.  "We  will 
;ver  be  friends,"  Del  Vecchio  reportedly  snapped.  Though  he 
)t  some  concessions,  he  cut  his  Oakley  order  by  two-thirds 
ter  the  meeting.  When  Oakley  then  refused  to  honor  the  more 
vorable  pricing,  he  yanked  the  line  altogether. 

Del  Vecchio  can  afford  to  be  tough.  Luxottica,  which  earned 
I  estimated  $290  million  on  sales  of  $2.8  billion  last  year,  is  six 
nes  the  size  of  Oakley.  It  owns  U.S.  retailer  LensCrafters  and 
nglasses  brand  Ray- Ban.  Through  licensing  agreements  it  sells 
■signer  lines  like  Giorgio  Armani,  Chanel  and  Brooks  Broth- 
s — and  churns  out  130,000  of  its  own  frames  every  day.  Its 
fcMed  Vision  Care  division  has  contracts  with  hundreds  of 
S.  companies  and  provides  eye  care  for  30  million  people. 

Even  executives  refer  to  their  boss  as  "Signore  Del  Vec- 
lio" — as  much  out  of  fear  as  adoration.  "I  am  a  very  exacting 
anager  who  demands  my  executives  run  their  groups  effi- 
?ntly  and  meet  my  targets,"  says  Del  Vecchio.  He  checks  on 
em  regularly,  receiving  sales  data  daily.  He  still 
iproves  everything  from  frame  designs  to  the 
ans  for  a  new  LensCrafters  in-store  display. 

This  slightly  built  man  has  earned  respect, 
e  grew  up  poor  in  post- World  War  II  Milan, 
•nt  to  an  orphanage  at  age  7  because  his 
other  couldn't  support  her  five  children,  he 
on  threw  himself  into  work,  intent  on 
iproving  his  future.  "Work  always  came 
fore  everything,"  he  recalls.  "If  I'd  started  sell- 
g  fruit,  I'd  be  passionate  about  fruit." 

To  put  himself  through  design  school,  he 
3rked  as  an  apprentice — once  severing  part  of 
finger — in  a  factory  that  made  molds  for 
erything  from  automobile  logos  to  eyeglass 
imes.  In  1958  the  23-year-old  opened  his  own 
olding  shop,  making  tools  for  the  manufac- 
re  of  eyeglass  frames.  Soon  he  was  producing 
s  own  frames  and  audaciously  competing 
ith  his  original  customers.  He  moved  into  the 
S.  market  in  1 982,  buying  a  distributor  in  Port 
ashington,  N.Y. 

The  tool-and-die  man  also  had  a  flair  for 
ihion.  He  signed  a  licensing  deal  with  designer 
iorgio  Armani.  The  two  groups  still  work  closely  together 
ore  than  a  decade  later:  Armani  holds  a  5%  stake  in  Luxottica 
id  sits  on  the  board.  The  brand  counts  for  an  estimated  10%  of 
lolesale  revenues. 

Del  Vecchio  got  Wall  Street's  attention  in  1990  when  he  by- 
ssed  the  Milan  stock  exchange  and  went  public  on  the  New  York 
3ck  Exchange,  selling  shares  as  ADRs.  Five  years  later  he  pulled  off 
e  first  significant  hostile  takeover  of  an  American  company  by  an 
ilian  enterprise.  To  buy  U.S.  Shoe,  which  also  owned  optical  re- 
il  chain  LensCrafters  and  women's  apparel  retailer  Casual  Cor- 
:r,  Del  Vecchio  paid  $1.4  billion,  most  of  it  in  cash.  Until  then 
:'d  had  no  direct  retail  experience.  But  the  acquisition,  he  be- 
ved,  was  the  only  way  to  prevent  Luxottica  from  being  squeezed 
'  discount  chains  like  Wal-Mart — even  if  it  meant  competing 
ith  his  best  customers,  small  opticians  then  providing  90%  of 


Del  Vecchio 
demanded 
price  cuts 
from  his 
suppliers. 
All  agreed— 
save  one.  


LUXOTTICA 

his  sales.  "I  would  have  risked  a  lot  more  sitting  back,"  he  says.  He 
sold  the  shoe  business  to  Nine  West  for  $600  million  and  took  Ca- 
sual Corner  private,  turning  it  over  to  his  eldest  son,  Claudio. 

Now  he  could  settle  into  his  tough-guy  act.  That  meant 
exacting  more  favorable  terms  from  suppliers,  throwing  out 
low-margin  brands  and  restocking  his  stores  with  Luxottica 
frames.  "Back  then  we  couldn't  have  visualized  having  that 
much  product  from  one  manufacturer.  He  sold  us  on  the 
vision,"  says  Jack  S.  Dennis,  chief  financial  officer  at 
LensCrafters.  Today  some  70%  of  frames  sold  are  made  by  the 
parent  company,  up  from  5%  at  the  time  of  the  acquisition. 

Del  Vecchio  isn't  just  banking  on  prescription  glasses,  not 
with  so  many  folks  opting  for  contact  lenses  and  corrective 
surgery.  That's  why  he  picked  up  Bausch  &  Lomb's  sunglasses 
group — including  Ray-Ban,  Revo  and  Killer  Loop — for  $640 
million  in  1999.  At  the  time  Ray-Bans  were  sold  in  camera 
shops,  tobacconists,  discount  stores,  just  about  anywhere.  Del 
Vecchio  immediately  pulled  it  from  13,000  loca- 
tions in  the  U.S.,  distributing  it  exclusively 
through  sunglasses  retailers  and  department 
stores.  He  closed  down  four  plants,  folding  them 
into  Luxottica's  existing  operations.  Result:  The 
cost  to  produce  a  pair  of  Ray-Bans  dropped 
from  $18  to  $10  in  less  than  a  year.  That,  cou- 
pled with  price  increases,  put  Ray-Ban's  operat- 
ing margin  above  the  wholesale  division's 
23.6%  average,  even  as  sales  of  Ray- Bans  shrank 
in  both  2000  and  2001. 

Del  Vecchio  will  be  able  to  push  more 
shades,  thanks  to  the  $653  million  acquisition  of 
Sunglass  Hut,  which  gave  him  an  additional 
1,730  stores  in  North  America.  It  also  gave  him  a 
chance  to  wring  more  profits  from  a  weary 
chain.  Two-thirds  of  Sunglass  Hut's  corporate 
staff  is  gone,  and  so  is  its  Miami  home  office, 
which  was  merged  with  LensCrafters'  Cincin- 
nati headquarters.  In  the  first  nine  months  of 
2001  the  operating  margin  at  the  retail  division 
rose  to  16.1%  from  14.7%.  The  chain  elimi- 
nated all  private-label  sunglasses  and  now 
focuses  on  only  20  brands — 40%  of  them  made 
by  Luxottica  (up  from  from  15%  a  year  ago). 

As  for  Oakley?  The  war  rages  on.  Last  November  it  sued 
Luxottica,  claiming  patent  infringement  on  lens  coatings  that 
produce  "vivid"  sunglass  colors.  In  December  Oakley  got  a  pre- 
liminary injunction  against  certain  Luxottica  emerald  and  blue 
lenses.  Just  before  the  injunction,  Jannard  sent  his  number  two 
to  Milan,  once  again  pushing  to  have  Sunglass  Hut  stock  Oak- 
leys. Del  Vecchio  relented  this  time— after  getting  much  of  what 
he  wanted.  (Neither  company  will  disclose  the  precise  terms  of 
the  three-year  contract.) 

Sunglass  Hut's  volume  was  off  an  estimated  10%  in  the  De- 
cember quarter  from  the  year  before.  But  Oakley  needs  Sunglass 
Hut  even  more:  Since  the  dispute  began  last  summer,  profits  have 
fallen  36%.  Who  has  more  staying  power?  Put  your  money  on  Del 
Vecchio.  He's  worth  $6.6  billion — Jannard,  a  mere  $  1 .2  billion.  F 
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TEAM  VALUATIONS 


SCQBEi 


T 


Winning  a  championship  has  a  lasting 
impact  on  a  team's  value— even  if  it 
has  been  years  since  the  title  win. 

BY  CECILY  FLUKE  ANO  LESLEY  KUMP 

HOW  IMPORTANT  IS  IT  TO  WIN  A  LEAGUE  CHAMPI- 
onship?  Just  ask  the  Colorado  Avalanche,  who  last 
year  won  pro  hockey's  Stanley  Cup  for  the  second 
time,  and  the  Los  Angeles  Lakers,  who  won  the 
basketball  crown  for  the  13th  time.  Both  franchises 
have  jumped  up  in  our  value  rankings  as  a  result. 

The  Avalanche  leapfrogged  over  the  Detroit  Red  Wings, 
Boston  Bruins  and  Toronto  Maple  Leafs  to  reach  third  place, 
up  from  sixth  last  year.  Thirteen  home  games  during  the 
Stanley  Cup  playoffs  (ticket  prices  rose  each  round,  up  to 
an  average  70%  increase  for  the  final  series)  helped  push 
the  team's  revenues  to  $93  million  from  $82  million  the  year 


VALUE:  $277  mi 


Mark  Messier's  Ranj 
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RANK   FRANCHISE/Prlncioal  owners  (^vear  acauired') 

CUHRbNT^ 
(SMIL) 

VALUE  OPERATING 
ONE-YEAR    ANNUALIZED        OEBTV       REVENUES  INCOME' 
CHANGE       CHANGE'          VALUE         (SMIL)  (SMIL) 

1 

New  York  Rangers/Cablevision  Systems  ('97) 

$277 

5% 

9% 

54% 

$103 

$3.6 

2 

Philadelphia  Flyers/Comcast  ('96) 

250 

4 

11 

25 

90 

12.6 

3 

Colorado  Avalanche/Stanley  Kroenke  ('00) 

243 

23 

NA 

28 

93 

5.9 

4 

Boston  Bruins/Jeremy  Jacobs  ('75) 

230 

6 

13 

52 

80 

10.5 

5 

Detroit  Red  Wings/Michael  Hitch  ('82) 

225 

3 

19 

20 

83 

-6.4 

6 

Toronto  Maple  Leafs/Steve  Stavro  ('94) 

216 

6 

16 

64 

90 

15.4 

7 

Dallas  Stars/Thomas  Hicks  ('95) 

207 

14 

16 

51 

70 

-4.3 

8 

Chicago  Blackhawks/Wllliam  WIrtz  ('54) 

200 

2 

12 

0 

72 

13.3 

9 

Los  Angeles  Kings/Philip  Anschutz,  Edward  Roski  Jr  ('95) 

189 

18 

9 

65 

73 

3.4 

10 

Montreal  Canadiens/George  Gillett  Jr  ('01) 

182 

-5 

NA 

11 

70 

12.2 

11 

New  Jersey  Devlls/YankeeNets  ('00) 

175 

7 

NA 

38 

70 

6.3 

12 

New  York  Islanders/Charles  Wang,  Sanjay  Kumar  ('00) 

156 

12 

NA 

64 

44 

1.4 

13 

St  Louis  Blues/William  Laurie,  Nancy  Laurie  ('99) 

153 

13 

24 

63 

64 

-9.2 

14 

Pittsburgh  Penguins/Mario  Lemieux  ('99) 

149 

12 

40 

15 

64 

72 

15 

San  Jose  Sharks/George  Gund,  Gordon  Gund  ('90) 

148 

5 

10 

27 

63 

4.0 

16 

Columbus  Blue  Jackets/John  McConnell  ('97) 

145 

NA 

16 

28 

60 

11.3 

17 

Washington  Capitals/Theodore  Leonsis  ('99) 

138 

3 

28 

69 

50 

-15.5 

18 

Minnesota  Wild/Robert  Naegele  Jr  ('97) 

135 

NA 

14 

56 

56 

11.1 

19 

Atlanta  Thrashers/AOL  Time  Warner  ('97) 

134 

-3 

14 

45 

58 

6.6 

20 

Nashville  Predators/Craig  Leipold  ('97) 

131 

2 

13 

30 

53 

9.8 

21 

Tampa  Bay  Liglitning/Willlam  Davidson  ('99) 

120 

12 

2 

42 

53 

2.9 

22 

Mighty  Ducksof  Anaheim/Walt  Disney  Co  ('92) 

118 

2 

10 

0 

49 

-5.5 

- 

23 

Buffalo  Sabres/ John  Rigas  ('98) 

117 

20 

15 

69 

56 

-9.7 

24 

Florida  Panthers/Alan  Cohen  ('01) 

115 

-22 

NA 

43 

64 

-3.2 

25 

Vancouver  Canucks/John  McCaw  Jr  ("95) 

106 

6 

11 

94 

48 

-3.0 

26 

Carolina  Hurricanes/Peter  Karmanos  Jr  ('94) 

103 

30 

12 

58 

52 

-5.4 

27 

,  Ottawa  Senators/Rod  Bryden  ('91) 

96 

14 

7 

94 

50 

-4.5 

28 

Calgary  Flames/Ronald  Bremner  ('80)^ 

92 

11 

9 

55 

46 

2.3 

29 

Edmonton  Oilers/Edmonton  investors  Group  ('98) 

81 

5 

5 

56 

43 

2.5 

30 

Phoenix  Coyotes/Steve  Ellman  ("01) 

79 

-8 

NA 

76 

39 

-13.9 

League  average 

157 

7 

14 

46 

64 

2.1 

Revenues  and  operating  income  are  for  2000-01  season.  NA:  Not  applicable.  'Value  of 
with  latest  transaction  price.  ^Includes  arena  debt.  'Earnings  before  interest,  taxes  and 


team,  without 
depreciation. 


deduction  for  debt  (other 
'Ownership  composed  of 


than  arena  debt).  'Current  team 
nine  limited  partners.  Bremner  is 


value  compared 
CEO 
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FRANCHISE/Princioal  owners  (vear  acauired) 

CURRENT' 
(SMIL) 

j  ONE-YEAR 
CHANGE 

ANNUALIZED 
CHANGE' 

DEBTV       REVENUES  INCOME' 
VALUE          (SMIL)  (SMIL) 

Los  Angeles  Lakers/Jerry  Buss  (79) 

$403 

12% 

15% 

±o/o 

6^1  1 

New  York  Knicks/Cablevision  Systems  ('97) 

392 

-1 

7 

OD 

1  157 

£0.0 

Chicago  Bulls/Jerry  Reinsdorf  ('85) 

329 

5 

25 

117 

K1  7 

Portland  Trail  Blazers/Paul  Allen  ('88) 

283 

4 

11 

An 

1  ni 
xux 

-1  Q  Q 

Philadelphia  76ers/Comcast  ('96) 

279 

19 

17 

99 

xuo 

111 
XX.X 

Phoenix  Suns/Jerry  Colangelo  ('87) 

266 

6 

14 

OU 

1  n9 

XU£ 

9^1  9 

£.3. fa 

Miami  Heat/Micky  Arisen  ('95) 

248 

10 

24 

/  u 

1  1 
X.O 

Houston  Rockets/Leslie  Alexander  ('93) 

234 

13 

14 

X  i 

R1 
OX 

'3  R 
O.O 

Indiana  Pacers/Herbert  Simon,  Melvin  Simon  ('83) 

231 

0 

19 

OA 

RQ 
09 

n  7 

Detroit  Pistons/William  Davidson  ('74) 

230 

-2 

13 

n 
u 

Q9 
9& 

1 R  n 
xo.u 

Utah  Jazz/Larry  Miller  ('85) 

225 

0 

15 

1  7 

RR 
oo 

9  ^ 

falO 

San  Antonio  Spurs/Peter  Holt  ('93) 

221 

17 

14 

R9 
0£ 

-9  A 

"•fa.*r 

Boston  Celtics/Castle  Creek  Partners  ('86) 

218 

3 

4 

R1 
OX 

q  R 

9*0 

Washington  Wizards/Abe  Pollin  ('64) 

214 

2 

15 

R9 

R1 
ox 

7 

Dallas  Mavericks/Mark  Cuban  ('00) 

211 

26 

NA 

3U 

RR 

fawi*r 

Sacramento  Kings/Gavin  Maloof,  Joseph  Maloof  ('98) 

209 

17 

10 

HO 

R7 
o  # 

inn 

Cleveland  Cavaliers/George  Gund,  Gordon  Gund  ('83) 

202 

9 

14 

n 

r  w 

7 1 

/  .X 

Seattle  SuperSonics/Howard  Schultz  ('01) 

200 

7 

NA 

Rn 

OU 

9  1 

fa*X 

- 

Atlanta  Hawks/AOL  Time  Warner  (  01) 

199 

8 

NA 

ou 

7R 

R  R 
o*o 

Denver  Nuggets/Stanley  Kroenke  ('00) 

188 

7 

NA 

oo 

79 

-7R 
r  lO 

Minnesota  Timberwolves/Glen  Taylor  ('95) 

185 

9 

13 

77 

A  9 

*tlfa 

Orlando  Magic/Richard  DeVos  ('91) 

176 

6 

8 

wX 

7fi 

r  O 

Toronto  Raptors/Steve  Stavro  ('98) 

172 

I    

17 

11 

Rn 

7'? 
f  3 

9>X 

Los  Angeles  Clippers/Donald  Sterling  ('81) 

170 

10 

14 

n 

RR 
oo 

11  "5 
xx.o 

New  Jersey  Nets/YankeeNets  ('98) 

169 

-6 

4 

I  w 

-11^ 

XXtO 

Golden  State  Warriors/Christopher  Cohan  ('95) 

166 

-1 

6 

Rn 

RQ 

09 

9  q 

falO 

Memphis  Grizzlies/Michael  Heisley  ('00)^ 

160 

36 

NA 

50 

53 

-13.3 

Milwaukee  Bucks/Herbert  Kohl  ('85) 

150 

14 

14 

13 

65 

-16.3 

Charlotte  Hornets/George  Shinn  ('88) 

135 

-6 

11 

37 

65 

-0.5 

League  average 

223 

8 

13 

34 

86 

5.0 

Revenues  and  operating  income  are  for  2000-01  season.  NA:  Not  applicable.  'Value  of  team,  without 
with  latest  transaction  price.  'Includes  arena  debt.  "Earnings  before  interest,  taxes  and  depreciation. 


deduction  for  debt  (other  than  arena  debt).  ^Current  team  value  compared 
^Formerly  Vancouver  Grizzlies. 


LOS  ANGELES  LAKERS 

VALUE:  $403  mil 


An  NBA  title  and  eight 
home    playoff  games 
helped  the  Lakers  gener- 
ate $60  million  in  gate 
receipts  last  season 
versus  a  league  average  of 
$31  million.  Kobe  Bryant 
and  the  Lakers  also  clean 
up  in  sponsorship  dollars, 
led  by  the  $116  million  nam- 
ing-rights  agreement  v/ith 
office-supply  store  Staples. 


before.  Total  worth  increased  23%,  to  $243  million. 

Passing  the  New  York  Knicks  as  the  most  valuable  basketball  team 
are  the  Lakers,  worth  $403  million,  a  12%  gain  in  just  one  year.  Super- 
stars Shaquille  O'Neal  and  Kobe  Bryant  helped  the  squad  post  the 
best  single-season  winning  percentage  in  the  history  of  the  NBA  play- 
offs (15-1),  pushing  the  Lakers  to  a  team  record  $144  million  in  rev- 
enues last  year.  But  the  main  reason  for  the  team's  financial  success  has 
been  the  Staples  Center,  open  since  1999.  The  plush  facility,  controlled 
by  Lakers  minority  owner  Philip  Anschutz,  pulls  in  more  sponsor- 
ship and  suite  revenue  than  any  other  sports  venue — $75  million  last 
year.  This  also  explains  why  Anschutz's  hockey  team,  the  Los  Angeles 
Kings,  jumped  18%  in  value. 

Winning  tends  to  have  a  lasting  effect  on  value,  even  if  a  team  later 
collapses.  The  Chicago  Bulls  are  still  benefiting  firom  the  six  champi- 
onships with  Michael  lordan:  Suite  and  ticket  prices  remain  the  same 
as  in  the  championship  days.  Never  mind  that  the  current  Bulls  team 
is  dreadful,  with  the  league's  worst  cumulative  record  over  the  past 
three  seasons. 

Total  salaries  for  Bulls  players  are  only  47%  of  what  they  were  during 
the  Jordan  era.  So  the  Bulls  earned  $51 .7  million  last  year,  or  a  staggering 
44%  operating  margin,  the  best  return  of  any  pro  team  in  any  sport.  The 
New  York  Rangers  haven't  qualified  for  the  playoffs  the  past  four  sea- 
sons, but  they're  still  hockey's  richest  team — worth  $277  million.  F 


T^lrtf l^fC  I  ^^^'^^  expanded  tables  of  NBA  and  NHL  teains  at 

^K^Kahom  I  www.forbes.com/basketball  and  www.forbes.com/hockey. 
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IX. 


BY  ELISA  WILLIAMS 


Anxiety  about  cyberterrorism  has  given  Network  Associates  a  new  lease 
on  life,  but  its  coziness  with  the  government  comes  with  baggage. 


THE  RESIDENTS  OF  MANHATTAN 
are  already  on  edge  about  ter- 
rorist attacks,  but  have  they 
considered  what  would  happen 
if  fanatics  got  hold  of  the  com- 
puters monitoring  their  water  supply? 
Terry  C.  Vickers  Benzel  has,  and  she's 
plenty  worried. 


"The  'what  ifs'  of  a  physical  and 
cyberattack  are  many,"  Benzel  intoned 
darkly  at  a  U.S.  House  Committee  on  Sci- 
ence hearing  in  October,  at  which  she  also 
speculated  about  a  similar  catastrophic 
cyberattack  on  the  Northeast  power  grid. 
"We  must  prepare  now  to  prevent  this 
from  happening." 


Expanding  inside  the  Beltway:  Network  Asso 
dates'  George  Samenuk  in  D.C.-area  labs. 

Benzel  is  a  vice  president  of  a  com 
pany.  Network  Associates,  that  just  hap 
pens  to  sell  the  software  gadgets  necessan 
to  prevent  such  cyberterrorism.  In  ordei 
to  protect  the  country,  Benzel  told  the  law- 
makers, her  company  and  others  will  neec 
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NETWORK  ASSOCIATES 


>■  By  the  Nuttiibers 


Spoils  of  War 

While  the  resi  ot  the  tech  industry 
suffers,  the  computer-security  sector 
exploded  after  Sept.  11. 


I 


The  forecasted  compound 
annual  growth  rate  for  spending  on 
Internet  security  software. 


The  amount  the  fed- 
eral government  will  spend  this  year 
on  computer-security  projects. 

The  antivirus  in- 
dustry's estimated  cost  of  damage 
and  downtime  caused  by  a  recent 
outbreak  of  Internet  worms. 

Sources:  IDC;  the  White  House:  Network  Associates. 

more  federal  tunding  tor  counterterror- 
ism,  as  well  as  other  government  help. 

At  least  seven  bills  related  to  com- 
puter security  are  bouncing  around  Con- 
gress, including  one,  the  Cyber  Security 
Research  &  Development  Act,  that  would 
authorize  $900  million  of  new  spending 
on  cybersecurity  research. 

Such  proposals  have  excited  investors 
about  the  prospects  for  cybersecurity 
firms.  Network  Associates'  stock  has  dou- 
bled since  Sept.  1 1  to  $29.  Shares  of  rival 
Symantec,  which  helped  craft  a  pending 
House  bill  that  would  offer  generous  tax 
breaks  on  the  purchase  of  cybersecurity 
products,  have  climbed  77%. 

This  is  an  industry  built  on  fear 
caused  by  threats  both  real  and  hyped. 
Before  Sept.  1 1  the  bugaboo  was  Internet 
worms  such  as  Code  Red.  "If  the  bad  guys 
stay  as  creative  as  they  have  been,  this  is 
about  as  great  a  growth  area  as  you  could 
hope  for,"  beams  Network  Associates 
President  Gene  Hodges. 

Growth  prospects  are  the  only  way  to 
explain  the  $4  billion  market  valuation 
for  his  firm.  Lehman  Brothers  expects  a 
pro  forma  operating  loss  for  2001  of  $4 
million  on  sales  of  $742  million.  This  fol- 
lows another  bad  year.  Network  Associ- 
ates in  2000  had  a  pro  forma  operating 
loss  of  $23  million  and  a  net  loss  of  $103 
million,  in  part  because  aggressive 
accounting  tactics  backfired.  "I  can't 
repeat  some  of  the  things  the  customers 
called  m.e,"  says  George  Samenuk,  a  22- 


year  IBM  veteran  who  took  over  as  chief 
executive  after  his  hard-driving  predeces- 
sor, William  Larson,  resigned  under  a 
cloud  in  December  2000  as  the  stock  sank 
to  a  low  of  $3.25. 

Samenuk,  a  former  Brown  University 
football  center,  quickly  tackled  many  of 
the  problems  left  over  from  the  45-some 
businesses  acquired  under  Larson,  and 
plans  to  shave  another  $50  million  in 
expenses  this  year.  He  is  refocusing  the 
company  on  three  areas:  programs  for 
network  management,  the  McAfee 
antivirus  software  and  Magic  Solutions 
help-desk  software.  (The  company  also 
holds  an  80%  stake  in  McAfee.com,  an 
Internet-based  antivirus  service.) 

Samenuk's  greatest  contribution  may 
be  in  shaking  the  government  money  tree. 
Much  of  the  activity  centers  on  the  com- 
pany's NAI  Labs  in  Glenwood,  Md.,  which 
receives  a  substantial  part  of  its  budget  from 
the  government  for  projects  that  it  ulti- 
mately tries  to  commercialize.  The  lab  re- 
ceived $18  million  in  grants  last  year,  mosdy 
from  the  Defense  Advanced  Research  Proj- 
ects Agency,  up  from  $10  million  in  1999. 

Darpa  was  so  impressed  with  one  NAI 
Labs  project,  a  system  that  protects  a 
computer  network  against  intrusions  by 
detecting  unusual  activity,  that  it  hired  a 
company  to  develop  a  video  that  demon- 
strates how  it  works  using  animated 
robots  running  through  a  network. 
Richard  Clarke,  President  Bush's  new 
guru  for  cyberterrorism,  plans  a  visit  to 
the  lab  this  year. 

"I  have  100  researchers  who  have 


from  November  that  it  had  assured  the  FBI 
that  the  agency's  controversial  Magic  Lan- 
tern program  could  slip  through  unde^ 
tected  by  the  firm's  antivirus  software] 
Magic  Lantern  enables  the  government  to 
track  a  computer  user's  keystrokes. 

"There  was  absolutely  no  [communi- 
cation] between  the  company  and  the  FBI 
on  Magic  Lantern,"  says  an  exasperated 
flack,  who  blames  the  dustup  on  an  inac- 
curate news  report. 

Before  that,  another  controversy,  over 
censorship.  At  3  o'clock  one  morning  in 
September,  federal  cops  and  an  agent 
knocked  on  the  Wellman,  Iowa,  door  of 
Robin  Rosenberger.  Rosenberger,  an  Inter- 
net gadfly  of  the  companies  that  make 
computer  protection  software,  was  about 
to  reveal  on  his  Web  site  Vmyths.com  that 
Network  Associates  had  advised  the 
National  Security  Council  to  shut  down 
the  entire  Internet  in  September  as  a  way 
of  eradicating  the  Nimda  virus.  The  dis- 
closure would  have  been  potentially 
embarrassing  since  it  implied  that  the 
company's  software  wasn't  working. 

The  agent  was  there  to  ask  Rosen- 
berger to  kindly  withhold  posting  the 
information — or  else — for  vague  pur- 
poses of  "national  security"  following  the 
Sept.  1 1  terrorist  attack.  Rosenberger 
complied  at  the  time,  but  later  recounted 
portions  of  the  incident  on  various  Inter- 
net sites  without  naming  the  company. 

At  least  that's  the  version  of  events 
from  Rosenberger's  camp.  Says  Network 
Associates'  Hodges:  "Network  Associates 
would  never  sponsor  nor  condone 


"If  the  bad  guys  stay  as  creative  as  they 
have  been,  this  is  about  as  great  a  growth 
area  as  you  could  hope  for."  


been  working  with  Darpa  and  the 
Department  of  Defense  in  information 
security  for  15  years,"  Benzel  brags.  "We 
go  to  meetings  with  top  military  brass  all 
the  time.  We  believe  that  we  understand 
the  information  warfare  problem  that  the 
Department  of  Defense  faces." 

But  the  symbiotic  relationship  with  the 
government  is  a  double-edged  sword.  The 
company  is  still  trying  to  stainp  out  reports 


attempts  to  censor  anyone  anywhere." 

Hodges  is  even  more  incredulous  at 
the  accusation  that  federal  agents  were 
acting  on  behalf  of  the  company.  "It's 
such  an  amazing  thought  that  the  United 
States  government  would  do  the  bidding 
of  any  company,"  he  protests. 

Do  the  bidding  of  private  industry? 
Dole  out  billions  in  subsidies  and  tax 
breaks?  Perish  the  thought.  F 
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You  speak  to  a  server  It  recognizes  you  and  actually  knows  tiow  to  help. 

Imagine  how  many  customers  your  company  could  help  with  a  network  this  smart.  It's  possible  when  Avaya 
transforms  your  voice  and  data  systems  by  getting  them  working  together  Reliably.  Securely.  With  our 
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Superstring  Man 

Brian  Greene  is  a  celebrity  scientist  out  to  prove  he's  more  scientist  than  celebrity. 

BY  MICHAEL  MAIELLO 


BY  POPULARIZING  AN  ARCANE 
branch  of  physics  known  as 
superstring  theory,  Brian 
Greene  is  something  of  a  freak 
in  the  world  of  science:  a  pros- 
perous physicist.  His  1999  book.  The  Ele- 
gant Universe,  has  sold  half  a  million 
copies.  The  39-year-old  professor  at 
Columbia  University  has  appeared  on 
Late  Night  With  Conan  O'Brien,  played  a 
small  role  in  the  1999  movie  Frequency 
and  served  as  an  adviser  to  actor  Alan 
Alda  for  his  Lincoln  Center  play  about 
the  life  of  physicist  Richard  Feynman. 

Popular  appeal  is  nice — Greene  used 
his  book  money  to  buy  a  farmhouse  in 
upstate  New  York — but  it's  not  the  same 
thing  as  scientific  achievement.  Carl 
Sagan,  for  one,  is  better  known  for 
smash-hit  books  and  television  series 
than  his  scientific  advances.  "I've 
admired  Carl  Sagan  since  I  was  a  kid.  I 


always  looked  at  him  as  a  vibrant  com- 
municator," says  Greene.  But  Greene 
wants  to  be  remembered  for  more  than 
being  a  communicator. 

He's  going  to  get  his  chance.  A  year 
and  a  half  ago,  Greene  embarked  on  a 
deceptively  simple  project  to  prove  for  the 
first  time  that  superstring  theory  is  not  just 
a  mathematical  fantasy  but  a  physical  fact. 

"If  we  can't  establish  that  we're 
describing  the  world,  we're  not  doing 
physics.  This  is  a  chance  to  show  we're 
not  just  doing  philosophy  here,"  he  says. 

Superstring  theory,  conceived  in  the 
1960s,  is  an  attempt  to  bridge  the 
inscrutable  divide  between  physics'  two 
reigning  theories,  general  relativity  and 
quantum  mechanics.  General  relativity 
works  on  the  large  scale,  defining  gravity 
as  the  result  of  large  bodies  of  matter,  like 
stars,  bending  space  around  them.  Quan- 
tum mechanics  explains  the  perplexing 


Everybody  Loves  You  When  You're  a  Genius 


Isaac  Newton 

CLAIM  rO  FAME: 

Theory  of 
gravity. 

I'I  KKS:  Poet 

Alexander  Pope 
wrote  his  epitaph: 
"God  said,  Let 
Newton  be!'  and 
all  was  light." 


Marie  Curie 

C\  MM  TO  FAME: 

Separated 
polonium  and 
radium  from 
other  elements. 
PERKS;  Received 
$50,000  grant 
from  President 
Herbert  Hoover. 


Albert  Einstein        Richard  Feynman     Stephen  Hawking 


CLAIM  TO  FAME: 

General  and 
special  theories 
of  relativity. 
PERKS:  Offered 
the  presidency 
of  Israel  after 
World  War  II.  He 
politely  declined. 


CLAIM  TO  FAME: 

Devised  the  "sum- 
over  histories" 
take  on  quantum 
theory. 

PERKS;  Matthew 
Broderick  played 
him  on  film,  Alan 
Alda  in  a  play. 


CLAIM  TO  FAME; 

Predicted  that 
black  holes  leak 
radiation. 
PLRKS;  His  book 
A  Brief  History  of 
Time  has  sold 
9  million  copies  in 
40  languages. 


world  of  subatomic  particles,  in  which  al 
particle's  location  in  space  is  a  matter  oj 
probability  rather  than  certainty.  Bothjl 
theories  work,  but  they  don't  mesh  well. 

Superstring  theory  is  a  bold  attempt  toi 
tie  them  together.  A  "string,"  if  such  thingsj 
exist,  is  unimaginably  small  at  10  ^'  cen-i 
timeters  long  (that's  32  zeros  between  the 
decimal  point  and  the  one),  and  all  sub- 
atomic particles  such  as  quarks,  gluons,, 
muons  and  electrons  consist  of  strings. 
The  theory  says  that  strings  vibrate  and 
that  the  frequency  of  the  vibration  definesi 
the  particle.  If  a  (metaphorical)  B-flat; 
makes  a  quark,  B  is  an  electron. 

String  theory  answers  two  yearnings  of  I 
physicists.  One  is  to  explain  the  creation  of 
the  universe  in  a  big  bang  1 5  billion  yearsi 
ago.  The  other  is  to  come  up  with  a  grandl 
unification  theory  that  relates  the  forces  of 
nature  that  work  on  the  atomic  level  to  the 
gravitational  force.  On  the  small  scale  of  ai 
string,  it  is  postulated,  even  gravity,; 
which  to  Einstein  was  a  smooth,  or- 
derly force,  takes  on  the  choppy  and 
discontinuous  behavior  of  quantum 
particles. 

Problem  is,  there's  no  physical  I 
evidence  proving  the  existence  of 
strings.  Greene  hopes  to  find  evi- 
dence in  the  stars.  Last  May  he  and 
colleagues  Richard  Easther,  William 
Kinney  and  Gary  Shiu  published  a 
paper  in  Physics  Review  arguing 
that,  as  the  universe  has  expanded 
since  the  big  bang,  the  effects  of 
string  activity  from  300,000  years 
after  creation  have  been  stretched 
out  and  writ  large  on  the  sky — like 
tiny  writing  blown  up  on  the  side 
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Strings  to  Apples 


At  10^^  centimeters,  superstrings  are  the  smallest  bits  of  matter  imaginable. 
How  small?  If  a  string  were  the  size  of  a  proton,  or  10  '^  centimeters, 
then  a  proton  would  be  about  the  size  of  the  solar  system. 


of  an  inflating  balloon.  Proving  the  theory 
means  reconstructing  temperature  maps 
( )t  the  current  universe  from  maps  of  con- 
ditions that  are  assumed  to  have  existed  in 
tiie  early  years. 

In  the  beginning,  the  universe  was  dense 
.ind  immensely  hot — billions  of  times  hot- 
ier  than  the  core  of  the  sun.  As  it  expanded, 
it  cooled  to  an  average  temperature  of -456 


degrees  Fahrenheit  and  quantum  jitters 
made  pockets  of  hot  and  cold  throughout 
the  cosmos.  Greene  believes  that  strings  may 
have  caused  additional  jitters  that  could  be 
detectable  by  temperature  variations  in  pre- 
sent-day space — a  long  shot,  he  admits. 

Using  the  equations  of  string  theory 
as  a  starting  point,  he  will  generate  maps 
of  where  the  hot  and  cold  spots  should  be. 


Then,  he'll  compare  his  maps  to 
NASA  satellite  data.  If  they  match, 
he  and  his  colleagues  will  have  tan- 
talizing evidence  in  support  of  the 
theory.  "A  good  undergraduate 
math  student  would  be  able  to 
read  and  understand  the  equa- 
tions," says  Greene. 

The  approach  has  its  detrac- 
tors. Michio  Kaku,  a  string  theo- 
rist who  teaches  at  the  City  Uni- 
versity of  New  York,  says  that 
Greene  is  "trying  to  reconstruct  a 
piano  that  has  been  smashed  after 
falling  down  a  flight  of  stairs." 
The  paper  experiment  won't  have 
quite  the  power  of  Einstein's  pre- 
diction of  the  bending  of  light 
rays  from  a  distant  star  or  Thales' 
prediction  of  an  eclipse.  It's  more 
in  the  nature  of  explaining  an 
eclipse  that  has  already  occurred. 

But  at  least  it's  a  cheap  test. 
The  alternative  way  to  probe  for 
strings  is  to  spend  $16  bLUion  on  a 
144-mile-long  atom  smasher. 
Nobody  in  Washington  is  eager  to 
spend  $16  billion  to  find  strings. 
"Strings  won't  produce  a  gadget 
faster  than  this  or  a  widget 
stronger  than  that,"  Greene  quips. 
But  strings  wOl  continue  to  bene- 
fit one  industry:  Brian  Greene. 

When  he  agreed  to  host  three 
one-hour  episodes  of  the  PBS  series 
Nova  this  year,  the  Alfred  P.  Sloan 
Foundation  gave  the  show's  pro- 
ducers, WGBH-TV  of  Boston,  a  $1 
million  grant.  WGBH  will  be  able  to 
spend  $  1  million  per  episode,  dou- 
ble its  usual  budget.  Greene  won  a 
$700,000  grant  from  Columbia  to 
fund  the  Institute  for  Strings,  Cos- 
mology and  Particle  Physics.  He 
earns  it  back  for  the  school.  On  a 
few  occasions  at  his  well-attended 
talks  at  New  York's  Guggenheim  Museum, 
audience  members  were  inspired  enough 
to  donate  to  Columbia's  physics  program. 

Greene  downplays  his  role,  crediting 
the  theory  with  opening  people's  wallets. 
"String  theory  gives  us  insight  into  a  layer 
of  existence  that  is  subtle,  rich  and  some- 
what obscured  by  the  experience  of  day- 
to-day  life."  F 
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mcmoLnay  hardv/are 


Bulletproof  Windows 

Quick,  name  the  company  that  made  Windows  crashproof.  (Hint:  It  isn't  Microsoft.) 


BY  DANIEL  LYONS 

THE  WINDOWS  OPERATING  SYSTEM 
runs  most  every  PC  in  the  world  and 
has  made  Microsoft  the  richest, 
most  feared  company  in  the  computer 
industry.  But  the  ubiquitous  software  also 
crashes  all  too  often,  and  early  releases  are 
riddled  with  bugs.  No  wonder  Microsoft 
has  failed,  after  years  of  struggle,  to 
extend  Windows  into  the  market  for  the 
big,  mission-critical  systems  that 
run  entire  companies — few  of 
them  will  trust  it. 

IBM,  Sun  and  Stratus  offer 
systems  that  run  for  months  and 
even  years  on  end  without 
crashing,  but  Microsoft  still 
can't  make  such  a  promise.  Not 
without  help,  anyway.  Now  it 
has  some,  from  an  obscure  firm 
that  has  pulled  off  the  impossi 
ble:  crashproofing  Windows. 

Marathon  Technologies,  a 
privately  held  shop  in  Boxbor- 
ough,  Mass.,  has  fashioned  a 
Windows-based  system  that  uses 
run-of-the-mill  servers  from 
Compaq,  Dell,  Hewlett-Packard 
and  IBM,  arranging  them  in  a 
redundant  quartet  that  runs 
99.999%  of  the  time,  the  "five 
nines"  reUabUity  required  by  big 
corporate  sites. 

In  these  days,  when  tech 
departments  are  pinching  pen- 
nies harder  than  ever, 
Marathon's  low-cost  "fault-tol- 
erant" system  looks  better  than 
ever.  Marathon's  Endurance  sys- 
tem costs  only  $20,000  to 
$100,000.  An  equally  robust 
setup  from  Sun,  IBM  or  Stratus 
costs  $250,000  to  well  over  $1 
million.  Endurance  now  powers 
security  systems  at  nuclear 
power  plants,  baggage-handling 
systems  at  airports  and  assembly 
lines  at  Big  Three  automakers. 
Marathon's  1,800  customers 
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include  Wal-Mart,  ESPN,  Eli  Lilly,  UPS, 
DaimlerChrysler  and  Coors. 

These  are  the  bigger-ticket  accounts 
Microsoft  covets.  While  Windows  runs 
76%  of  all  servers  that  cost  less  than 
$5,000,  it  runs  only  1%  of  the  machines 
priced  above  $100,000,  says  Gartner 
Dataquest.  Now  Microsoft  itself  has 
begun  promoting  Marathon  in  seminars 


Four-in 

due  to  errors  in  the  input/output  system  (l/O) 
data  traffic  cop.  ROBERT  GLORIOSO'S  Marath 
four  servers  act  as  one.  Server    does  processing  chores, 
while  server    runs  the  I/O.  A  second  pair,  servers    and  , 
mirrors  the  first.  If   fails,    keeps  running,  avoiding  a  crasN 


with  the  goal  of  convincing  big  customers 
that  Windows  2000  can  handle  high-end 
tasks.  A  new  Marathon  system  that  runsi 
Microsoft's  Exchange  e-mail  server  has 
been  selling  well.  "Fault  tolerance  is 
becoming  a  mainstream  requirement, 
and  the  Marathon  guys  are  early  movers 
in  that  space,"  says  Peter  Conway,  a 
Microsoft  senior  director. 

Yet  few  people  have  ever 
heard  of  Marathon,  and  most 
corporate  clients  still  doubt 
Windows  is  robust  enough. 
Marathon's  sales  this  year  will 
approach  a  mere  $10  million, 
disappointing  given  the  diffi- 
culty of  the  problem  the  com- 
pany has  solved.  The  firm 
spends  only  $500,000  a  year  on 
marketing.  "We're  the  best-kept 
secret  in  the  computer  indus- 
try," says  Robert  Glorioso,  61, 
Marathon's  chief  executive. 

Glorioso,  a  Ph.D.  in  com- 
puter science,  cofounded  Mar- 
athon in  1993  after  a  17-year 
stint  at  Digital  Equipment  Corp. 
He  and  seven  colleagues  raised 
$500,000  and  worked  for  18 
months  without  pay. 

Until  they  came  along,  the 
best-known  fault-tolerant  sys- 
tems came  from  Stratus  and 
Tandem  (now  part  of  Compaq). 
Banks  and  stock  exchanges  use 
these  exotic  $1  million  sys- 
tems— the  Ferraris  of  the  com- 
puter world.  Glorioso  saw  a  way 
to  build  a  Yugo  that  could  run 
neck-and-neck  with  them, 
thanks  to  cheapo  Intel  servers 
and  regular  Windows. 

His  breakthrough  hinged  on 
a  basic  design  tweak.  Most  com- 
puter crashes  occur  when  mes- 
sages collide  in  the  input-output 
system,  or  I/O,  the  traffic  cop 
between  the  microprocessor  and 


A  Manufacturing 
Audit  Can  Uncover 
Millions  You  Didn't 
Know  You  Had. 

Global  Manufacturing  Solutions."  Manufacturing 
efficiency  consulting  to  increase  your  earnings  potential. 

Global  Manufacturing  Solutions  presents  a  comprehensive  portfolio 
of  value-added  solutions,  services,  and  software  to  maximize  your  internal 
.  investment.  It's  another  way  we  help  you  optimize  manufacturing.  Improve 
plant  uptime.  Reduce  time  to  market.  And  drive  regulator/  compliance. 

After  conducting  an  in-depth  audit  of  your  manufacturing  operations,  we  can 
help  you  identify  areas  that  present  the  greatest  potential  for  improvement. 

The  savings  can  be  dramatic. 

CASE  IN  POINT 

•  Industry  client: 
Leading  chemical  producer 

•  Objective: 

Improve  on-stream  production  time  and  reduce  customer's  total 
maintenance  cost 


•  Results: 

Reduced  overall  maintenance  costs  by  $10  million.  Reduced 
spare-parts  inventory  by  $3  million.  Increased  production  of  primary 
product  by  5%.  Increased  on-stream  production  rate  from  70%  to  95%. 


Consult  with  Global  Manufacturing  Solutions  from  Rockwell  Automation. 
You'll  add  to  your  earnings  statement  without  adding  to  your  infrastructure. 
For  your  copy  of  our  consulting  services  brochure,  call  1-800-240-9273. 
Or  visit  our  Web  site:  www.rockwellautomation.com/solutions. 

Rockwell 
Automation 

Global  Manufacturing  Solutions 


Copynght  ©  2002  Rockwell  Automation,  All  rights  reserved. 
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GREAT    POR   YOUR  IRA 


The  #1 

Equity  Income  Fund 


T.  Rowe  Price  Equity  Income  Fund  (PRFDX) 
was  ranked  #1  out  of  20  equity  income 
funds  since  its  inception,  10/31/85,  through 
9/30/01  by  Lipper. 

The  fund  has  been  committed  to  rewarding 
investors  with  substantial  dividend  income 
and  capital  growth — at  a  low  level  of  risk 
relative  to  other  stock  funds.  It  attempts  to 
cushion  against  the  impact  of  market 
volatility  by  investing  in  companies  that 
offer  strong  dividends  in  addition  to  capital 
appreciation  potential.  As  the  chart  shows, 
the  fund  has  outperformed  its  peer  funds 
group  over  time. 


Performance 

Versus 

Competitors 

Average  annual  total 
returns  as  of  9/30/01 

■  Equity  Income  Fund 
Lipper  Equity  Income 
Funds  Average 


The  fund  is  subject  to  the  inherent  volatility 
of  the  stock  market.  Past  performance  can- 
not guarantee  future  results,  and  there  is 
no  assurance  the  fund  will  retain  its  #1 
ranking.  When  assessing  performance, 
investors  should  consider  both  short-  and 
long-term  returns.  For  updated  performance 
information,  please  visit  our  Web  site  or 
contact  a  T.  Rowe  Price  representative. 
100%  no  load. 

To  learn  more,  request  a  fund  profile 
or  prospectus. 
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Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends, 
and  capital  gain  distributions,  investment  return  and  principal  value  will  vary,  and  shares  may 
be  worth  more  or  less  at  redemption  than  at  original  purchase,  (Source  for  data:  Lipper  Inc.) 
Based  on  its  total  return,  Lipper  also  ranked  this  fund  #18  out  of  200,  #21  out  of  128,  and  #5 
out  of  44  equity  income  funds  for  the  1  -,  5-,  and  1 0-year  periods  ended  9/30/01 ,  respectively 
For  more  information  about  this  fund,  including  fees,  expenses,  and  risks,  read  the  fund 
profile  or  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services, 
Inc.,  Distributor  EIF062308 


the  devices  attached  to  it.  When  thej 
modem  fires  up  at  the  same  time  a  docu- 
ment is  being  sent  to  the  printer,  say,  the 
PC  can  get  confused  and  shut  down.  [ 

Glorioso  helped  develop  fault-toler- 
ant systems  at  Digital.  One  day  in  1993, 
after  he'd  quit  Digital,  he  had  a  brain- 
storm: Why  not  split  the  computer  into 
separate  pieces,  so  a  glitch  in  I/O  can't  take 
down  the  whole  system? 

Marathon's  Endurance  system  yokes 
together  four  ordinary  servers  to  do  the 
work  of  one.  One  server  runs  the  central 
processing  unit;  a  second  runs  I/O.  A  sim- 
ilar pair  mirrors  the  first.  High-speed 
connectors  keep  data  whizzing  among  all 
four  parts  at  up  to  50  megabytes  per  sec- 
ond. If  one  of  the  I/O  servers  jams  up,  its 
twin  keeps  on  running.  The  CPUs,  iso- 
lated from  I/O,  aren't  affected  at  all. 

The  concept  of  splitting  the  CPU  and 
I/O  was  simple  enough.  The  tough  part 
was  in  synchronizing  data  across  the  sys- 
tem. Marathon  spent  two  years  grinding 

"We  are  the 
BEST-KEPT 
SECRET  in  the 

industry."  


out  more  than  1  million  lines  of  software 
code  to  make  four  machines  act  as  one.  It 
holds  ten  patents  for  its  work. 

Its  systems  have  kept  the  e-mail  sys- 
tem at  MPS  Investment  Management  run- 
ning without  a  hiccup  since  1999.  General 
Motors  installed  a  Marathon  six  months 
ago  to  run  a  Cadillac  paint  line.  Down- 
time there  costs  $500  a  minute,  but  the 
system  has  run  flawlessly. 

Tiny  Marathon  has  had  the  bullet- 
proof Windows  market  to  itself,  but  now 
the  much  larger  Stratus  is  muscling  in 
with  a  new,  cheaper  Windows  version  of 
its  pricey  fault-tolerant  machine.  Stratus, 
with  more  than  $300  million  in  annual 
revenue,  already  has  lined  up  customers 
such  as  Fuji  Photo  Film,  Pirelli  and 
Nippon  Steel. 

Glorioso's  top  challenge  is  not  battling 
Stratus  but  erasing  Windows'  stigma  of 
bugginess.  Bill  Gates  has  failed  to  do  that 
after  years  of  trying.  This  guy  might.  F 
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Court  TV,  Ad-Free 


As  ORDERED  IN  FEDERAL  DISTRICT  COURT  YOUR  FIN- 
gers  are  hereby  enjoined  against  turning  the  opposite 
page  until  you  have  read  it  in  full.  Avoidance  of 
advertising  by  "flipping  through"  the  product  could 
have  a  negative  impact  on  the  revenue  stream  of 
Forbes  Inc.  and  is  therefore  expressly  prohibited. 

Sound  ridiculous?  Maybe,  but  it's  not  far  from  the  argument 
made  by  major  broadcasters  such  as  Disney,  Viacom  and  NBC  in 
their  lawsuit  filed  in  early  January  against  Sonicblue,  the  maker 
of  the  new  ReplayTV  4000  line  of  personal  video  recorders.  The 
devices  do  pretty  much  what  earlier  Replays  and  TiVos  do: 
Record  and  store  broadcast  pro- 
grams on  a  hard  disk  and  play 
them  back  at  the  viewer's  con- 
venience. But  the  new  Replays 
have  two  new  features  that  really 
irk  the  broadcasters:  They  can 
skip  commercials  automatically 
(no  button-pressing  required), 
and  they  can  send  programming 
from  one  unit  to  another. 

The  networks  argue  that  the 
first  feature  could  threaten 
"free"  TV  as  we  know  it,  but  the 
feature  isn't  all  that  new.  The 
technology,  known  as  Commer- 
cial Advance  and  licensed  from  Arthur  D.  Little, 
Inc.,  has  appeared  since  1995  in  many  major 
brand  VCRs.  Last  I  looked,  it  was  not  what 
caused  broadcasters'  revenue  to  wither. 

If  the  networks  win  this  one,  what's  next? 
A  ban  on  remote  controls?  Refrigerators, 
pantries  and  toOets  with  mandatory  locks  that 
snap  shut  during  commercial  breaks? 

One  reason  the  networks  might  not  lose  too 
much  sleep  for  now  is  that  Replay,  though  a  con 
venient  way  to  watch  TV,  is  far  from  perfect.  VVlien 
commercial-skipping  works,  there's  virtually  no  wait 
between  the  end  of  one  program  segment  and  the  begin- 
ning of  the  next,  though  you  usually  see  a  few  frames  of  ads  at 
the  beginning  and  end  of  each  break.  But  as  often  as  30%  of  the 
time  the  function  faQs  to  whack  the  ads  at  all,  and  in  my  tests  it 
eliminated  one  show's  title  sequence. 

The  broadcasters  have  a  more  reasonable  gripe  when  it 
comes  to  the  Replay  4000's  ability  to  share  programming  among 
units.  According  to  the  legal  complaint,  the  units  can  "make  per- 
fect digital  copies  of  plaintiffs'  copyrighted  programs,  including 
entire  theatrical  motion  pictures,  and  distrib- 
ute them  to  other  people — even  many  other 


New  TV  recorders 
can  skip  past  the 
commercials  and 
sliare  programs. 
But  not  if  the 
networks  get 
their  way.  ^ 


people — through  high-spee 
Internet  connections." 

Not  quite.  Copies  from,  th 
Replay  are  hardly  "perfect."  Th 
units  accept  only  analog  signal: 
so  converting  programs  int' 
digital  form  requires  an  in 
between  step  that  can  notice 
ably  degrade  picture  qualit) 
Though  the  units  can  exchang 
a  90-minute  movie  in  real  tim 
over  a  local  network,  say  from 
living  room  to  den,  using  the  Internet  is  a  wee  bit  slower. 

Uploading  a  30-minute  show  at  "standard"  (read:  abysmal 
quality  takes  roughly  eight  hours  over  a  typical  high-speed  con 
nection  from  providers  such  as  AT&T  Broadband.  A  two-hou 
feature  at  "high"  quality?  A  mere  four  days.  That  assumes  you 
provider  delivers  the  maximum  promised  bandwidth,  whicl 
rarely  happens.  It  also  assumes  that  incoming  and  outgoing  bit 
can  get  past  the  firewall  protecting  your  home  network;  my  fire 
wall  could  not  be  configured  to  work  at  all.  You  could  mail « 
cassette  faster.  For  the  moment,  Napster  this  is  not. 

Replay  has  other  problems.  When  I  used  the  nev 
feature  allowing  me  to  send  digital  photo; 
from  my  PC  to  my  test  unit,  it  manglec 
every  last  one.  When  I  signed  up  for  i 
feature  that  lets  you  program  it  ovei 
the  Web,  the  site  urged  me  da> 
after  day  to  "please  come  back 
tomorrow."  But  though  the 
machine  must  be  constantly 
connected  to  the  Net,  it  talks  to 
Replay's  servers  only  about  every 
36  hours,  so  you  can't  use  the 
Web  link  to  record  something  you 
remember  at  the  last  minute.  And 
quoted  capacities  are  grossly  inflated: 
The  $699,  40-hour  model  4040  actualh 
holds  just  12  hours  of  high-quality  video. 
Requiring  an  Ethernet  connection  most  people 
don't  have,  this  is  basically  a  machine  for  geeks.  My  personal 
video  recorders  of  choice  are  the  far  cheaper  DirecTV/TiVo 
units  (about  $100  plus  monthly  satellite  and  scheduling  ser\'ice 
fees),  which  decode  satellite  broadcasts,  can  record  two  pro- 
grams at  once  and  offer  a  far  better  user  interface. 

At  least  for  now.  Sonicblue  is  among  three  companies  suing 
TiVo  for  alleged  patent  infringement.  See  you  on  Court  TV!  F 


Forbes 


Stephen  Manes  (sfeve@cranky.com),  cohost  of  Digital  Duo,  has  been  covering 
technology  for  nearly  two  decades.  Find  past  columns  at  www.forbes.com/manes. 
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rhe  remarkable  innovation  of  Canon  imageRUNNER.  The  unrivaled  heritage  of  Canon  color.  Both  are  available 
n  one  brilliant  solution.  The  amazing  Color  imageRUNNER  C2050.  A  fully-connected,  network-compatible, 
21  page-per-minute'  wonder.  It  expands  your  color  capabilities,  so  you  can  create  professional-quality, 
finished  documents  —  in  full  color  or  black-and-white  —  right  from  the  desktop.  At  Canon,  we're  giving  people 
the  know-how  to  bring  office  documents  to  a  colorful  new  leveL 


Check  with  vour  local  Canon  authorized  dealer  for  more  information  on  network  compatibility. 
Letter-sized. 
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iLICON  MALI 

The  information  age  has  finally  come  to  one  of  the  poorest  regions  of  sub-Saharan  Africa, 
failing  like  rain  on  parched  soil.  by  silvia  sansoni 
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Tuning  into  a  free  niarkef: 
Villagers  in  Doue^tza 
pound  profits  froiji  millet,  j 


TWICEAWEEK.AFTER  HIS  EVENING 
prayers,  Amadou  Babale  Konate 
faithfully  observes  another  ritual: 
He  turns  on  his  radio  to  find  out 
the  price  of  millet,  rice  and  other 
commodities  in  nearby  communities. 
"Wholesalers  used  to  buy  my  rice  at  lowball 
prices  and  resell  it  for  twice  as  much,"  says 
Konate,  who  must  travel  a  whole  day  by 
donkey  to  get  to  the  nearest  market.  Today 
he  has  a  lot  more  bargaining  power  when 
he  deals  with  middlemen,  because  he  can 


get  retail  and  wholesale  prices  directly. 

In  the  Republic  of  Mali,  a  west  African 
nation  where  most  people  live  on  less  than 
$1  a  day,  a  radio  represents  high  technol- 
ogy. This  semidesert  is  almost  twice  the 
size  of  Texas,  but  most  roads  are  unpaved, 
and  only  0.2%  of  the  population  owns  a 
phone.  Although  the  official  language  is 
French,  most  people  speak  one  of  a  dozen 
indigenous  tongues.  More  than  half  the 
population  is  illiterate.  Yet  Mali  has  devel- 
oped its  own  information  highway  to 
bring  up-to-date  prices  on  crops  and  live- 
stock to  farmers  in  the  most  remote  vil- 
lages— and  with  80%  of  the  population 
engaged  in  agriculture,  the  latest  word  on 
corn  or  sorghum  prices  is  as  critical  to 
Mali's  economy  as  real-time  securities  data 
are  to  Wall  Street. 

The  farm-pricing  radio  show  comes 
from  an  enterprise  called  the  Observatoire 
du  Marche  Agricole  (Agricultural  Market 
Watch).  OMA  started  out  as  part  of  a  for- 
eign aid  program  to  help  deregulate  the 
Malian  grain  market.  Back  in  the  mid- 
1980s  conditions  were  appalling:  "There 
were  villages  in  Mali  where  people  didn't 
have  enough  to  eat  and  didn't  know  where 
to  get  food,  while  others  had  grain  and  no 
market,"  says  Niama  Nango  Dembele,  a 
project  coordinator  who  works  with  OMA 
in  Bamako,  Mali's  capital.  Using  $8.5  mil- 
lion from  the  U.S.  Agency  for  Interna- 
tional Development  and  other  donors,  a 
group  of  Malian  and  American  professors 
at  Michigan  State  University  came  up  with 
a  solution:  build  a  low-cost  communica- 
tions network. 

Every  week  officials  from  OMA  descend 
on  58  markets  around  Mali  and  record  the 
high  and  low  prices  for  grains,  crops  and 
livestock.  They  enter  these  on  Dell  laptops 
and  e-mail  the  information  via  FM  radio 
waves — all  solar-powered  equipment — to 
other  regional  offices.  There  the  data  are 
compiled  and  sorted  according  to  produc- 
ers in  specific  areas  of  the  country;  a  rice 
farmer  along  the  Niger  River,  for  example, 
would  get  a  very  different  price  report  from 
a  herdsman  near  arid  Timbuktu.  Radio  sta- 
tions, under  contract  with  OMA,  broadcast 
market  reports  in  French  and  the  domi- 
nant local  languages.  About  70%  of  Mali's 


1 1  million  inhabitants  tune  in  to  the  mar- 
ket report  with  the  loyalty  of  a  soap  opera 
audience.  (Besides  price  information,  the 
stations  offer  advice  on  vaccinating  cows 
and  storing  cereals.  Sometimes  they  scold 
farmers  who  tip  the  scales  by  adding  soil 
to  sacks  of  onions  or  rice.) 

Knowing  when  and  where  to  sell,  and 
for  what  price,  has  made  Malian  grain 
farmers  like  Konate  more  efficient.  Far 
from  hurting  the  poor,  market  reforms 
have  actually  improved  their  lives.  Over 
the  last  decade,  says  Michigan  State  Uni- 
versity professor  John  Staatz,  a  typical  mil- 
let farm  in  southern  Mali  has  added  $100 
to  its  yearly  income. 

Mali's  information  economy  didn't 
kick  in  overnight.  After  deregulation, 
prices  of  staples  like  millet  swung 
wOdly — as  much  as  30%  among  markets 
just  a  few  mUes  apart.  At  first  grain  mer- 
chants withheld  information  from  sur- 
vey-takers, thinking  they  were  undercover 
tax  officers.  The  data  blackout  acted  as  an 
internal  trade  barrier.  When  a  drought- 
stricken  region  suffered  food  shortages,  it 
was  easier  for  the  government  to  import 
food  from  abroad  than  find  surpluses 
within  Mali.  That  uninformed  decision 
hurt  local  producers  by  flooding  the  mar- 
ket with  excess  grain. 

Not  anymore.  With  the  right  informa- 
tion the  government  now  relies  on  the  pri- 
vate sector  to  shift  surpluses  to  areas  with 
shortages  without  resorting  to  foreign  aid. 
"Today,  for  basic  grain,  we  could  say  Mali 
is  self-sufficient,"  says  Dembele. 

The  next  task  is  to  make  OMA  self-suf- 
ficient. This  year  it  will  raise  $14,000  in 
revenue — 10%  of  its  operating  budget — 
by  selling  market  data  to  consultants  and 
commercial  banks,  which  use  data  to  value 
grain  stocks  pledged  as  collateral  for  loans, 
and  by  advertising  bulk  produce  and  live- 
stock on  the  radio,  taking  a  cut  of  the  sales. 

The  Chicago  Merc  it  isn't.  But  Mali's 
homegrown  information  exchange  has  be- 
come a  model  for  the  rest  of  west  Africa, 
where  countries  like  Niger  and  Burkina 
Faso  are  setting  up  similar  systems  that 
will  be  linked  together.  Soon,  farmers  wLU 
be  able  to  do  more  selling — and  less  hag- 
gling— across  national  boundaries.  F 
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ENTREPRENEURS 


AT  A  STANDSTILL 

TOM  RICKETTS  has  a  great  idea  for  selling  bonds  to  individual 
investors.  So  how  come  he  waited  so  long  to  sign  up  clients? 


BY  DANIEL  KRUGER 


THOMAS  RICKETTS  IS  A  POTENT  AR- 
gument  against  sitting  on  your 
hands.  The  onetime  niari<etmaker 
in  options  came  up  with  the  idea  of 
using  the  Internet  to  aggregate  supply 
and  demand  for  a  security  most  retail 
investors  wouldn't  think  to  buy — cor- 
porate bonds.  (Only  12%  of  the  $3.7 
trillion  in  corporate  bonds  is  in  the 
hands  of  individuals.)  He  helped  launch 
the  system  in  1996  as  a  vice  president  at 
ABN-Aniro.  It  took  him  three  years  get 
up  the  gumption  to  quit  and  start  his 
own  company,  Incapital  LLC. 

Rickells  rounded  up  companies  eager 
to  borrow  and  brought  them  to  brokers, 


who  then  sold  bonds  in  blocks  as  small  as 
$1,000  to  investors.  Besides  tapping  new 
investors,  corporations  benefited  by  shav- 
ing a  point  or  two  off  the  usual  underwrit- 
ing spread  and  by  offering  slightly  lower 
yields  than  they  would  have  offered  on 
identical  issues  sold  to  institutions.  In- 
vestors liked  the  system  because  the  bonds 
were  sold  at  par  and  at  yields  that  changed 
daily — and  because  they  could  eventually 
sell  them  back  to  brokers  at  yields  compa- 
rable to  market  prices. 

All  good  in  theory.  Trouble  was,  Rick- 
etts  wasted  nine  precious  months  during 
2000,  haggling  over  a  $  1  million-plus  grub- 
stake from  Bank  of  America  Technology 


Investments  for  an  undisclosed  minority 
share  of  the  company.  And  while  his  back 
ers  delayed,  his  old  employer  played:  ABN 
Amro's  LaSalle  Broker  Dealer  Services  was 
selling  $2  billion  in  bonds  on  the  Net.  "To 
watch  the  product  go  on  without  you  as 
you're  getting  ready  to  come  back  into  the 
market,  it's  not  a  comfortable  feeling,"  he 
says.  "There  was  an  opportunity! 
cost  there;  I  just  wouldn't  be  able 
to  quantify  it." 

Try  $1  billion  worth  of  busi-| 
ness — or  more.  After  all,  Rickettsi 
did  $212  million  in  bonds  duringi 
his  first  week  in  February  2001.  He) 
ended  the  year  having  sold  $5.3' 
billion  worth  through  a  network 
of  200  brokers,  handing  them 
roughly  80%  of  the  $53  million  in 
underwriting  fees  and  giving  In- 
capital  a  tiny  profit  on  revenue  of 
$  1 2  million.  But  a  guy  of  his  pedi- 
gree— given  his  ties  to  brokerages 
and  his  prior  record,  not  to  men- 
tion his  father,  Joseph,  who 
founded  discount  broker  Ameri- 
trade — could  have  done  better.  As 
it  is,  Incapital  has  only  three  is- 
suers: Bank  of  America,  Daimler- 
Chrysler  and  Household  Finance. 

The  paucity  of  bonds  issuers 
for  Incapital  is  a  big  risk.  St.  Louis- 
based  Edward  Jones  has  sold  $700 
million  of  bonds  via  Incapital,  but 
has  put  a  hold  on  DaimlerChrysler 
bonds  while  rating  agencies  review 
the  automaker's  estimated  $55 
billion  in  bond  debt. 

Ricketts  spends  at  least  two 
days  each  week  flying  across  the  country  to 
the  50  companies  whose  borrowing  needs 
and  credit  profiles  match  the  wants  of  In- 
capital  and  its  broker  network.  But  long 
waits  at  metal  detectors  no  doubt  seem  aO 
the  longer  since  LaSalle  has  seven  people 
who  do  nothing  but  prospect.  Ricketts,  36, 
says  he's  working  on  contracts  with  two 
more  issuers  and  will  have  announcements 
ready  before  summer.  He'd  better  sign  'em 
up  soon.  Last  year  Merrill  Lynch  launched 
a  similar  program  for  Fannie  Mae;  other  in- 
vestment banks  may  follow  its  lead.  LaSalle, 
which  sold  $  1 5  billion  worth  of  bonds  in 
2001  through  a  network  of  400  dealers,  just 
announced  two  new  customers.  F 
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AKE  2002 

WORLDWIDE  PARTNER 


Connecting  friends,  family,  | 
and  loved  ones  without  limit^ 
and  without  boundaries.  I 

Samsung  is  a  proud  partner  | 
of  the  Olympic  Games,  j 
the  greatest  celebration  of  1 
mankind.  J 


World  Economic 
2002  Meeting  in 


In  response  to  the  events  of  September 
11th,  the  World  Economic  Forum  is 
pleased  to  convene  this  year's  Annual 
Meeting  in  New  York  City.  From  3 1  Jan- 
uary  through  4  February,  top  industry, 
government,  academic,  media,  spiritual 
leaders,  and  NGO's  from  around  the 
world  will  gather  in  New  York  to  help 
shape  and  prioritize  responses  to  the 
critical  issues  confronting  us  today. 
Forum  members  and  participants  will 
seek  new  ways  to  work  together  to  meet 
the  challenges  we  face. 


Forum  Announces 


Under  the  theme  "Leadership  in  Fragile  Times:  A  Vision  for 
a  Shared  Future,"  the  Forum's  Annual  Meeting  will  pro- 
vide a  platform  for  discussion,  debate  and  action  on  the 
following  key  global  issues: 

•  Restoring  Sustained  Growth 

•  Achieving  Security  and  Addressing  Vulnerability 

•  Redefining  Business  Challenges 

•  Reducing  Poverty  and  Achieving  Equity 

•  Shared  Values  and  Respecting  Differences 

•  Reevaluating  Leadership  and  Governance 

There  has  never  been  a  greater  need  for  collaborative 
efforts  to  improve  the  state  of  the  world.  At  the  World 
Economic  Forum,  that  is  our  mission. 


W0RLD 
ECONOMIC 
FORUM 


COMMITTED  TO 
IMPROVING  THE  STATE 
OF  THE  WORLD 


Please  visit  our  web  site  www.weforum.org  to  learn  more  about  the 
World  Economic  Forum  and  Annual  Meeting  2002. 
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lY  PETER  KAFKA 

N  A  TOP  FLOOR  OF  A  MANHATTAN 
I  office  tower  27  people  are  gathered 
to  ponder  a  difficult  question:  Is 
ilton  John  cool? 

A  tough  call  for  the  man  heading  the 
neeting — Lyor  Cohen,  who  runs  Vivendi 
Jniversal's  Island  Def  Jam  Music  Group. 
The  VH-1  cable  music  network  wants  to 
)air  Ryan  Adams,  one  of  Cohen's  up-and- 
;oming  acts,  with  Elton 
bhn  during  an  upcoming 
;pecial.  Cohen's  colleagues 
)  hink  the  show  would  be  a 
oooster  for  Adams.  But 
ohen  thinks  linking  the 
iipstart  with  the  1970s  pop 
htar  wouldn't  help  Adams' 
j  mage.  "My  gut  is  to  stay 
jiway,"  Cohen  says. 

For  two  decades 
ohen's  gut  was  gold  in  the 
jrecord  business.  It  helped 
|him  rise  to  the  top  of  Def 
jjam,  the  most  powerful 
iblack  music  label  since 
i  Motown.  But  now  Cohen, 
41,  is  supposed  to  make 
Def  Jam  a  powerhouse  in 
pop,  punk,  country  and 
I  rock  music,  too — or  so  says 
new  owner  Vivendi  Uni- 
:  versal,  which  picked  up  Def 
Jam  when  it  acquired  Poly- 
gram in  1998.  That  means 
Cohen  must  balance  his 
old  marketing  playbook 
with  new  strategies. 
It  won't  be  easy. 
Consider  the  Elton 
John  dilemma.  Cohen 
helped  expand  rap  music 
from  its  urban  base  into  the 
suburbs  by  finding  nontra- 
ditional  ways  to  market 
new  bands.  That  usually  meant  steering 
clear  of  partnerships  with  established  acts 
and  keeping  musicians  off  popular  video 


Deft  T 


ams 


Street  marketing  whiz 
Lyor  Cohen  can  sell  rap  tunes  to  teens.  But  can  he 
pitch  other  acts  to  pop-loving  grown-ups? 


From  rap  to  rock:  Cohen 
hopes  new  ideas  bring 
green  to  Def  Jam. 


channels  until  they  had  a  considerable  fol- 
lowing. Back  when  Cohen  joined  Def  Jam 
in  the  mid-1980s  it  was  a  necessary  ap- 


proach. Radio  stations  and  MTV  would 
not  play  rap  music,  which  they  consid- 
ered a  fad,  so  Cohen  had  to  find  other 


I 
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Call  for 
Nominations 


If  your  business  —  or  one  that  you 
know  of  —  collaborates  with  the  arts 
to  enrich  the  quality  of  life  in  the 
community,  boost  employee  morale 
and  creativity,  and  help  the  arts 
flourish,  submit  a  nomination  for  a 
2002  Business  in  the  Arts  Award! 


2002  Business 

in  the  Arts  Awards 


These  national  Awards,  sponsored 
by  the  Business  Committee  for  the 
Arts  (BCA)  and  Forbes  Magazine, 
are  presented  annually  to  recognize 
businesses  and  business  executives 
throughout  the  country  that  have 
created  outstanding  and  innovative 
partnerships  with  the  arts. 

If  you  would  like  to  nominate  a 
business  (including  your  own)  or 
a  business  executive  (including 
yourself)  for  a  2002  Business  in 
the  Arts  Award,  contact  BCA  for 
nomination  materials.  All  entries 
must  be  received  by  April  26,  2002. 


Business  Committee  for  the  Arts,  Inc. 

Bringing  business  and  tlie  arts  togettier. 

29-27  Queens  Plaza  North,  4th  Floor 
Long  Island  City,  New  York  11101 
1:718482-9900  F:  718  482-9911 
www.bcainc.org 


Design:  M  Novak  Design.  New  Yorl( 


ays  to  sell  LL  Cool  J  and  Public  Enemy. 

With  Def  Jam  cofounder  Russell  Sim- 
ions,  Cohen  gave  away  sample  cassettes 
f  new  music  to  influential  club  DIs  and 
ther  trendsetters.  He  also  flooded  neigh- 
brhoods  with  posters  and  handouts  for 
ew  acts.  The  street-level,  word-of-mouth 
uzz  helped  turn  rap  music  into  a  lasting 
enre.  Even  though  it's  a  radio  mainstay 
Dday,  Cohen  and  his  competitors  still 
eddle  rap  bands  the  same  way.  For 
istance,  Def  Jam  recently  promoted  a 


lew  DMX  album — ask  your  kids — by 
enting  an  18-wheeler  and  using  the  truck 
.s  a  stage  for  12  free  open-air  "Hood- 
tock"  concerts.  "I've  always  said  that  we 
ire  a  lifestyle  company  that  happens  to 
ell  music,"  says  Cohen,  who  typically 
jeppers  his  speech  with  as  many  obscen- 
ties  as  you'd  hear  in  a  rap  tune. 


Lots  of  mainstream  marketers  learned 
from  the  way  Cohen  seeded  new  bands 
among  urban  imagemakers.  Sneaker  com- 
panies now  give  their  new  styles  to  DJs  or 
trendsetting  kids  before  blitzing  stores.  Even 
Ford  used  rap  poetry  and  I  ))s  to  gin  up  en- 
thusiasm for  its  Focus  a  couple  of  years  ago. 

Now  Cohen  is  trying  to  use  some  of  the 
same  techniques  to  help  Def  Jam  sell  other 
bands,  like  grungy  rockers  Nickelback, 
country  singer  Lucinda  Williams  and  even 
syrupy  crooner  Lionel  Richie.  He  recently 


sent  hip  youngsters  to  hand  out  fliers  pro- 
moting twangy  Williams  to  a  group  of 
prosperous  middle-aged  folks  leaving  a 
tribute  to  John  Lennon  in  Manhattan. 
Cohen  also  convinced  the  little-known 
punk  band  Sum  41  to  tour  small  U.S. 
venues  months  before  he  introduced  the 
band  on  television  and  radio  last  year. 


So  far  so  good.  Last  year,  while  the 
worldwide  music  market  contracted  by 
2.8%,  Cohen's  group  was  expected  to 
boost  sales  36%  to  $960  million.  Operat- 
ing profit  probably  topped  $100  million. 
And  he's  done  it  while  pushing  fewer  tides 
per  year  than  his  competitors.  He  has  30 
planned  for  2002,  while  Sony's  similarly 
sized  Columbia  label  will  release  at  least 
70.  That  means  Cohen  can  spend  more 
money — about  $2  million  per  release,  or 
four  times  as  much  as  his  rivals — hyping 
each  one.  Of  course,  it  also  magnifies  the 
risk  of  each  failure. 

But  successfully  broadening  Def  Jam's 
reach  also  means  Cohen  must  scrap  some 
of  his  time-tested  tricks.  He  has  successfully 
promoted  Bon  Jovi,  an  established  main- 
stream group.  In  some  cases  he's  even  sec- 
ond-guessing his  marketing  instincts.  That 
gut  feeling  about  Elton  John,  for  instance. 

"Elton's  cool,  dude.  I'm  sorry,  but  he  is," 
argues  Lewis  Largent,  one  of  Cohen's  em- 
ployees. Ryan  Adams  and  Elton  John  will 
appear  on  VH- 1  together  this  month.  F 
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IT'S  THE  BEGINNING  OF  THE  EVENING. 


Worldwide  Locations  and 
ifvations  call  1  (800)  544-0808 

v.ruthschris.com 
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Chapter  8  Expenses 


This  is  the  story 

of  the  investor  who 

lost  $31,701 


and  didn't  even  know  it. 


1  here  are  investors  who  choose  to  beheve  that  the  fees  charged 
for  managing  a  mutual  fund  involve  money  they  weren't  entitled  >«> 
to  in  the  first  place.  Truth  is,  it's  all  yours.  And  the  impact  of 
fees  on  performance  over  time  can  be  significant. 

For  example,  take  a  hypothetical  fund  with  an  expense  ratio 
of  1.3  percent,  versus  one  with  an  expense  ratio  of  just  0.2 
percent.  Applied  to  an  initial  $25,000  investment  returning  10 
percent,  and  compounded  over  20  years,  the  difference  adds  up 
to  a  not-so-insignificant  $31,701.  In  your  account. 

If  you'd  like  more  of  what's  rightfully  yours,  call  us  at 
1-800-962-5106,  or  visit  us  at 
Vanguard.com.  '  We  can  help. 

1-800-962-5106 
vv\\^v.  v;i  n  m  Ki  rd .  CO  m 


For  more  information,  including  risks. 


it^or<=fMll.,^,»^^.„  .         ^  '■'^'^Pe'isos,  aboLil  any  Vanguard  fund,  obtain  its  prospectus  from  The  Vanguard  Group  Rea 

-t  carefully  before  you  invest  or  send  moi      >c;  2002  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Dis5^ibuto 
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er  two  lousy  years,  fund  investors  are  looking  for  who  can 
ike  them  money  and  best  the  market.  Check  out  Clipper. 


Most  fund  managers  don't  beat  the  S&P  500. 
Or  if  they  do,  very  few  can  keep  doing  it 
over  long  spells.  When  bear  markets  wreak 
their  periodic  havoc,  even  fewer  funds 
remain  moneymakers.  So  we  spot- 
light those  heroes  who  deliver  the 
goods,  no  matter  what. 

Clipper  Fund,  captained  since  1984^ 
by  James  Gipson,  is  one.  The  story  on  1 
page  86  delves  into  what  makes  Clipper 
such  an  able  craft.  The  answer:  Gipson  is 
willing  to  lean  against  the  wind — sticking  to 
value  stocks,  for  example,  when  the  whole 
world  is  mad  with  the  Internet.  If  you  are 
looking  for  the  current  rally  to  continue, 
this  man  will  dismay  you.  He  is  still  bearish. 

On  the  other  end  of  the  spectrum,  our 
Hall  of  Shame  on  page  92  looks  at  the  funds 
that  disappoint  investors,  such  as  Putnam 
OTC.  Is  the  hot  fund  you  are  looking  at  part 
of  a  mediocre  family?  Think  twice  before 
buying  it.  A  table  on  page  96  will  equip  you 
with  family  performance  data. 

Our  Best  Buys  (p.  94)  are  funds  that 
combine  good  risk-adjusted  results  with  low 
expenses  and  loads.  Many  a  publisher  of 
fund  ratings  shrugs  off  fund  ownership 
costs.  We  don't. 

And  then  come  our  ratings  tables,  which 
grade  funds  on  a  curve  (A+  to  F)  for  perfor- 
mance in  up  and  down  markets  (p.  99).  Funds 
with  long-term  records  and  at  least  $325  mil- 
lion in  assets  show  up  here.  A  more  complete 
Ust  is  at  www.forbes.com/fundsurvey. 


NICHOLAS  EVELEIGH 


MARKET  WINNERS  86 

Clipper's  Gipson  and  the  fund  elite. 


HALL  OF  SHAME  92 

Putnam  OTC  and  other  moneyiosers. 


BEST  BUYS  94 

The  finest  performers  with  low  costs. 


THE  BIG  PICTURE  96 

Ranks  by  family,  market  cap,  P/E. 


STOCK  FUNDS  99 

Rankings  for  up  and  down  markets. 


!3  Forbes 

■0  ^^■■■■■■■■flinQtri 


For  ratings  on  over  2,000  funds,  visit  www.forbes.com/fundsurvey. 
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In  a  rotten  stock  market,  James  Gipson's  value  fund  has  made  good  money.  How  do  you  mah 
money  in  value  stocks?  By  being  prepared  to  look  wrong-headed  for  long  stretches  of  time. 


Winnme 

r  I  ^  /  /    .  \  •x 


BY  SETH  LUBOVE  WITH  CHRISTOPHER  HELMAN 


A  DISTINGUISHED-LOOKING  FELLOW  WITH  CHISELED  FEATURES, 
James  Ciipson  could  pass  for  an  aging  matinee  idol,  fitting  right 
in  amid  the  glitz  of  Beverly  Hills,  where  he  runs  his  mutual 
fund.  Appearances  deceive.  Clipper  Fund's  headquarters  is  just 
one  street  away  from  famously  overpriced  Rodeo  Drive,  but  it's 
worlds  removed  from  the  glitter  outside.  Look  at  its  mosdy  bare 
walls  and  institutional  carpeting — or  at  the  fund's  dowdy,  cash- 
rich  portfolio.  With  that  unglitzy  way  of  investing  Gipson  did 
the  impossible  last  year:  He  made  money. 

Gipson  likes  to  be  different,  shopping  in  the  bargain  bins  for 
undervalued,  unflashy  stocks  and  disdaining  what's  trendy.  The 
faddishncss  of  tech  stocks  and  their  Rodeo  Drive  price  tags  in 
the  late  1990s  turned  him  off.  He  recoiled  from  the  rapid  obso- 


lescence of  that  sector's  merchandise.  Tech  makes  up  a  mere  2*^1 
of  the  Clipper  fund's  $2.7  billion  asset  portfolio,  a  portion  of  thi 
$9.7  billion  Gipson  runs  for  the  fund  as  well  as  institution, 
investors  and  wealthy  clients.  That's  one  reason  he  has  magnifi 
cently  navigated  the  market's  last  two  storm-tossed  years,  who 
most  mutual  funds  have  taken  on  water. 

Clipper  returned  10.3%  in  2001,  when  the  market  was  o 
12%.  A  disheartening  75%  of  U.S.  equity  fimds  lost  money  la.' 
year,  with  the  average  fund  losing  10%.  Is  the  bear  market  over! 
Wall  Street  seems  to  think  it  is;  as  Kenneth  Fisher  recounts  o 
page  1 14,  the  consensus  is  for  a  brisk  17%  recovery  this  yea: 
Gipson  thinks  otherwise,  and  that  is  why  he  is  30%  in  cash.  Lis 
ten  to  him.  He  may  be  wrong  for  a  time,  and  in  a  bull  market  h 
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Clipper  Versus  the  Market 
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will  almost  certainly  lag,  but  over  the  long  pull  this  cautious  tor- 
toise is  beating  almost  all  the  hares. 

Since  Gipson  launched  Clipper  in  1984,  it  has  delivered  a 
1 7.2%  annualized  total  return,  beating  the  S&P  by  2.6  percentage 
points.  If  you  had  invested  $10,000  with  Clipper  at  year-end 
1984  you  would  now  have  $140,000;  an  equal  amount  in  the 
Vanguard  500  Index  would  have  left  you  with  only  $104,000, 
$36,000  less  {see  chart,  this  page). 
This  despite  the  fact  that  Clipper  is 
in  the  middle  of  the  pack  for  bull 
market  performance. 

How  hard  is  it  to  beat  an  index 
fund  over  a  long  time?  Very  hard. 
There  are  3,1 15  U.S.  funds  today 
that  primarily  buy  domestic  stocks, 
says  Morningstar.  Of  these,  523 
have  been  around  for  15  years.  Of 
the  523,  a  mere  130  have  beaten  the 
Vanguard  500  Index  over  the  15 
years.  And  of  that  august  group, 
only  7  have  had  the  same  lead  man- 
ager for  that  time.  Clipper  is  one  of 
the  7  (see  table  below).  Among  the 
others:  Vanguard  Health  Care's 

Edward  Owens  has  bested  every  long-tenured  rival  with  large 
positions  in  small  drugmakers;  George  Mairs  Ill's  Mairs  & 
Power  Growth  has  canny  decades-long  bets  in  solid  companies. 

Much  of  Clipper's  recent  market-beating  performance  has 
come  in  the  bear  market  that  began  in  March  2000.  Since  then 
Clipper  has  delivered  a  57%  gain.  There  are  precious  few  funds 
that  have  made  money  in  this  time  (see  table,  p.  89). 

At  59,  Gipson  has  been  a  contrarian  for  a  long  time.  When 
he  got  out  of  Harvard  Business  School  in  1973,  toward  the 
beginning  of  a  savage  bear  market,  equity  investing  wasn't  the 
place  to  be.  Nevertheless,  he  steadily  built  up  a  clientele  of  insti- 
tutional investors.  In  the  growth-oriented  1980s  he  opened  his 


Clipper  Fund 

$140,000 


$104,000 
Vanguard  500 
Index  Fund 
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Source:  Upper,  Inc. 
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officer  aboard  an  amphibious  transport  based  out  of  San  Dieg 
during  the  Vietnam  War.  While  he  isn't  much  of  a  sailor  today- 
the  Navy  "was  plenty  for  my  urge  to  go  to  sea,"  he  says — tli 
image  of  a  sleek  sailing  ship  seemed  apt  for  his  fund. 

Other  than  for  his  returns,  the  wry  and  erudite  Gipson 
best  known  to  his  investors  for  the  offbeat  messages  he  pens  i 
the  fund's  quarterly  reports.  The  latest  includes  references  th 
range  from  Gustav  Le  Bon,  a  socii 
scientist  known  for  his  crowd-ps] 
chology  theories,  to  Wile  E.  Coyot 
the  hapless  cartoon  character.  One 
in  a  momentary  lapse  of  politic 
correctness,  Gipson  wrote:  "Th 
stock  market  resembles  a  straple: 
dress  worn  by  a  beautiful  woman- 
one  wonders  what  keeps  it  up." 

Gipson  sold  his  Pacific  Finance 
Research,  which  runs  Clipper,  t 
United  Asset  Management  in  199 
to  reward  his  people  with  buyoi 
cash.  Old  Mutual,  a  South  Africa 
insurer,  bought  UAM  in  2000.  Gif 
son,  however,  has  a  great  deal  c 
autonomy  and  retains  half  the  fee 
from  running  Clipper.  He  aims  for  frugality  both  in  the  stocl- 
he  buys  and  in  Clipper's  expenses.  On  a  recent  day  the  Clippe 
receptionist  was  doing  double  duty  stuffing  fund  prospectuse 
into  envelopes.  Clipper  collects  expenses  and  management  fee 
of  $1.12  per  $100  of  assets.  That's  far  from  the  rock-bottor 
expenses  of  Vanguard  (18  cents  on  the  500  Index)  but  less  tha 
the  $1.38  average  for  domestic  equity  funds. 

The  main  focus  of  Gipson's  operation,  though,  is  thrivin 
on  other  folks'  misery.  He  typically  pounces  on  stocks  that  hav 
been  hit  by  bad  results  or  some  other  turbulence,  then  bides  hj 
time  or  even  doubles  his  wager  until  other  investors  com 
around  again.  The  second-largest  holding  in  his  portfolio,  at  59l|arn 


value  shop,  Clipper,  whose  name  derives  from  his  stint  as  a  Navy     of  assets,  is  Philip  Morris,  which  makes  Marlboro  cigarettes  am 
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EDWARD  OWENS 
Vanguard  Health  Care  Fund 


I  PERFORMANCE 

I  15-YEAR 

*     ANNUALIZED  RETURN 


21% 


YEARS  AS  FUND  MANAGER 


Sources:  Faroes;  Lipper  Inc.;  Morningstar,  Inc. 


RICHARD  FREEMAN 

Smith  Barney  Aggressive  Growth-A 


ROBERT  L.RODRIGUEZ 
FPA  Capital  Fund 


PERFORMANCE 
15-YEAR 
ANNUALIZED  RETURN 

18% 


YEARS  AS  FUND  MANAGER 


ICI 


PERFORMANCE 
15-YEAR 
ANNUALIZED  RETURN 

18% 

YEARS  AS  FUND  MANAGER 
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iller  beer  and  has  a  controlling  stake  in  Kraft  Foods.  Although 
has  owned  the  stock  on  and  off,  he  loaded  up  with  even  more 
ires  in  2000  when  it  dipped  to  $20  on  fears  of  rapacious  trial 
orneys.  It  has  since  more  than  doubled  to  $47. 

If  you  see  a  magazine  cover  predicting  the  demise  of  an 
iustry,  we're  going  to  look  at  it,"  says  a  smiling  Bruce  Veaco, 
e  of  Gipson's  small  coterie  of  assistant  portfolio  managers. 


Beating  the  Bear 

Seasoned  funds  (launched  in  1994  or  earlier)  that  are  up  during  the  slump 


TOTAL  RETURN 

3/24/00 

3/24/00 

ANNUAL 

TO 

TO 

ANNUALIZED 

EXPENSES 

FUND 

12/31/01 

12/31/01' 

5-YEAR 

PER  $100 

Wasatch  Core  Growth 

81.4% 

40.0% 

22.3% 

$1.38 

Ariel  Fund 

58.9 

29.9 

15.8 

1.24 

Clipper  Fund 

57.3 

29.2 

18.2 

1.12 

Marshall  Mid-Cap  Value  Fund-Y 

52.5 

26.9 

14.5 

1.33 

Oakmark  Fund-I 

50.6 

26.0 

10.2 

1.21 

Ariel  Appreciation  Fund 

49.4 

25.4 

17.0 

1.26 

Vontobel  US  Value  Fund 

48.2 

24.9 

13.0 

1.75 

Thompson  Plumb  Growth  Fund 

46.6 

24.1 

20.1 

1.29 

Longleaf  Partners  Fund 

43.8 

22.8 

14.8 

0.93 

Royce  Low  Priced  Stock  Fund-lnv 

43.8 

22.7 

19.7 

1.49 

'Annualized.  Sources:  Forbes:  Upper.  Inc.:  Morningstar.  Inc. 

eaco  is  fond  of  the  big  bet  Clipper  made  on  the  cable  indus- 
y  ten  years  back  when  the  phone  companies  were  laughably 
redicted  to  overrun  the  cable  guys.  Similarly,  Clipper  stepped 
1  to  buy  big  slugs  of  Merrill  Lynch  after  the  1994  Orange 
ounty,  Calif  bankruptcy  scandal,  Salomon  Brothers  after  the 
991  Treasury  bond  fiasco  and  Wal-Mart  Stores  when  the 
?tailer  was  penalized  in  1995  for  missing  its  100th  quarterly 
irnings  increase.  More  recently,  Veaco  bought  American 
xpress  and  airline  reservation  network  Sabre  Holdings  fol- 


lowing the  post-Sept.  1 1  rout  of  travel -related  stocks. 

Profiting  from  such  moments  of  panic,  Clipper  romped  in 
the  year  following  1987's  Black  Monday,  up  20%  in  1988,  com- 
pared with  17%  for  the  S&P  500.  It  was  up  32%  in  1991  coming 
out  of  a  recession  and  the  Gulf  war,  versus  3 1  %  for  the  S&P. 

By  Gipson's  reckoning,  his  kind  of  market  is  going  to  con- 
tinue for  a  while.  Good  news  for  him,  if  not  for  everyone.  He 
looks  askance  at  the  still-high  valuations.  Last 
year  the  S&P  500  earned  about  $26  per  share 
after  writeoffs.  Okay,  that  year  was  a  bad  one 
for  unusual  charges.  But  even  at  its  best  the 
index  netted  only  $50,  in  2000,  and  it's  now 
going  for  23  times  that  sum.  The  historical 
norm  in  price/earnings  ratios  is  1 5. 

Gipson  figures  stocks  are  poised  for 
another  pratfall.  "By  all  traditional  valuation 
measures,  we're  looking  at  levels  found  at  bull 
market  peaks,"  he  harrumphs.  A  17%  return 
for  the  stock  market?  Don't  dream  about  it. 
Over  the  next  decade,  he  says,  you  can  expect 
an  average  annual  return  in  the  single  digits. 

The  market's  upturn  since  autumn  is  a 
sucker  rally,  he  says.  "What  the  market  is  cur- 
rently saying  is  we're  going  to  have  a  large,  fast 
recovery  in  2002,"  Gipson  continues  in  his 
precise,  nasal  diction.  But  he  doesn't  see  how 
earnings  will  rebound  sufficiently  to  justify 
that.  That's  why  he's  sitting  on  the  large  slug  of 
cash.  He  hasn't  felt  comfortable  enough  to  be  fully  invested  in 
five  years.  "Many  tech  investors  are  betting  the  same  lightning 
will  strike  twice,"  he  scoffs. 

What  if  he's  wrong?  Gipson  weU  remembers  the  late  1990s, 
when  sexier  grov^h  funds  were  killing  him  and  investors  were 
deserting.  In  1999,  as  Chpper  lost  money  (2%)  while  the  S&P 
gained  21%,  departing  investors  drained  $558  million  from  his 
fund  (though  $331  million  in  fresh  money  flowed  back  in).  The 
American  Press  Institute,  a  high-minded  journalism  nonprofit 


/eterans  who  over  15  years  topped  the  S&P's  annualized  13.5%. 


lEORGE  MAIRS  III 

WILLIAM  RUANE 

RICHARD  ASTER  JR. 

/lairs  &  Power  Growth  Fund 

Sequoia  Fund 

Meridian  Growth  Fund 

PERFORMANCE 
15-YEAR 
ANNUALIZED  RETURN 

PERFORMANCE 
15-YEAR 
ANNUALIZED  RETURN 

1 

PERFORMANCE 
15-YEAR 
ANNUALIZED  RETURN 

r   '  4 

17% 

%-i>-  -•»,■ 

18% 

15% 

YEARS  AS  FUND  MANAGER 

YEARS  AS  FUND  MANAGER 

YfARS  AS  FUND  MANAGER 
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Our  ROLLOVER  IRA  offers  you: 

Choice.  Value.  Service. 


Your  401(k)  may  be  the  most  important 
savings  you  have,  so  make  sure  you  roll  it 
over  with  the  right  investment  company. 
At  T.  Rowe  Price,  our  broad  range  of 
no-load  mutual  funds,  unwavering  commit- 
ment to  customer  service,  and  over  60 
years  of  experience  mean  you  can  invest 
with  confidence. 

Choice:  For  Rollover  IRAs,  we  offer  over 
60  no-load  mutual  funds.  No  wonder 
Morningstar  called  T.  Rowe  Price  a  "great 
place  for  investors  to  build  a  diversified 
portfolio."* 

Value:  With  no  sales  charges,  commissions, 
or  12b-1  fees,  more  of  your  investment 
works  for  you. 

Service:  Our  dedicated  Rollover  Specialists 
will  help  you  set  up  your  account,  from 
handling  paperwork  to  assisting  you  with 
your  investment  choices. 

For  more  information,  call  today  to  discuss 
your  rollover  options  and  to  receive  a  free  roll- 
over kit,  including  prospectuses  or  profiles. 


100%  no-load  mutual 
funds  covering  a  wide 
range  of  investment 
strategies,  including: 

•  Value  Stock  Funds 

Equity  Income 
Capital  Appreciation 
Mid-Cap  Value 
Small-Cap  Value 
Value 

•  Growth  Stock  Funds 

Blue  Chip  Growth 
Equity  Index  500 
Mid-Cap  Growth 

•  Industry-Specific  Funds 

Financial  Services 
Health  Sciences 
Science  &Technology 

•  International  Funds 

European  Stock 
International  Stock 

•  Bond  Funds 

HighVield 
Short-Term  Bond 
Spectrum  Income 


1 

-  8 

0  0 

-  5  4  1 

-  4  9  8  61 
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Invest  With  Confidence 

TRoweftice 


'Morningstar  Fund  Family  Report,  June  30, 2001 .  For  more  information,  including  fees,  expenses,  and 
risks,  read  the  fund  profile  or  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment 
Services,  Inc.,  Distributor  IRAR062307 


that  organizes  seminars,  pulled  about  hal 
of  its  S 1 5  million  in  investment  funds  ou 
of  Clipper — right  before  the  fund  tool! 
off.  "That  was  a  real  lesson  for  me,"  sayil 
API's  president  and  executive  director! 
William  Winter,  who  promptly  reinvestec| 
the  money. 

"We  sat  there  and  took  it  like  a  man,'! 
says  Gipson  of  the  investor  exodus.  He| 
admits  he  didn't  see  the  tech  mania  com- 
ing. Still,  whatever  happens  now,  he  i; 
convinced  his  value-investing  style  wil 
triumph  over  the  long  run. 

Clipper  vets  possible  investments  by  n| 
Socratic  method,  in  which  a  proponent  ol 
the  idea  debates  an  opponent  (called  "thcl 
devil's  advocate").  The  devil  usually  wins: 
The  firm  passes  on  all  but  a  handful  of  its! 
ideas.  Consider  how  Clipper  decided  tol 
invest  in  Target.  The  department  store] 
chain  came  to  Gipson's  attention  in  mid- 
2000,  when  retailing  stocks  foundered  onl 
concerns  about  the  slowing  economy.  By 
summer's  end  the  stock  fell  to  $25  from  ai 
high  of  $39  after  the  company  confessed 
it  wouldn't  meet  long-term  growth  tar- 
gets. Comanager  Veaco,  a  Harvard  M.B.A. 


I 


'The  stock  market 
resembles  a  strap- 
less dress  worn  by  a 
beautiful  woman- 
one  wonders  what 
keeps  it  up." 


who  joined  Gipson  in  1986,  wanted  to 
buy,  and  analyst  Nugroho  Soeharto 
played  devil's  advocate. 

WhOe  Soeharto  was  wary  of  Target's 
competition  from  Wal-Mart  and  its  expo- 
sure-to  consumer  credit,  Veaco  felt  that 
the  company's  strategy  and  long-term 
prospects  were  still  strong,  despite  a  tem- 
porary hiccup.  Plus,  he  liked  Target's 
strong  balance  sheet  and  management's 
commitment  to  15%  annual  earnings 
growth.  The  stock  has  since  climbed  to  an 
alltime  high  of  $42.  And  now  Gipson  has 
one  more  winner.  F 
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Automotive 

^  American  Honda  Motor  Company 

1-800-33-HONDA 
www.honda.com 

^Nissan 

www.nissanciriven.com 

Business  to  Business 

"  Rockwell  Automation 

www.rocl<well.com 

Consumer  Products/Services 

Hillsdale  College 

www.hillsclaie.edu 

Samsung  Electronics 

www.samsung.com 

Financial  Services 

^  American  Century  Investments 

1-877-44-AMCEN 
www.americancentury.com 

^  Datek 

1-877-88-DATEK 
www.datel<.com 

Janus  Investment  Fund 

1-800-525-8983 
www.janus.com 

^  JB  Oxford  &  Company 

800-JB-OXFORD 
www.jboxford.com 

71  Rowe  Price  Equity  Income  Fund 

1-800-541-8462 

062308EIF 

www.troweprice.com 

T.  Rowe  Price  Rollover  Your  IRA 

1-800-541-4986 

062307iRAR 

www.troweprice.com 

Internet  Development 

^Novell 

www.novell.com 


Business  Classified 

^]  Academic  Resource  &  Reference  Center 

www.arrc.org 
1-800-951-1203 

^Affiliated  Business  Consultants 

www.bizsaie.com 
1-719-540-2200 

^  ARBOC,  INC. 

1-561-627-7110 

^  Bally  Financial 

1-228-539-5006 

I  Brighton  Credit  Management  Corp. 

www.brightoncredit.com 

'^1  Business  CreditUSA.com 

www.businesscreditUSA.com 
1-888-274-5325 

'^Delaware  Business 

www.e-incorporate.com 
1-800-423-2993 

^  Fridgedoor 

www.fridgedoor.com 
1-800-501-3953 

-tittfoUSA 

1-800-555-5335 

^  Intelligrated,  Inc. 

wwwintelligrated.com 

•^Modern  Postcard 

www.modernpostcard.com 
1-800-959-8365 

Nationwide 

1-800-995-0049  Ext.  7675 

^Publisher's  Group 

1-800-675-6144 

'^  Registered  Agents,  Ltd. 

www.incUSA.com 
1-800-441-5940 

^  Steven  Sears,  CPA 

www.searsatty.com 

^  The  Mission  Bay  Preserve 

info@missionbayhome.com 
1-800-375-0487 
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S  U|R  V  E  Y 

What  happens  if  you  make  50%  one  year  and  lose  50%  the  next? 
Alas,  it's  not  a  wash.  Compounding  means  you  wind  up  a  lot  poorer. 


Hall  of  Shame 


EASY  COME,  EASY  GO.  PUTNAM  OTC  EMERGING  GROWTH 
blew  everyone  away  with  a  127%  return  in  1999.  Man- 
agers Steven  Kirson  and  Michael  Mufson  had  put  71% 
of  their  assets  in  tech  stocks.  The  Nasdaq  crash  ended 
that  skyrocket.  The  fund  lost  51%  in  2000  and  then  an- 
other 46%  in  2001.  Here's  the  funny  thing  about  compound 
arithmetic:  You  can  get  poorer  even  when  your  average  looks 
good.  Average  127%,  -51%  and  -46%  and  you  might  expect  a 
positive  10%  annual  return  over  the  three  years.  No  such  luck. 
That  particular  performance  roller  coaster  adds  up  to  a  com- 
pound annual  return  approaching -16%. 

We've  said  it  before,  and  by  putting  this  fund  at  the  top  of 


promised  the  fund  "is  positioned  to  benefit  when  aggressive- 
growth  stocks  recover." 

To  cool  down  the  hyperactive  Mufson-Kirson  duo,  Put- 
nam recently  assigned  veteran  manager  Roland  Gillis  to  join 
them.  Putnam  OTC  has  cut  back  on  technology  bets,  but  the 
sector  still  accounts  for  44%  of  the  portfolio.  Gillis  says  the 
managers  have  applied  new  quantitative-risk  analyses  in  an 
effort  to  curb  the  fund's  wild  swings. 

This  is  a  fine  fund  to  own,  if  you  know  in  advance  when 
Wall  Street's  mood  will  swing  in  favor  of  high-risk  stocks.  In  the 
fourth  quarter,  as  the  Nasdaq  rebounded,  the  OTC  fund  was 
up  31%.  But  who's  ringing  bells  to  announce  Nasdaq  rallies? 


JEQTALRETUBH 


FUND 

CUMUWTIVE 
lYEAR 

ANNUALIZED 
3  YEARS 

ANNUALIZED 
5  YEARS 

TURNOVER 

MAXIMUM 
SALES  CHARGE 

ANNUAL EXPENS! 
PER $100 

Putnam  OTC  Emerg  Growth 

-46.1% 

-15.9% 

-8.1% 

99% 

5.75% 

$1.04 

PBHG  Growth  Fund 

-34.5 

-1.0 

-1.2 

104 

none 

1.25 

USAA  Growth 

-23.0 

-8.8 

0.8 

133 

none 

0.96 

Phoenix-Engemann  Cap  Growth 

-35.2 

-11.9 

1.8 

75 

5.75 

1.06 

AXP  Mutual 

-12.7 

-5.9 

1.6 

180 

5.75 

0.88 

Sources:  Forbes;  Upper,  Inc. 


our  Hall  of  Shame  we're  saying  it  again:  Consistency  matters.  A 
good  return  like  50%  does  not  at  all  make  up  for  a  bad  return 
like  -50%. 

We  now  give  the  Putnam  OTC  fund  an  A-l-  in  up  markets 
and  a  richly  deserved  F  in  down  ones.  It's  likely  to  leave  you 
worse  off  than  a  fund  that  is  consistently  mediocre  with  a 
FORBES  C  in  up  markets  and  C  in  down. 

"This  was  supposed  to  be  a  diversified  fund,"  says  Morn- 
ingstar  analyst  Kelli  Stebel.  "The  fund  is  too  hot  to  handle 
for — well,  anyone." 

Amid  the  unpleasant  performance  news  at  2000's  end,  Put- 
nam OTC  had  another  shock  for  investors  with  taxable 
accounts.  It  distributed  capital  gains  amounting  to  31%  of 
their  account  balances.  Just  under  a  third  of  the  involuntary 
distribution  was  short-term  gains,  taxable  at  maximum  rates. 
So  the  Internal  Revenue  Service  had  the  pleasure  of  adding  salt 
to  your  wounds. 

In  the  fund's  last  report  to  the  SEC,  filed  in  January  2001, 
Kirson  and  Mufson  blamed  the  Federal  Reserve's  1999-2000 
rate  hikes  and  skittish  investors  for  their  woes,  even  as  they 
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Don't  kid  yourself  that  this  outfit  has  gone  conservative. 
A  recent  addition  to  the  portfolio  is  Mcdata,  a  data  storage 
company  that,  at  a  recent  $29,  trades  at  414  times  trailing 
earnings.  And  they  bought  more  shares  of  Invitrogen,  a 
moneyloser  that  makes  research  tools  for  gene  cloning  and 
goes  for  5  times  trailing  sales. 

Would  it  make  sense  to  take  a  quick  flier  on  Putnam  OTC 
with  your  Lotto  money?  No.  Putnam  will  hit  you  up  with  a 
5.75%  sales  load  on  the  A  class  of  shares,  making  the  invest- 
ment unwise  as  an  in-and-out  speculation.  To  avoid  the  up- 
front charge  you  can  get  a  different  class  of  shares,  but  then  you 
might  be  looking  at  an  exit  load  or  a  surcharge  on  the  other- 
wise reasonable  1 .04%  annual  expense  ratio. 

Three  others  in  our  Hall  of  Shame  have  made  rotten 
wagers  on  tech:  PBHG  Growth,  USAA  Growth  and  Phoenix- 
Engemann  Capital  Growth.  AXP  Mutual  is  billed  as  a  hybrid 
fund,  meaning  it  is  supposed  to  provide  the  safety  of  bonds 
and  the  growth  of  stocks.  Oops.  It  lost  13%  last  year,  as  much 
as  an  aU-stock  index  fund. 

— Michael  Maiello 


Start  with  the  right  investment  company, 
and  picking  the  funds  becomes  much  easier. 


Choosing  the  right  investments  is 
never  easy,  and  right  now  it  may  be 
,  harder  than  ever.  But  for  the  long  term, 
the  market  has  been  the  place  to  be. 

Fidelity  funds  offer  you  money  man- 
agement expertise  and  breadth  of 
investment  choice,  backed  by  what  we 
believe  to  be  the  most  extensive 
;esearch  capabilities  in  the  industry. 


Which  explains  why  we  have  more 
than  75  funds  rated  four  stars  or 
higher  by  Morningstar.* 

The  market  has  been  our  home  for 
over  50  years.  We  believe  in  it  and 
want  you  to  be  comfortable  with  it.  So 
put  the  experience  and  service  of 
Fidelity  to  work  on  your  portfolio  to 
help  you  see  yourself  succeeding. 


Fidelity  iVIutual  Funds 


A  selection  of  funds  for  your  IRA. 


Equity  Funds 

Overall 

Morningstar  Rating™' 
3-Year  5-Year 

10-Year/Life 

Fidelity  Diversified  International  Fund^'^ 

*★★★★ 

★  *★★ 

★  ★★★★ 

N/A 

Fidelity  Dividend  Growth  Fund^ 

★★★★★ 

★  ★★* 

★  ★★** 

N/A 

Fidelity  Equity-Income  Fund 

★★★★ 

*★★ 

**★★ 

*★*★ 

Fidelity®  Fund 

*★★★ 

★  ★* 

★  ★*★ 

★  ★★★ 

Fidelity  Value  Fund 

★*★* 

★  ★★★ 

★  ★★ 

★★★* 

Bond  Funds 

Fidelity  Ginnie  Mae  Fund" 

***★ 

★  ★*★ 

★  ★★★ 

★  ★★★ 

Fidelity  Intermediate  Bond  Fund 

★★★★ 

*★★** 

*★** 

★  ★★* 

Fidelity  Investment  Grade  Bond  Fund 

★★★* 

*★★★ 

★  ★★★ 

★*★★ 

Fidelity  Short-Term  Bond  Fund 

★  ★*★★ 

★  *★★★ 

*★★★ 

Past  performance  is  no  guarantee  of  future  results.  Visit  Fidelity.com  or  call  Fidelity  for  current  performance  figures  and  Morningstar 
Ratings.  As  of  11/30/01:  Diversified  International  was  rated  against  the  number  of  funds  in  the  Morningstar  International  Equity  Fund 
Category  1 304,  862,  and  1 63  for  the  3-,  5-,  and  10-year  periods,  respectively;  the  number  of  funds  in  the  Domestic  Equity  Fund  Category 
was  4699,  3005,  and  887  for  the  3-,  5-,  and  1 0-year  periods,  respectively,  and  the  number  of  funds  in  the  Taxable  Bond  Fund  Category  was 
1822,  1347,  and  440  for  the  3-,  5-,  and  10-year  periods,  respectively. 


FideKiy 


inuesimenis^ 


1-800-FIDELITY  Fidelity.com 

ire  complete  information  on  any  fund  available  through  Fidelity,  including  charges  and  other  expenses  applicable  to  continued  investments,  call  for 
ospectus.  Please  read  It  carefully  before  you  invest  or  send  money.  TDD  Service  1  -800-544-01 1 8  for  the  deaf  or  hearing  impaired  9  a.m.  -  9  p.m.  E" 

ngstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  1 1/30/01  and  are  subject  to  change  every  month.  *Among  the  131  Fidelit 
'ated  by  Morningstar,  a  total  of  80  received  a  4-  or  5-Star  Overall  Morningstar  Rating™  as  of  11/30/01.  Morningstar  ratings  are  calculated  from 
3-,  5-,  and  1 0-year  average  annual  returns  in  excess  of  the  90-day  Treasury  bill,  includingloads,  if  appropriate,  and  a  risk  factor  that  reflects  performano 
the  90-day  Treasury  bilL  Ten  percent  of  funds  in  an  asset  class  receive  five  stars,  22.5%  receive  four  stars,  35%  receive  three  stars,  22.5%  receiv 
ars,  and  10%  receive  one  star  Overall  risk  adjusted.  "Funds  that  invest  in  foreign  securities  may  involve  higher  risk,  including  political  and  economi 
ainties  of  foreign  countries  as  well  as  the  risk  of  currency  fluctuation.  Ten  year  rating  not  available,  the  fund's  inception  is  as  of  1 2/27/91  for  Diversifiei 
itional,  and  4/27/93  for  Dividend  Growth.  Note:  A  rating  is  provided  if  a  fund  has  been  in  existence  for  the  time  period  indicated.  ""The  fund's  investment 
tgage  securities  are  subject  to  prepayment  risk,  which  can  limit  the  potential  for  gain  in  a  declining  interest  rate  environment  and  increase  the  potenti; 
5  in  a  rising  interest  rate  environment.  Although  gathered  from  reliable  sources,  data  completeness  and  accuracy  cannot  be  guaranteed.  Morningsta 
gistered  trademark  of  Morningstar,  Inc.  and  is  not  affiliated  with  Fidelity  Investments.  Fidelity  Distributors  Corporation.  30742 
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GMO  Pelican  shows  what  it  takes  to  make  our  list:  good  returns,  low  cost. 


Best  Buys 


FORBES  BEST  BUYS  STRIKE  A  BALANCE  BETWEEN  PERFOR- 
mance  and  cost.  The  no-load  GMO  Pelican  Fund  (assets 
of  $113  million),  for  example,  has  delivered  a  good  but 
not  dazzling  five-year  annualized  total  return  of  12%; 
annual  expenses  stand  at  just  75  cents  per  $100  in  assets, 
well  below  our  survey's  $1.03  average  figure. 

Comanaged  by  Edward  Choi  and  Dick  E.  Dahlberg,  the  fund 
targets  companies  trading  at  low  multiples  of  their  sales  and 
earnings.  Dahlberg  attributes  some  of  the  fund's  strong  perfor- 
mance in  2001  (return  of  8.7%  versus  a  12%  decline  for  the  S&P 


500)  to  mid-  and  small-cap  stocks.  Two  of  the  fund's  best  calls 
have  been  JP  Realty  and  Storage  Technology.  A  sector  of  recent 
interest:  insurance.  Another  plus  is  that  portfolio  turnover  is  low. 

Best  Buys  are  ranked  by  their  cost  efficiency  and  five-year 
risk-adjusted  return  (investment  gains  adjusted  for  portfolio 
volatility).  These  two  parameters  are  given  equal  weight  for 
stock  and  junk  funds;  for  high-grade  bond  funds,  where  results 
are  more  a  function  of  years  to  maturity  than  of  security  selec- 
tion, greater  weight  is  given  to  cost.  "Cost"  is  the  annual  expense 
ratio  plus  a  fifth  of  the  sales  load,  if  any.  — Fei  Met  Chan 
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AQCFTQ 
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MlUIhiN 
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mirilMUIvl 

5-YEAR 

11/30/01 

AVERAGE 

MARKET  CAP 
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INITIAL 

1  ID 

Ur 

nn\A/M 

FUND/800  NUMBER 

ANNUALIZED  1-YEAR 

(SMIL) 

P/E 

(SBIL) 

PER $100 

INVESTMENT 

▲ 

▼ 

U.S.  STOCK 

c 

A 

Dodge  &  Cox  Stock  Fund/621-3979 

15.6% 

9.3% 

$8,769 

25 

$9.9 

$0.54 

$2,500 

A 

C 

Vanguard  Primecap  Fund-lnv/835-1510 

17.0 

-13.3 

18,438 

33 

14.2 

0.48 

3,000 

B 

A 

Mairs  &  Power  Growth  Fund/304-7404 

15.2 

6.5 

656 

28 

10.1 

0.78 

2,500 

F 

A+ 

T  Rowe  Price  Capital  Appreciation/638-5660 

12.1 

10.3 

1,361 

16 

4.0 

0.87 

2,500 

D 

A 

GMO  Trust-Pelican  Fund/447-3167 

12.0 

8.7 

113 

26 

11.9 

0.75 

5,000 

D 

A 

Vanguard  Equity  lncome-lnv/835-1510 

11.2 

-2.3 

2,456 

24 

34.7 

0.43 

3,000 

U.S.  BAUNCED 

C 

A 

Dodge  &  Cox  Balanced  Fund/621-3979 

12.9 

10.0 

5,862 

24 

10.0 

0.53 

2,500 

0 

A+ 

Vanguard  Wellesley  lncome-lnv/835-1510 

10.0 

7.4 

6,515 

21 

19.5 

0.31 

3,000 

B 

B 

Fidelity  Balanced  Fund/544-6666 

11.7 

2.2 

6,828 

28 

277 

0.67 

2.500 

C 

B 

Vanguard  Wellington  Fund-inv/835-1510 

10.6 

4.2 

21,864 

26 

26.2 

0.31 

3,000 

A 

C 

Janus  Balanced  Fund/525-8983 

12.9 

-5.0 

4,461 

30 

33.3 

0.87 

2,500 

FOREIGN  STOCK 

A 

A 

Harbor  International  Fund/422-1050 

5.7 

-12.3 

3,664 

16 

22.5 

0.92 

1,000 

C 

B 

Fidelity  IntI  Growth  &  Income/544-6666 

5.1 

-17.4 

929 

23 

15.9 

1.07 

2,500 

B 

B 

Vanguard  International  Growth-lnv/835-1510 

2.7 

-18.9 

6,744 

21 

11.2 

0.53 

3,000 

F 

B 

Vanguard  International  Value/835-1510 

2.0 

-14.0 

872 

20 

14.3 

0.53 

3,000 

C 

C 

Fidelity  Overseas  Fund/544-6666 

3.1 

-20.2 

3,583 

25 

36.4 

1.19 

2,500 

GLOBAL  STOCK 

D 

A+ 

Tweedy,  Browne  Global  Value/432-4789 

12.9 

-4.7 

3,915 

21 

3.7 

1.38 

2,500 

A 

C 

Atlas  Global  Growth-A/933-2852 

15.5 

-11.6 

111 

31 

9.6 

1.34 

2,500 

C 

A 

Purisima  Total  Return/841-2858 

13.7 

4.1 

148 

24 

575 

1.50 

25,000 

A* 

D 

Credit  Suisse  Global  Tech-Com/927-2874 

18.2 

-28.6 

138 

30 

23.4 

1.66 

2.500 

B 

B 

New  Perspective  Fund-A/421-4120 

12.0 

-8.3 

28,153 

28 

25.8 

0.79 

250 

INDEX 

C 

C 

Vanguard  500  lndex-lnv/835-1510 

10.7 

-12.0 

85,986 

31 

63.5 

0.18 

3.000 

C 

C 

Fidelity  Spartan  500  Index/544-6666 

10.5 

-12.1 

8,466 

31 

56.5 

0.19 

10.000 

B 

C 

Vanguard  Balanced  lndex-inv/835-1510 

9.2 

-3.0 

4.126 

30 

32.6 

0.22 

3,000 

F 

B 

Gateway  Fund/354-6339 

7.9 

-3.5 

1,295 

30 

55.8 

0.98 

1,000 

Five-year  return  12/31/96  through  12/31/01;  one-year  return  12/31/00  through  12/31/01.  Sources:  Forbes:  Upper  Inc.:  Morningstar  Inc. 
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TOTAL  RETURN 


MAR 
BEOB 

UP 

MANCE 

DOWN 

FUND/800  NUMBER 

5-YEAR 
ANNUALIZED 

1-YEAR 

SEC 
YIELD' 

ASSETS 
11/30/01 
(SMIL) 

WEIGHTED 
AVG  DURATION 
(YEARS) 

ANNUAL 
EXPENSES 
PER  $100 

MINIMUM 
INITIAL 
INVESTMENT 

k 

T 

TAXABLE-U.S.  TREASURY 

D 

B 

Vanguard  Short-Term  Treasury-lnv/835-1510 

6.4% 

7.8% 

4.7% 

$2,629 

2.3 

$0.27 

$3,000 

^* 

D 

Vanguard  Intermed-Term  Treasury-lnv/835-1510 

7.4 

7.6 

5.6 

3,829 

5.4 

0.28 

3,000 

^* 

F 

Vanguard  Long-Term  Treasury-lnv/835-1510 

8.0 

4.3 

5.4 

1,967 

10.1 

0.29 

3,000 

^ 

D 

Galaxy  ll-US  Treasury  Index/628-0414 

7.0 

6.3 

NA 

165 

6.1 

0.42 

2,500 

TAXABLE-GINNIE  MAE 

c 

B 

Vanguard  GNMA  Fund-lnv/835-1510 

7.3 

7.9 

6.1 

19,021 

2.2 

0.27 

3,000 

c 

B 

Fidelity  Ginnie  Mae/544-6666 

6.8 

7.2 

5.7 

4,010 

3.0 

0.62 

2,500 

c 

B 

American  Century  GNMA-lnv/345-2021 

6.7 

7.4 

6.1 

1,705 

3.6 

0.59 

2,500 

c 

B 

Federated  GNMA  Trust-IS/341-7400 

6.8 

7.3 

6.0 

873 

2.8 

0.64 

25,000 

TAXABLE-JUNK 

D 

B 

T  Rowe  Price  High  Yield/638-5660 

5.0 

6.1 

9.8 

1,612 

4.5 

0.82 

2,500 

D 

A 

Vanguard  High  Yield  Corp-lnv/835-1510 

4.3 

2.9 

8.9 

6,190 

4.7 

0.27 

3,000 

B 

B 

Fidelity  Capital  &  Income/544-6666 

3.3 

-4.7 

8.1 

2,840 

NA 

0.79 

2,500 

B 

C 

Fidelity  High  Income/544-6666 

1.3 

-4.8 

10.2 

1,600 

5.3 

0.74 

2,500 

TAXABLE-SHORT-TERM 

D 

A 

Vanguard  Short-Term  Bond  lndex-lnv/835-1510 

6.9 

8.8 

4.9 

1,970 

2.5 

0.21 

3,000 

D 

A 

Vanguard  Short-Term  Corp-lnv/835-1510 

6.6 

8.1 

5.8 

9,279 

2.3 

0.24 

3,000 

D 

A 

FFTW-Limited  Duration/762-4848 

6.6 

7.5 

4.4 

112 

1.9 

0.30 

100,000 

D 

A 

Vanguard  Short-Term  FederaHnv/835-1510 

6.7 

8.6 

4.7 

2,112 

2.2 

0.28 

3,000 

TAXABLE-MEDIUM-TERM 

B 

C 

Vanguard  Total  Bond  Market  lndex-lnv/835-1510 

7.3 

8.4 

5.9 

21,657 

4.8 

0.22 

3,000 

^ 

C 

Federated  Total  Return  Bond-l/341-7400 

7.6 

8.1 

5.9 

559 

4.6 

0.35 

100,000 

D 

Vanguard  Intermed-Term  Bond  lndex-lnv/835-1510 

7.6 

9.3 

5.9 

2,482 

5.7 

0.21 

3,000 

B 

B 

Frontegra  Total  Return  Bond/^ 

7.5 

7.4 

NA 

264 

4.4 

0.43 

100,000 

TAXABLE-LONG-TERM 

F 

Vanguard  Long-Term  Bond  Index/835-1510 

8.3 

8.2 

5.9 

550 

10.3 

0.21 

3,000 

^ 

D 

Aon  Government  Securities/266-3637 

6.7 

5.0 

3.7 

205 

78 

0.22 

1,000 

F 

Vanguard  Long-Term  Corp-lnv/835-1510 

7.4 

9.6 

6.3 

4,047 

10.2 

0.30 

3,000 

B 

D 

Eclipse-Bond/^ 

6.5 

7.9 

4.3 

119 

10.5 

0.75 

1,000 

MUNICIPAL-SHORT-TERM 

F 

A* 

Vanguard  Limited  Term  Tax-Exempt-lnv/835-1510 

4.7 

5.6 

3.2 

3,727 

2.9 

0.18 

3,000 

F 

A+ 

USAATax-Exempt-Short-Term/382-8722 

4.7 

5.1 

NA 

1,146 

2.4 

0.38 

3,000 

F 

A+ 

Vanguard  Short-Term  Tax-Exempt-lnv/835-1510 

4.1 

4.7 

2.4 

2,459 

1.2 

0.18 

3,000 

F 

A* 

T  Rowe  Price  T-F  Short-lntermediate/638-5660 

4.7 

5.8 

2.6 

443 

2.8 

0.53 

2,500 

MUNICIPAL-MEDIUM-TERM 

B 

B 

Dreyfus  Basic  Intermed  Muni  Bond/782-6620 

5.9 

5.6 

3.6 

116 

4.7 

0.45 

10,000 

D 

A 

USAATax-Exempt-lntermediate/382-8722 

5.6 

5.5 

NA 

2,422 

5.3 

0.36 

3,000 

D 

A 

Vanguard  Intermediate-Term  Tax-Ex-lnv/835-1510 

5.3 

5.1 

4.5 

10,410 

5.1 

0.18 

3,000 

^ 

C 

Fidelity  Spartan  Municipal  Income/544-6666 

5.9 

5.0 

4.0 

4,624 

70 

0.48 

10,000 

MUNICIPAL-LONG-TERM 

D 

Vanguard  Insured  Long-Term  Tax-Ex-lnv/835-1510 

5.8 

4.3 

4.0 

2,752 

73 

0.19 

3,000 

ft 

D 

Vanguard  Long-Term  Tax-Exempt-lnv/835-1510 

5.8 

4.5 

4.9 

1,957 

79 

0.19 

3,000 

B 

C 

Vanguard  High  Yield  Tax-Exempt-lnv/835-1510 

5.6 

5.3 

5.3 

3,616 

71 

0.19 

3,000 

A 

D 

Harris  Insight-Tax-Exempt  Bond-N/982-8782 

5.7 

5.8 

NA 

110 

3.3 

0.50 

1,000 

MUNICIPAL-ONE-STATE 

D 

A 

Vanguard  Calif  Insured  lntermediate-lnv/835-1510 

5.6 

4.4 

3.5 

2,103 

5.2 

0.17 

3,000 

B 

C 

Fidelity  Spartan  Mass  Muni  Income/544-6666 

5.7 

4.4 

4.0 

1,961 

6.9 

0.49 

10,000 

A 

C 

Vanguard  NJ  Insured  L-T  Tax-Ex-lnv/835-1510 

5.8 

4.6 

4.0 

954 

6.7 

0.19 

3,000 

A 

C 

Vanguard  NY  Insured  L-T  Tax-Exempt-lnv/835-1510 

5.8 

4.1 

4.0 

1,333 

6.6 

0.20 

COOO 

A 

C 

Vanguard  Penn  Insured  L-T  Tax-Ex-lnv/835-1510 

5.7 

4.8 

4.1 

1,543 

6.7 

0.19 

3,000 

ve-year  return  12/31/96  through  12/31/01;  one-year  return  12/31/00  through  12/31/01.  NA:  Not  available.  'A  30-day  yield  based  on  trailing  month's  income  dividend.  ^For  prospectus,  call 
38-825-2100  'For  prospectus,  call  866-232-5477.  Sources:  Forbes:  Upper.  Inc.:  Mornmgstar.  Inc. 
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How  does  your  fund— or  fund  family— stack  up  against  the  rest? 


The  Big  Picture 


ANY  BIG  FUND  FAMILY  CAN  COME  UP  WITH  A  FUND 
that  makes  it  to  the  top  for  a  while.  But  is  this  a  mea- 
sure of  skill  or  luck?  You  can  get  a  better  sense  by 
looking  at  the  composite  long-term  performance  of 
the  fimiily.  That's  the  left-hand  number  in  the  first 
table  below.  In  this  ranking  we  weighted  the  results  of  each 
ftind  by  its  assets.  Thus,  a  small  ftind  with  a  great  performance 
can't  mask  the  mediocre  results  of  a  large  fund. 

Moreover,  we  came  up  with  a  long-term-performance 
average  by  looking  at  each  of  the  last  ten  calendar  years  sepa- 
rately. And  we  used  assets  at  the  middle  of  each  year  for  the 
weightings.  Be  wary  of  performance  averages  that  are  weighted 
by  ending  assets.  Such  statistics  give  undue  weight  to  hot  funds, 


which  attract  big  assets  after  they  have  delivered  good  perfor- 
mance numbers.  Those  crowds  of  late-arriving  customers  may 
be  getting  mediocre  results. 

Of  the  ten  biggest  families,  only  three  managed  to  beat  the 
S&P  500  since  1991.  Vanguard  hit  the  top  of  the  list  with  13.5%, 
while  Fidelity  and  American  Funds  tied  for  second  at  13.3%. 

Half  of  the  biggest  funds  beat  the  market  last  year  (see  right- 
hand  table  below),  when  the  S&P  300  index  lost  12%.  This  is  as 
much  a  function  of  their  cash  positions  as  their  stock-picking 
skills.  Among  the  giants,  only  Washington  Mutual  Investors 
Fund  had  a  positive  return,  of  1 .5%.  Last  year  was  a  compara- 
tively good  one  for  funds  buying  small  stocks  or  companies 
trading  at  low  multiples.  — Tricia  McGinnis 


lARRF^T   FUND  FAMIIIF^n 

PAD-\iUFirUTFn 
LArWLlun  1  tU 

ACCCTQ 

Aoot.  lo 

1 U 1 AL  nt  1  UniN 

Hoot  1 O 

10-YEAR 

11/30/01 

LATEST 

11/30/01 

FUND  FAMILY 

PERFORMANCE 

(SMIL) 

FUND 

12  MONTHS 

(SMIL) 

Vanguard 

13.5% 

$258,951 

Vanguard  500  index-lnv 

-12.0% 

$85,986 

Fidelity 

13.3 

356.308 

Fidelity  Magellan  Fund 

-11.7 

78,790 

American  Funds 

13.3 

195,962 

Investment  Co  of  America-A 

-4.6 

55,785 

T  Rowe  Price 

12.9 

60,178 

Washington  Mutual  Investors-A 

1.5 

49.298 

Janus 

11.6 

65,950 

Growth  Fund  of  America-A 

-12.3 

38,429 

MFS 

11.5 

58,047 

Fidelity  Growth  &  Income 

-9.3 

34.202 

Putnam 

10.9 

115,238 

Fidelity  Contrafund 

-12.6 

31,837 

American  Express 

10.1 

45,452 

Putnam  Fund  for  Growth  &  Inc-A 

-6.4 

28,396 

American  Century 

9.9 

54,865 

EuroPacific  Growth  Fund-A 

-12.2 

27657 

AIM 

9.6 

59,030 

American  Century  Ultra-lnv 

-14.6 

27,562 

LARGEST  MARKET  CAPS 

SMALLEST  MARKET  CAPS 

TOTAL  RETURN 

MEDIAN 

TOTAL  RETURN 

MEDIAN 

UTEST 

MARKET  CAP 

UTEST 

MARKET  CA 

FUND 

12  MONTHS 

(SBIL) 

FUND 

12  MONTHS 

(SMIL) 

BlackRock  Large  Cap  Growth-lnv  A 

-34.9% 

$127 

Heartland  Value  Fund 

29.5% 

$336 

Janus  Twenty  Fund 

-29.2 

122 

T  Rowe  Price  Small-Cap  Value 

21.9 

396 

Dreyfus  Appreciation  Fund 

-10.7 

120 

Safeco  Growth  Opportunities 

22.0 

397 

Safeco  Equity  Fund 

-9.7 

112 

Pennsylvania  Mutual-lnv 

18.4 

479 

USAA  Mutual-Growth 

-23.0 

106 

Oppenheimer  Small  Cap  Value-A 

12.2 

685 

HIGHEST  P/E  RATIOS 

LOWEST  P/E  RATIOS 

TOTAL  RETURN 

WEIGHTED 

TOTAL  RETURN 

WEIGHTED 

LATEST 

AVERAGE 

LATEST 

AVERAGE 

FUND 

12  MONTHS 

P/E 

FUND 

12  MONTHS 

P/E 

Fidelity  Select-Biotechnology 

-25.0% 

53 

Fidelity  Select-Home  Finance 

-3.1% 

15 

T  Rowe  Price  Science  &  Technology 

-41.2 

51 

Franklin  Utilities  Fund-A 

-8.1 

15 

Putnam  OTC  &  Emerging  Growth-A 

-46.1 

48 

MS  Utilities-A 

-21.2 

16 

Invesco  Technology-lnv 

-45.5 

48 

T  Rowe  Price  Capital  Appreciation 

10.3 

16 

Fidelity  Select-Technology 

-31.7 

48 

Victory  Established  Value-.A 

-6.2 

17 

Sources:  Forbes;  Upper,  Inc.;  Morningstar,  Inc. 
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Think  about  it 

Warning: 

Your  online  broker  may  not 
want  you  to  see  this. 

I. 

1^ 


DATEK 


E-TRADE       AMERITRADE  FIDEUTY 


Limit  or  Market 
Equity  Order 
Commissions 

(1  -5.000  Shares 
Traded  Online) 


Free  and  Unlimited 
Streaming 
Real-Time  Data 


Free  and 
Unrestricted 
Direct  Access 
Trading  Platform 


Commitment 
on  Executing 
Marketable  Orders 


$19.95 

Limit  and  Nasdaq 
Market  orders 

'$14.95 

Listed  Market  orders  onl 


Quotes,  Level  II, 
Watch  Lists, 
Charts^ 


$13.00 

Limit 

$8.00 
.Market  , 


$30.00 

Limit 

$25.00 
Marl<et 
+2il:/shareover  1,000 


SCHWAB 


$29.95 

+3<t /share  over  1,000 


Quotes^  Level  II, 
News,  Charts, 
Time  &  Sales^ 


IlilllllliiniiiiraM 

There's  no  hiding  the  truth.  When  you  compare  Datek  to  the  competition,  you'll  see  what  sets  us  apart.  Our 
innovative  routing  technology  streaming,  real-time  information  and  free  access  to  research  tools  give  experienced 
traders  the  advantage  in  today's  market.  Isn't  it  time  you  got  even/thing  you  need  to  trade  at  your  level  ? 


UNLIMITED  FREE  online  equity  trades*  for  one  month  when  you  open  an  account. 

Apply  today  at  www.datek.com/mag3  and  enter  offer  code  DRS. 

www.datek.com/mag3 

1-877-88-DATEK 


Built  to  trade 


D 


Comparison  data  is  based  on  a  phone  survey  conducted  1 1  /09/0 1.  supplemented  by  published  information. 
•Open  and  fund  an  account  with  a  minimum  initial  deposit  of  $500  before  3/ 1 5/02  and  get  unlimited,  commission-free  online  equity  trades  up  to  5.000  shares  per  trade  your  first  month  at  Datelc. 
Unlimited  trades  begin  once  account  is  activated  and  funds  are  posted  to  it.  and  ends  30  days  thereafter  Limit  one  new  account  offer  per  type  of  account  Offer  is  valid  for  new  accounts  only  and  cannot 
be  combined  with  other  offers, 

1  Level  II  quotes  on  the  Streamer*  brand  real-time  quotation  service  are  available  free  for  those  who  trade  more  than  20  times  a  month  and  maintain  a  minimum  account  balance  of  S  500  with 
Datek,  Nonprofessional  users  who  trade  20  or  fewer  times  per  month  can  access  Level  II  quotes  for  $9  99  per  month,  while  professional  users  can  have  access  for  $50  per  month 

2  Only  Power  E'TRADE  customers  making  30-^  trades  per  quarter  are  eligible  for  Level  II  quotes  and  watch  lists  Only  E-TRADE  Pro  customers  making  75+  trades  per  quarter  are  eligible  for 
streaming  charts 

3  Only  Powerstreet  Pro  customers  making  72+  trades  in  a  rolling  1 2-month  period  are  eligible  for  streaming  quotes  and  Level  II  quotes 

4  Only  Signature  Services  Platinum  customers  are  eligible  for  streaming  quotes 

5  Only  Signature  Services  Platinum  customers  who  have  made  1 20+  commissionable  trades  in  the  past  year  are  eligible  for  Level  II  quotes,  streaming  news,  charts,  and  time  and  sales, 

6  Datek  Direct"  is  a  tool,  as  the  name  implies,  that  allows  customers  to  direct  their  Nasdaq  orders  to  a  specific  execution  venue  The  name  should  not  be  deemed  to  imply  that  a  customer  is  dealing 
directly  with  the  marketplace  All  orders  are  processed  through  Datek  Online  Financial  Services  LLC.  a  registered  broker/dealer  Please  note  that,  once  you  have  activated 
Datek  Direct'"all  the  other  features  in  your  Datek  account  will  continue  to  operate  without  change 

7  Datek  will  not  charge  a  commission  ($9  99)  for  any  marketable  online  order  that  is  not  executed  within  60  seconds,  measured  from  the  time  that  "processing  began"  until  the  time  the  order  is 
texecuted  ■  This  applies  to  all  orders  using  Datek's  'Auto  Routing"  on  any  tJYSE,  AMEX.  or  Nasdaq  stock  that  are  marketable  after  9:45  a-m  ET  are  marketable  upon  entry  and  remain  marketable  for 
60  seconds  The  market  in  the  stock  must  not  be  locked,  crossed  or  halted  We  do  not  extend  this  commitment  to  short  sales  OTC  Bulletin  Board  Stocks.  OptionTrade,s.  or  any  order  that  is  stopped"  at  a  price  by 
a  specialist/market  maker  awaiting  price  improvement  or  during  ExtendecHHours  trading  sessions, 

8  Ameritradeprovidesa'l&second  guarantee  on  qualifying  S&P  lOOInternetequitymarketordersenteredbetweenihehoursof  9  45  am  ET  and  3  59  50  pm  ET  between  October  10.2001  and  December 
31,2001  Any  qualifying  order  not  executed  within  10  seconds  will  be  commissiorv-free  Other  fees  may  apply 

High  volumes  of  trading  and  volatility  may  result  in  executions  at  prices  significantly  away  from  the  price  quoted  or  displayed  at  the  time  of  order  entry 
Real-time  quote  privileges  differ  for  professional  users, 

System  response  and  access  times  may  vary  due  to  market  conditions,  system  performance  and  other     im  s 
©2002  Datek  Online  Financial  Services  LLC.  Member  NASD/SIPC 


Be  as  comfortable  on  the  ground 
as  you  are  in  the  air. 

(Make  sure  that  on  the  ground  you  have  a  private  dressing  room.) 


I 


Asia  Miles 

t's  a  must.  With  full-length  mirrors,  fold-down  seats,  a  place  to  hang  a  coat  (or  two).  It  simply  means  you 
can  change  in  a  clean,  fresh  and  private  environment  so  you  can  arrive  looking  your  very  best.  It's  something 
other  airlines  just  don't  have.  Where  on  earth  could  you  feel  more  comfortable? 

Now  you're  really  flying. 


All  elements  of  our  New  Business  Class  are  being  progressively  introduced  to  our  fleet. 

Photograph  indicative  oi  New  Business  Class  product  on  our  Boeing  747-400  aircraft. 

www.cathav-usa.com 


Is  Cathay  Paci 
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FUND 

s 

U 

R 

V 

LU 

Precious  few  funds  do  well  in  both  bull  and  bear  markets. 

INDING  STOCK  FUNDS  THAT  PERFORM  STRONGLY  IN 
both  bear  and  bull  markets  isn't  easy.  Of  the  76 
funds  on  our  list  with  a  down-market  rating  of  A  or 


F 

■  better,  only  14  have  an  up-market  rating  of  B  or 
H  higher.  One  star:  the  Fidelity  Low- Priced  Stock 
Fund,  which  hasn't  had  a  single  down  year  in  the  past  decade 
and  had  an  annualized  total  return  of  21%  from  October 
1990  though  December  2001. 

This  small-cap  value  fund  invests  most  of  its  assets  in 
stocks  priced  under  $35.  Examples:  drugstore  chain  CVS, 
home  builder  D.R.  Horton  and  restaurateur  Applebee's. 

Even  with  its  3%  sales  load,  the  Low-Priced  Stock  Fund 
handily  beat  the  -12%,  including  reinvested  dividends,  total 
return  of  the  S&P  500  last  year.  In  a  year  when  the  average 
small-cap  value  fund  returned  16%,  Fidelity's  fimd  outper- 


formed 87%  of  its  282  peers.  Only  3  of  the  14  funds  that 
clocked  a  comparable  performance  in  both  bull  and  bear 
markets  have  annual  expenses  less  than  the  Fidelity  fimd's 
$1.02  per  $100  in  assets:  Fidelity  Select- Health  Care,  Mairs  & 
Power  Growth  Fund  and  Vanguard  Health  Care. 

For  the  aftertax  return  figures  we  assume  that  distribu- 
tions are  reinvested  in  the  fund  after  taxes  appropriate  to  an 
upper- middle-income  investor  and  disregard  the  potential  tax 
liability  on  unrealized  appreciation  in  fund  shares. 

We  rate  U.S.  equity  ftmds  for  performance  during  as  many 
as  four  up-  and  down-market  cycles.  The  funds  listed  here 
have  at  least  $325  million  in  assets  and  track  records  dating 
back  to  Oct.  31,  1990.  See  www.forbes.com/fundsurvey  for 
updated  grades  and  coverage  of  foreign  ftmds,  smaller  funds 
and  bond  fiands. 


IMNUAUZEilTimLBEIIIRIL 


MAR 
^EBEQB 

MANCE 

10/31/90 

TO 
12/31/01 

PRETAX 
5-YEAR 

AFTERTAX 

5-YEAR 

ASSETS 

11/30/01 
($M!t) 

WEIGHTED 

MEDIAN 

MAXIMUM 

ANNUAL 

UP 

DOWN 

FUND/800  NUMBER 

AVERAGE 

P/E 

MARKET  CAP 
(SBIt) 

SALES 
CHARGE 

EXPENSES 
PER $100 

▲ 

▼ 

Standard  &  Poor's  500  Stock  average 

15.0% 

10.7% 

-  -  - 

Forbes  stock  fund  composite  . 

.  .154%  . 

10.0% 

29.1 

$28.2 

$1.03 

c 

C 

AAL  Capital  Growth  Fund-A/225-5225 

14.4% 

12.3% 

11.6% 

$3,707 

28.3 

$63.0 

4.00  % 

$0.91 

A« 

D 

AIM  Aggressive  Growth  Fund-A/347-igig 

20.0 

5.4 

3.9 

3,055 

30.4 

2.0 

5.50 

1.04 

C 

D 

AIM  Blue  Chip-A/347-igig 

13.0 

8.6 

8.5 

4,688 

31.3 

78.4 

5.50 

i.ig 

B 

D 

AIM  Charter  Fund-A/347-igig 

11.9 

6.8 

5.5 

5,534 

32.6 

59.8 

5.50 

1.06 

A 

D 

AIM  Constellation  Fund-A/347-igig 

16.9 

5.8 

4.2 

11,765 

33.5 

15.2 

5.50 

1.08 

C 

B 

AIM  Mid  Cap  Equity-A/347-1919 

16.3 

12.2 

10.4 

819 

29.6 

2.6 

5.50 

1.37 

B 

D 

AIM  Select  Equity  Fund-A/347-igig 

12.5 

9.4 

8.1 

868 

29.3 

8.8 

5.50 

1.07 

B 

D 

AIM  Summit  Fund/347-19ig 

13.2 

7.3 

5.2 

1,913 

29.8 

14.6 

plan  ^ 

0.72 

B 

D 

AIM  Value  Fund-A/347-1919 

16.6 

9.6 

8.1 

18,752 

28.6 

379 

5.50 

1.00 

B 

D 

AIM  Weingarten  Fund-A/347-1919 

10.6 

3.5 

1.6 

5,254 

30.2 

15.5 

5.50 

1.03 

A 

D 

Alger  Fund-LargeCap  Growth-A/992-3863 

16.8 

12.4 

10.3 

901 

34.8 

82.1 

4.75 

1.20 

B 

D 

AlKance  Fund-A/227-4618 

12.6 

4.1 

2.2 

9og 

35.3 

6.5 

4.25 

1.04 

C 

B 

Alliance  Growth  &  lncome-A/227-4618 

15.6 

14.1 

11.9 

8,927 

22.9 

35.g 

4.25 

o.gi 

A 

D 

Alliance  Growth  Fund-A/227-4618 

16.3 

4.7 

3.1 

3,876 

30.9 

21,2 

4.25 

1.14 

C 

C 

Alliance  Quasar  Fund-A/227-4618 

11.1 

0.2 

-0.6 

715 

34.4 

1.1 

4.25 

1.68 

A* 

F 

Alliance  Technology  Fund-A/227-4618 

22.5 

10.4 

9.6 

6,160 

46.5 

18.4 

4.25 

1.51 

C 

B 

Amcap  Fund-A/421-4120 

17.0 

16.1 

13.2 

7,706 

35.6 

13.4 

5.75 

0.67 

A* 

F 

American  Century  Glftrust/345-2021 

14.3 

-2.8 

-4.0 

921 

34.4 

2.g 

none 

1.00 

B 

D 

American  Century  Growth-lnv/345-2021 

13.6 

10.6 

8.0 

6,402 

379 

76.4 

none 

1.00 

B 

D 

American  Century  Heritage-lnv/345-2021 

13.5 

9.5 

7.2 

1,339 

31.7 

3.3 

none 

1.00 

C 

C 

American  Century  Select-lnv/345-2021 

11.5 

10.4 

8.1 

5,205 

31.1 

86.8 

none 

1.00 

A 

D 

American  Century  Ultra-lnv/345-2021 

18.6 

9.9 

7.9 

27562 

28.5 

677 

none 

o.gg 

A 

D 

American  Century  Vista-lnv/345-2021 

13.4 

4.2 

2.5 

1,300 

25.6 

4.1 

none 

1.00 

D 

A 

American  Mutual  Fund-A/421-4120 

13.6 

11.0 

7.9 

8,955 

23.8 

16.8 

5.75 

0.59 

Five-year  return  12/31/96  through  12/31/01.  'Available  only  through  monthly  contractual  plan.  Sources:  Forbes:  Upper.  Inc.:  Morningstar.  Inc. 
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FUND 

STOCK 

MARKH 

DOWN  I  FUND/800  NUMBER 


U  R 


V 


ANNUALIZED  TOTAL  RETUBN 


10/31/90 

TO 
12/31/01 


PRETAX  AFTERTAX 
5-YEAR  5-YEAR 


ASSETS  WEIGHTED  MEDIAN  MAXIMUM  ANNUAL 
11/30/01     AVERAGE   MARKET  CAP     SALES  EXPENSE! 

fSMIl)  P/E  ($BIL)        CHARGE     PER  $101 


A 

A* 

A+ 

C 

B 


Standard  &  Poor's  500  stock  average^ 
Forbes  stock  fund  composite 


AmSouth  Value  Fund-A/451-8379 

Ariel  Appreciation  Funcl/292-7435 

Ariel  Fund/292-7435 

AXP  Blue  Chip  Advantage-A/437-4332 

AXP  Diversified  Equity  lncome-A/437-4332 


15.0%  10.7% 


29.1  $28.2- 


14.4% 

17.2 

16.4 

13.0 

13.3 


12.1% 

17.0 

15.8 

6.5 

8.1 


9.3% 
15.0 
13.2 

4.9 

5.9 


$665 
707 
538 
2,965 
2,267 


21.8 
21.9 
25.5 
31.3 
21.7 


$10.5 
4.5 
1.4 
75.5 
11.4 


4.50  % 

none 

none 

5.75 

5.75 


$1.35 
1.26 
1,24 
0.85 
0.95 


AXP  Equity  Select-A/437-4332 
AXP  Equity  Value-A/437-4332 
AXP  Growth  Fund-A/437-4332 
AXP  New  Dimensions-A/437-4332 
AXP  Stock  Fund-A/437-4332 


14.5 
13.3 
13.0 
16.0 
11.8 


11.3 
75 
2.8 

10.1 
6.8 


8.6 
5.0 
2.2 
8.8 
4.6 


1,628 
1,896 
5,460 
22,080 
3,398 


34.2 
24.3 
39.1 
30.8 
29.5 


3.4 
178 
46.5 
83.7 
38.1 


5.75 
5.75 
5.75 
5.75 
5.75 


AXP  Strategy  Aggressive-A/437-4332 
AXP  Utilities  lncome-A/437-4332 
Babson  Value  Fund/422-2766 
Baron  Asset  Fund/992-2766 
Berger  Growth  Fund/333-1001 


12.1 
11.6 
15.3 
16.7 
13.4 


5.5 
9.0 
7.5 
7.9 
1.9 


2.7 
6.8 
6.0 
7.2 
-1.1 


1,616 
2,117 

427 
2,692 

847 


378 
18.6 
24.3 
30.6 
40.7 


5.7 
11.7 
171 

1.8 
29.7 


5.75 
5.75 
none 
none 
none 


0.95 
0.95 
0.99 
1.00 
0.84 


1.10 
1.03 
0.96 
1.37 
1.13 


Berger  Large  Cap  Growth  Fund/333-1001 
Berger  Small  Cap  Value-lnv/333-1001 
BlackRock  Large  Cap  Growth  Eq-lnv-A/441-7762 
Wm  Blair-Growth  Fund-N/742-7272 
Brandywine  Fund/656-3017 


14.6 
19.5 
8.7 
14.7 
16.4 


9.6 
19.2 
3.4 
7.9 
7.8 


7.0 
17.5 
1.3 
5.6 
5.0 


360 
3,039 
800 
396 
4,259 


33.6 
20.9 
40.3 
38.4 
24.3 


39.4 

0.8 
126.6 
21.0 
5.5 


none 
closed 
4.50 
none 
none 


1.18 
1.19 
1.29 
1.13 
1.04 


Calamos  Growth-A/582-6959 
Calvert  Social  lnv-Equity-A/368-2748 
Capital  Income  Builder-A/421-4120 
CDC  Nvest  Growth  &  lncome-A/888-4823 
CDC  Nvest  Targeted  Equity-A/888-4823 


21.9 
11.8 
13.1 
12.8 
13.7 


26.8 
12.9 
9.6 
7.5 
8.7 


24.7 
11.7 
6.9 
5.3 
5.5 


758 
375 

8,471 
361 

1,061 


25.7 
29.3 
18.4 
29.6 
279 


1.4 
16.5 

9.4 
81.5 
15.9 


4.75 
4.75 
5.75 
5.75 
5.75 


1.50 
1.26 
0.67 
1.31 
1.18 


Century  Shares  Trust/321-1928 
CGM  Capital  Development/345-4048 
Clipper  Fund/776-5033 
Columbia  Growth  Fund/547-1707 
Columbia  Special  Fund/547-1707 


17.0 
16.1 
20.0 
14.3 
17.6 


13.5 
1.3 

18.2 
8.5 

10.0 


11.4 
-0.5 
15.0 
6.8 
8.0 


362 
336 
2,468 

1,347 
776 


29.8 
173 
22.8 

372 
35.5 


11.4 
6.0 
11.2 
80.0 
5.9 


none 
closed 
none 
none 
none 


0.83 
1.10 
1.12 
0.65 
0.99 


Credit  Suisse  Capital  Apprec-ComV927-2874  15.4  11.9  9.8 

Credit  Suisse  Emerging  Growth-Com7927-2874  14.1  3.8  2.3 

Davis  New  York  Venture-A/279-0279  j    17.6  11.9  11.0 

Delaware  Decatur  Equity  lncome-A/523-4640  12.7  7.6  5.3 

Delaware  Growth  &  lncome-A/523-4640  '    12.2  6.7  5.0 


992 
1,060 
21,331 
1,295 
726 


36.4 
33.3 
26.0 
25.0 
26.0 


68.4 

3.7 
374 
375 
48.0 


none 

none 
4.75 
5.75 
5.75 


0.98 
1.19 
0.88 
1.12 
1.35 


A 

A* 

B 

C 

C 


Delaware  Growth  Opportunities-A/523-4640 
Delaware  Trend  Fund-A/523-4640 
Deutsche  Flag  Communications-A/730-1313 
Dodge  &  Cox  Stock  Fund/621-3979 
Dreyfus  Appreciation  Fund/782-6620 


13.9 
20.4 
13.4 
18.0 
14.9 


10.5 
13.0 
11.3 
15.6 
10.8 


7.2 
10.9 

9.6 
13.0 
10.2 


627 
1,297 
1,024 
8,769 
3,428 


29.1 
26.3 
25.9 
24.7 
29.0 


5.4 
1.5 
276 
9.9 
120.3 


5.75 
5.75 
5.50 
none 
none 


1.25 
1.34 
1.05 
0.54 
0.88 


B 

A+ 

A 

D 

B 


Dreyfus  Disciplined  Stock/782-6620 
Dreyfus  Founders  Discovery-A/525-2440 
Dreyfus  Founders  Grov»^th-A/525-2440 
Dreyfus  Fund/782-6620 
Dreyfus  New  Leaders/782-6620 


14.7 
18.3 
13.3 
9.0 
14.9 


9.2  8.1 

13.4  11.4 

3.8  1.5 

4.4  3.1 

9.2  72 


2,508 
1.025 

938 
1,868 

584 


29.7 
33.9 
35.0 
31.2 
271 


66.9 
1.1 
86.9 
71.5 
4.3 


none 
closed 
5.75 
none 
none 


1.00 
1.24 
1.08 
0.71 
1.10 


Dreyfus  Premier  Core  Value-A/782-6620 
Dreyfus  Premier  Third  Century-A/782-6620 
Dreyfus  S&P  500  Index/782-6620 
Eaton  Vance  Utilities-A/225-6265 
Enterprise  Grovirth-A/432-4320 


14.5 
12.6 
14.5 
10.5 
17.0 


10.9 
77 
10.1 
11.8 
10.9 


8.3 
6.1 
9.6 
8.3 
10.0 


855 

939 
2.732 

416 
1,678 


24.8 
31.9 
30.0 
18.4 
36.9 


31.8 
90.8 
63.1 
8.7 
676 


5.75 

5.75 
none 
5.75 
4.75 


1.15 

1.18 
0.50 
1.08 
1.41 


Five-year  return  12/31/96  through  12/31/01.  'Formerly  Warburg  Pincus  Cap  Appreciation.  ^Formerly  Warburg  Pincus  Emerging  Growth.  Sources:  Forbes:  Upper,  Inc.:  Morningslar.  Inc. 
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FUND 


U  R 


STOCK 


DUALIZED  TfllALBETJIM 


MAI 

tKET 

10/31/90 

PRETAX 
5-YEAR 

AFTERTAX 
5-YEAR 

ASSETS 
11/30/01 
(SMIL) 

WEIGHTED 

MEDIAN 

MAXIMUM 

ANNUAL 

UP 

DOWN 

FUND/80C  NUMBER 

TO 
12/31/01 

AVERAGE 
P/E 

MARKET  CAP 
(SBIL) 

SALES 
CHARGE 

EXPENSES 
PER  $100 

A 

T 

Standard  &  Poor's  500  stock  average 

15.0% 

10.7% 

•  •  ■  -.y: 

Forbes  stock  fund  composite 

"15.4%  , 

10.0% 

;29.i 

$28.2  , 

$1.03 

c 

c 

Evergreen  Blue  Chip-A/343-2898 

11.3% 

7.8% 

6.2% 

$643 

29.2 

$64.4 

5.75% 

$1.22 

1  D 

B 

Evergreen  Equity  lncome-A/343-2898 

10.8 

7.7 

5.1 

878 

22.9 

9.4 

5.75 

1.34 

1  C 

c 

Evergreen  Fund-A/343-2898 

11.5 

2.4 

0.6 

939 

30.6 

88.4 

5.75 

1.43 

r 

i  W 

c 

Evergreen  Growth  &  lncome-A/343-2898 

12.7 

4.7 

3.5 

711 

26.0 

10.4 

5.75 

1.51 

B 

c 

Evergreen  Growth  Fund-A/343-2898 

17.2 

8.9 

7.2 

532 

34.2 

1.2 

5.75 

1.44 

i  B 

D 

Evergreen  Large  Company  Growth-A/343-2898 

13.3 

9.5 

6.8 

645 

33.8 

33.6 

5.75 

0.95 

(  A 

D 

Evergreen  Omega  Fund-A/343-2898 

15.2 

10.8 

9.3 

1,640 

34.8 

8.4 

5.75 

1.18 

A 
n 

Q 

Evergreen  Small  Company  Grovirth-A/343-2898 

14.7 

4.2 

1.0 

719 

33.7 

2.7 

5.75 

1.01 

B 

c 

Evergreen  Stock  Selector-A/343-2898 

14.2 

6.8 

4.3 

903 

26.6 

46.9 

5.75 

1.08 

1  0 

c 

Evergreen  Utility  &  Telecomm-Av343-2898 

8.0 

6.5 

3.6 

352 

19.6 

11.7 

5.75 

1.06 

[  D 

B 

Evergreen  Value  Fund-A/343-2898 

13.1 

9.0 

6.3 

555 

22.5 

33.4 

5.75 

1.08 

1  B 

C 

Excelsior  Blended  Equity/446-1012 

15.2 

9.6 

8.8 

689 

30.6 

778 

none 

0.99 

n 

A+ 

FAM  Value  Fund/932-3271 

16.7 

14.0 

12.4 

483 

21.7 

2.3 

none 

1.26 

c 

B 

Federated  American  Leaders-A/341-7400 

15.2 

10.0 

8.3 

3,271 

22.4 

22.0 

5.50 

1.16 

B 

c 

Federated  Capital  Appreciation-A/341-7400 

17.1 

15.2 

13.8 

1,166 

26.4 

13.1 

5.50 

1.24 

C 

C 

Federated  Equity  income-A/341-7400 

13.6 

6.2 

4.9 

2,283 

32.1 

86.6 

5.50 

1.07 

A 

D 

Federated  Growth  Strategies-A/341-7400 

13.5 

9.5 

7.8 

1,009 

31.5 

8.3 

5.50 

1.20 

A 
M 

B 

Federated  Kaufmann-K/341-7400 

21.2 

11.3 

8.1 

3,444 

30.8 

3.8 

closed 

1.89 

c 

Federated  Mstx-Cap  lndex-IS/341-7400 

14.7 

10.2 

9.5 

2,065 

30.0 

63.1 

none 

0.34 

c 

w 

B 

Federated  Stock  Trust/341-7400 

15.9 

11.7 

9.4 

1,573 

21.8 

18.9 

none 

0.94 

F 

C 

Federated  Utility-A/341-7400 

8.1 

2.5 

-0.2 

744 

173 

11.9 

5.50 

1.24 

B 

C 

Fidelity  Adv  Growth  Oppors-T/877-208-0098 

14.0 

2.8 

1.3 

9,832 

31.5 

74.2 

3.50 

1.05 

n 

B 

Fidelity  Adv  Value  Strategies-T/877-208-0098 

14.0 

13.5 

11.4 

1,014 

22.0 

0.8 

3.50 

1.15 

B 

c 

Fidelity  Blue  Chip  Growth/544-6666 

17.0 

9.7 

8.8 

21,859 

34.7 

72.9 

none 

0.89 

B 

c 

Fidelity  Capital  Appreciation/544-6666 

13.8 

10.3 

8.7 

2,267 

27.1 

10.6 

none 

0.85 

B 

C 

Fidelity  Contrafund/544-6666 

18.2 

10.5 

8.3 

31,837 

26.5 

179 

3.00 

0.87 

B 

c 

Fidelity  Destiny  Portfolio  1/544-6666 

14.2 

2.7 

0.2 

4,013 

31.0 

573 

plan^ 

0.27 

B 

c 

Fidelity  Destiny  Portfolio  11/544-6666 

18.3 

10.2 

7.8 

4,963 

30.9 

49.9 

plan^ 

0.58 

B 

c 

Fidelity  Disciplined  Equity/544-6666 

15.2 

10.5 

8.3 

2,966 

26.3 

51.2 

none 

0.81 

c 

B 

Fidelity  Equity-lncome/544-6666 

15.6 

10.1 

8.2 

21,636 

24.3 

42.4 

none 

0.69 

C 

B 

Fidelity  Equity-Income  11/544-6666 

16.6 

10.2 

7.4 

12,033 

25.7 

28.1 

none 

0.67 

1  c 

C 

Fidelity  Fund/544-6666 

14.8 

11.2 

9.4 

12,249 

31.4 

33.8 

none 

0.56 

D 
D 

B 

Fidelity  Growth  &  Income/544-6666 

16.5 

10.4 

8.9 

34,202 

30.6 

75.3 

none 

0.68 

□ 

Fidelity  Growth  Company/544-6666 

18.3 

13.7 

12.1 

22,410 

40.2 

15.8 

none 

0.87 

n 

D 

Fidelity  Independence/544-6666 

15.7 

11.9 

9.0 

5,485 

25.9 

11.9 

none 

0.88 

1  B 

A+ 

Fidelity  Low-Priced  Stock/544-6666 

20.8 

15.0 

12.9 

11,402 

18.0 

0.7 

3.00 

1.02 

B 

C 

Fidelity  Magellan  Fund/544-6666 

15.9 

11.0 

9.7 

78,790 

29.6 

88.9 

closed 

0.89 

1  A 

D 

Fidelity  OTC  Portfolio/544-6666 

15.6 

8.1 

6.3 

8,087 

45.5 

9.2 

none 

0.97 

1  D 

A+ 

Fidelity  Real  Estate  Investment/544-6666 

14.2 

7.1 

4.9 

1,186 

21.8 

3.2 

none 

0.86 

1  A 

A 

Fidelity  Select-Banking/544-6666 

24.5 

11.7 

9.7 

474 

19.9 

24.8 

3.00 

1.20 

A 

C 

Fidelity  Select-Biotechnology/544-6666 

19.1 

21.5 

20.2 

3,331 

52.7 

6.7 

3.00 

1.01 

1  A 

B 

Fidelity  Select-Brokerage  &  Invest/544-6666 

24.9 

21.1 

19.7 

440 

22.8 

9.7 

3.00 

1.11 

I"  A+ 

1  M 

p 

Fidelity  Select-Computers/544-6666 

23.5 

12.2 

8.7 

1,156 

45.3 

10.7 

3.00 

0.96 

A-i- 

n 

p 

Fidelity  Select-Developing  Commun/544-6666 

21.1 

12.1 

9.4 

827 

26.0 

42.4 

3.00 

1.00 

A+ 

n 

Fidelity  Select-Electronics/544-6666 

30.0 

20.1 

17.2 

5,023 

45.7 

9.3 

3.00 

0.88 

c 

C 

Fidelity  Select-Energy  Service/544-6666 

10.7 

9.4 

8.7 

457 

29.6 

3.4 

3.00 

1.07 

A 

A 

Fidelity  Select-Financial  Services/544-6666 

25.0 

14.0 

12.1 

570 

21.6 

376 

3.00 

1.09 

B 

A 

Fidelity  Select-Health  Care/544-6666 

19.7 

15.9 

13.7 

2,651 

376 

66.7 

3.00 

0.98 

A 

A+ 

Fidelity  Select-Home  Finance/544-6666 

26.4 

9.6 

8.3 

357 

14.8 

5.4 

3.00 

1.30 

C 

A+ 

Fidelity  Select-lnsurance/544-6666 

20.9 

18.6 

16.7 

1,267 

26.7 

9.8 

3.00 

1.20 

Five-year  return  12/31/96  through  12/31/01.  'Reflects  performance  of  ABT  Utility  prior  to  June  1995  merger.  ^Available  only  through  monthly  contractual  plan. 

Sources:  Forbes:  Upper,  Inc.:  Morningstar.  Inc. 
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FUND 


STOCK 


s 


U  R 


MARKET 
PEHFORM/INCE 


_  ANNUALIZED  TOTAL  RETURN 

10/31/90 

TO         PRETAX  ARERTAX 


ASSETS  WEIGHTED  MEDIAN  MAXIMUM  ANNUAL 
11/30/01     AVERAGE   MARKET  CAP     SALES  EXPENSES 


UP 

DOWN 

FUND/800  NUMBER 

12/31/01 

5-YEAR 

5 -YEAR 

(SMIL) 

P/E 

(SBIL) 

CHARGE 

PER$10( 

A 

T 

Standard  &  Poor's  500  Stock  average 

l&09i 

10.7% 

A 

Forbes  stock  fund  composite 

liA% 

10.0% 

29.1 

$28.2 

$1.03 ' 

A+ 

D 

FitSclity  Sclecl-Softwarc/Cornp  Svc/544'6666 

26.2% 

19.1% 

15.9  % 

$926 

42.3 

S77 

3.00% 

$1.00 

F 

F 

Fidelity  Select-Technology/544-6666 

23.2 

15.5 

12.4 

2,698 

475 

19.1 

3.00 

0.95 

0 

A 

F 

Fidelity  Select-Telecommunications/544-6666 

13.4 

5.9 

4.1 

546 

23.9 

60.2 

3.00 

1.07 

A 

c 

c 

Fidelity  Spartan  500  Index/544-6666 

14.8 

10.5 

9.8 

8,466 

30.6 

56.5 

none 

0.19 

B 

B 

c 

Fidelity  Stock  Selector/544-6666 

15.9 

8.2 

6.0 

1,080 

26.1 

32.7 

none 

0.6l| 

B 

B 

0 

Fidelity  Trend  Fund/544~6666 

12.2 

5.0 

3.4 

995 

30.8 

55.2 

none 

0.58 

A 

c 

D 

Fidelity  Utilities  Fund/544-6666 

11.0 

77 

5.0 

1,414 

21.7 

21.8 

none 

0.80 

D 

A 

Fidelity  Value  Fund/544-6666 

15.7 

9.8 

7.6 

4,957 

22.2 

3.9 

none 

0.51 

D 

B 

First  American  Growth  &  lncome-A/637-2548 

12.4 

8.1 

6.6 

726 

274 

41.2 

5.50 

1.19 

D 

B 

First  American  Large  Cap  Value-A/637-2548 

13.2 

6.0 

3.5 

1,158 

274 

38.0 

5.50 

1.05 

c 

B 

First  American  Mid  Cap  Core-AV637-2548 

15.0 

8.6 

6.5 

593 

28.2 

3.3 

5.50 

1.20 

A 

D 

First  American  Mid  Cap  Growth-A/637-2548 

16.6 

9.1 

5.3 

379 

31.4 

3.9 

5.50 

1.15 

0 

A 

First  American  Mid  Cap  Value-A/637-2548 

12.8 

4.0 

2.4 

339 

24.0 

6.9 

5.50 

1.15 

B 

B 

First  Eagle  Fund  of  America-Y/451-3623 

18.0 

13.8 

11.7 

410 

29.0 

4.3 

none 

1.40 

C 

C 

First  Investors  Blue  Chip-A/423-4026 

11.8 

7.1 

5.9 

566 

34.4 

32.1 

6.25 

1.27 

B 

C 

Fortis  Capital  Fund-A/800-2Q00 

14.5 

11.9 

8.4 

499 

37.9 

61.5 

4.75 

1.07* 

A 

D 

Fortis  Growth  Fund-A/800-2000 

14.7 

10.3 

6.8 

850 

35.0 

5.6 

4.75 

1,04 

A 

A 

FPA  Capital  Fund/982-4372 

23.6 

12.4 

8.8 

510 

26.8 

1.7 

5.25 

0.89 

D 

A+ 

Franklin  Balance  Sheet  lnvest-A/342-5236 

17.6 

11.8 

10.5 

1,623 

18.6 

1.0 

5.75 

0.96 

C 

C 

Franklin  DynaTech  Fund-A/342-5236 

13.8 

8.8 

8.0 

672 

45.0 

60.5 

5.75 

0.94 

D 

A 

Franklin  Equity  lncome-A/342-5236 

13.6 

9.9 

7.8 

506 

25.0 

28.0 

5.75 

0.99 

B 

D 

Franklin  Growth  &  lncome-A/342-5236 

14.3 

11.0 

9.6 

1,203 

33.3 

23.8 

5.75 

0.90 

D 

B 

Franklin  Growth  Fund-A/342-5236 

13.0 

9.0 

8.1 

2,339 

31.7 

23.7 

5.75 

0.93 

D 

A 

Franklin  Mutual-Beacon-A/342-5236 

16.0 

11.9 

9.0 

4,527 

23.1 

6.1 

5.75 

1.13 

D 

A 

Franklin  Mutual-Qualified-A/342-5236 

16.4 

11.6 

8.9 

3,687 

23.7 

4.6 

5.75 

1.13 

D 

A 

Franklin  Mutual-Shares-A/342-5236 

16.2 

11.7 

9.0 

7856 

23.0 

6.4 

5.75 

1.12 

D 

A 

Franklin  Rising  Dividends-A/342-5236 

14.0 

11.1 

9.4 

372 

23.6 

2.6 

5.75 

1.45 

F 

A 

Franklin  Utilities  Fund-A/342-5236 

9.4 

8.3 

5.6 

1,391 

14.8 

9.2 

4.25 

0.83 

C 

B 

Fundamental  lnvestors-A/421-4120 

16.0 

11.7 

9.5 

19,100 

30.8 

26.6 

5.75 

0.64 

C 

B 

Gabelli  Asset  Fund/422-3554 

15.7 

15.0 

12.9 

1,843 

25.2 

6.9 

none 

1.36 

B 

D 

Gabelli  Growth  Fund/422'-3554 

14.8 

13.0 

11.1 

2,999 

36.8 

37.9 

none 

1.38' 

C 

B 

Gabelli  Value  Fund/422-3554 

18.0 

18.5 

16.3 

1,217 

278 

5.5 

5.50 

1.37 

C 

B 

Galaxy  Equity  Value-A/628-0414 

14.6 

11.3 

8.8 

413 

23.6 

8.3 

5.75 

1.36 

c 

C 

Galaxy  ll-Large  Company  Index/628-0414 

14.6 

10.3 

8.9 

819 

30.5 

63.5 

none 

0.47 

C 

D 

Gartmore  Growth  Fund-A/848-0920 

8.5 

-1.9 

-4.2 

427 

31.7 

88.3 

5.75 

1.04 

D 

B 

Gartmore  Total  Return  Fund-A/848-0920 

13.4 

9.2 

6.9 

1,758 

276 

42.0 

4.50 

0.98 

F 

B 

Gateway  Fund/354-6339 

9.5 

7.9 

7.0 

1,295 

30.2 

55.8 

none 

0.98 

B 

C 

Goldman  Sachs  Capital  Growth-A/526-7384 

16.6 

12.5 

11.0 

2,921 

30.9 

90.6 

5.50 

1.45 

B 

C 

Growth  Fund  of  America-A/421-4120 

18.1 

18.1 

15.9 

38,429 

34.6 

22.7 

5.75 

0.70 

B 

D 

Guardian  Park  Avenue-A/650-6505 

15.2 

6.3 

4.3 

2,085 

29.8 

79.2 

4.50 

0.79 

C 

D 

Hancock  Lar?e  Can  Growth-A/2?'i-'i?Pl 

7.6 

-3.2 

-4.8 

326 

37.4 

61.7 

5.00 

1.59 

B 

C 

Hancock  Large  Cap  Value-A/225-5291 

15.8 

15.4 

13.1 

1,599 

29.6 

22.0 

5.00 

1.14 

D 

B 

Hancock  Sovereign  lnvestors-A/225-5291 

12.5 

9.1 

71 

1,785 

24.1 

75.0 

5.00 

1.08 

A+ 

F 

Hancock  Technology-A/225-5291 

15.2 

5.7 

5.1 

881 

42.2 

9.5 

5.00 

1.52 

A 

D 

Harbor  Capital  Appreciation/422-lG50 

18.4 

12.4 

10.3 

6,745 

36.3 

76.6 

none 

0.64 

C 

B 

Harris  lnsight-Equity-N/982-8782 

14.4 

9.6 

6.4 

336 

25.3 

12.4 

none 

1.18 

B 

A 

Heartland  Value  Fund/432-7856 

20.1 

12.5 

10.6 

1,006 

18.5 

0.3 

1.00 

1.28 

B 

C 

Heritage  Capital  Appreclation-A/421-4184 

17.5 

177 

16.1 

367 

33.7 

13.6 

4.75 

1.22 

A 

D 

IDEX  Janus  Growth-A/888-233-4339 

14.5 

9.3 

7.7 

2,098 

41.7 

576 

5.50 

1.39 

A 

D 

Invesco  Dynamics-inv/525-8085 

18.0 

10.2 

9.1 

6,026 

39.4 

5.4 

none 

1.00 

Five-year  return  12/31/96  through  I2/3I/0L  'Formerly  Firstar  MidCap  Core  Equity  Sources:  Forbes:  Upper.  Inc.:  Morningstar.  Inc. 
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h  U  N  U 


u 


R 


STOCK 


MARKET 


DOWN      FUND/800  NUMBER 


Standard  &  Poor's  500  stock  average 
Forbes  stecfc  ftwd  cemppsite   .  . . 


Invesco  Energy-lnv/525-8085 
Invesco  Equity  lnconie-lnv/525-8085 
Invesco  Financial  Services-lnv/525-8085 
Invesco  Growth-lnv/525-8085 
invesco  Health  Sciences-lnv/525-8085 


,  ANNUALIZED  TUTAL  RETURN 

10/31/90 

TO         PRETAX  AFTERTAX 
12/31/01      5-YEAR  5-VEAR 


15.0%  10.7% 
15.4%  10.0% 


ASSETS     WEIGHTED     MEDIAN     MAXIMUM  ANNUAL 
11/30/01     AVERAGE   MARKET  CAP     SALES  EXPENSES 
(SMIL)  F/E  (SBIL)       CHARGE    PER  $100 


29.1  $20.2 


7.2% 
13.2 
22.9 

9.0 
17.7 


9.9% 

8.4 
13.5 
-0.7 
12.9 


8.7% 

5.9 
11.5 
-3.1 
10.4 


$327 
3.460 
1,267 
976 
1,782 


20.0 
28.1 
21.9 
46.3 
41.8 


$4.2 
39.3 
270 
23.9 
19.9 


none 
none 
none 
none 
none 


$1.41 
0.96 
1.25 
1.16 
1.23 


A 

.811  A+ 
F 
C 
B 


Invesco  Leisure-lnv/525-8085 
Invesco  Technology-lnv/525-8085 
Invesco  Total  Return-lnv/525-8085 
Investment  Co  of  America-A/421-4120 
Janus  Fund/525-8983 


22.2 
20.2 
11.3 
14.9 
14.1 


21.1 
79 
6.0 

13.0 
9.6 


19.1 
6.5 
4.4 

10.7 
76 


676 
3,461 
1,267 
55,785 
25,757 


26.7 
476 
25.8 
28.0 
31.6 


6.0 
78 
65.3 
377 
30.9 


none  1.36 

none  0.98 

none  1.27 

5.75%  0.56 

closed  0.85 


Janus  Twenty  Fund/525-8983 

Janus  Venture  Fund/525-8983 

JP  Morgan  Capital  Growth-A/348-4782 

JP  Morgan  Growth  &  lncome-A/348-4782 

Legg  Mason  Special  lnvest-P/577-8589 


16.8 
14.1 
18.1 
14.4 
16.8 


12.2 
9.8 
9.9 
6.8 

12.9 


11.1 
70 
8.0 
4.3 

11.1 


15.300 
1,100 
628 
1,073 
2,209 


34.4 
34.6 
28.5 
26.4 
24.8 


122.4 
1.2 
3.8 
68.8 
3.3 


closed 
closed 
5.75 
5.75 
none 


0.86 
0.87 
1.35 
1.30 
1.79 


Legg  Mason  Value  Trust-P/577-8589 
Liberty  Acorn  Fund-A/426-3750 
Liberty  Select  Value-A/426-3750 
Liberty  Small-Cap  Value-A/426-3750 
Liberty  Utilities-A/426-3750 


20.0 
19.5 
170 
14.9 
13.7 


16.7 
15.4 
14.4 
9.0 
14.0 


15.1 
12.9 
12.7 
8.3 
11.0 


11,449 
4,593 
1,231 
367 
958 


25.1 

24.8 
22.6 
18.7 
18.3 


20.6 
1.2 
4.9 
1.2 

11.0 


none 
5.75 
5.75 
5.75 
4.75 


1.69 
1.32 
1.27 
1.58 
1.15 


A* 

A 

B 

D 

A+ 


Longleaf  Partners  Fund/445-9469 
Longleaf  Partners  Small-Cap/445-9469 
Lord  Abbett  Affiliated  Fund-A/874-3733 
Lord  Abbett  Developing  Growth-A/874-3733 
Lord  Abbett  Mid-Cap  Value-A/874-3733 


20.1 
15.1 
15.3 
16.7 
17.6 


14.8 
12.5 
12.2 
8.4 
177 


11.9 
10.6 
9.7 
76 
14.9 


4,200 
1,604 
11,937 
1,727 
1,666 


30.9 
24.4 

28.8 
25.7 
23.5 


8.7 
1.2 
25.5 
0.8 
3.4 


none 
closed 

5.75 
closed 

5.75 


0.93 
0.98 
0.80 
1.11 
1.35 


Lutheran  Brotherhood  Fund-A/328-4552 
MainStay-Capital  Appreciation-A/624-6782 
MainStay-MAP  Equity-A/624-6782 
MainStay-Value  Fund-A/624-6782 
Mairs  &  Power  Growth  Fund/304-7404 


11.8 
16.2 
174 
13.9 
20.6 


73 
79 

16.3 
6.1 

15.2 


5.5 
6.6 

14.1 
4.3 

13.8 


1,169 
2,507 
350 
887 
656 


31.5 
34.5 
25.8 
21.3 
28.2 


74.8 
42.0 
6.6 
28.1 
10.1 


4.00 
5.50 
5.50 
5.50 
none 


0.83 
0.99 
1.25 
1.20 
0.78 


Managers  Special  Equity/835-3879 
Merger  Fund/343-8959 
Merrill  Lynch  Balanced  Capital-D/637-3863 
Merrill  Lynch  Basic  Value-D/637-3863 
Merrill  Lynch  Focus  Value  Fund-D/637-3863 


18.3 
11.6 
11.2 
15.1 
17.8 


11.5 
10.6 
6.4 
10.2 
14.8 


10.5 

8.5 
4.0 
76 
11.1 


2,159 
1,061 
4,804 
8.655 
440 


28.2 

18.6 
25.6 
25.9 
28.0 


0.9 

3.7 
22.4 
271 
13.2 


none 
closed 
5.25 
5.25 
5.25 


1.26 

1.34 
0.84 
0.81 
1.49 


C 

B 

B 

A* 

B 


Merrill  Lynch  Healthcare-D/637-3863 
Merrill  Lynch  Small  Cap  Value-D/637-3863 
MFS  Capital  Opportunities-A/225-2606 
MFS  Emerging  Growth-A/225-2606 
MFS  Growth  Opportunities-A/225-2606 


17.8 
20.6 
16.3 
19.3 
12.5 


20.6 
18.7 
11.0 
4.5 
7.2 


17.7 
16.2 
9.2 
4.0 
4.3 


862 

2,524 
4,882 
9,943 
754 


38.4 
22.8 
29.6 
35.9 
33.0 


5.0 
0.8 
23.7 
22.9 
31.9 


5.25 
5.25 
5.75 
5.75 
5.75 


1.50 
1.30 
1.11 
1.09 
0.80 


MFS  Large  Capital  Growth-A/225-2606 
MFS  Managed  Sectors-A/225-2606 
MFS  Mass  Invest  Growth  Stock-A/225-2606 
MFS  Mass  Investors  Trust-A/225-2606 
MFS  Research  Fund-A/225-2606 


13.8 
12.6 
179 
13.4 
14.3 


9.5 
5.4 
15.0 
76 
6.5 


71 
2.8 
13.0 
6.6 
5.3 


781 
358 
14.330 
10,643 
5,012 


32.9 
38.8 
32.9 
26.8 
279 


31.6 
14.6 
44.6 
58.8 
39.9 


5.75 
5.75 
5.75 
5.75 
5.75 


1.19 
1.32 
0.85 
0.87 
0.96 


B 
A 
D 
0 
A* 


MS  American  Opportunity-A/869-6397 
MS  Developing  Growth-A/869-6397 
MS  Dividend  Growth-A/869-6397 
MS  Inst  Trust  Equity/869-6397 
MS  Inst  Trust  Mid  Cap  Growth/354-8185 


15.7 
15.8 
12.9 
13.7 
19.7 


11.1 
72 
75 
79 

14.9 


8.5 
5.0 
5.8 
3.3 
12.2 


7270 
598 
10.733 
402 
1,990 


33.9 
34.6 
25.2 
28.1 
36.2 


33.5 
2.6 
33.2 
56.3 
4.8 


5.25 
5.25 
5.25 
none 
none 


0.80 
0.85 
0.73 
0.61 
0.62 


Five-year  return  12/31/96  through  12/31/01.  Sources:  Forbes:  Upper.  Inc.:  Morningstar.  Inc. 
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m  FUND 

S 

u 

R 

V 

E 

Y  ' 

STOCK 

MARKET 
FlipiAMCE 

UP       DOWN  I  FUND/800  NUMBER 


Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 


MS  Inst  Trust  Small  Cap  Value/869-6397 

MS  Inst  Trust  Value/869-6397 

MS  Strategist-A/869-6397 

MS  Utllities-A/869-6397 

MS  Value-Added  Market-Equity-A/869-6397 


,  ANNUALIZED  TOTAL  RETURN. 

10/31/90 
TO 


19.5% 
16.7 
11.9 
9.1 
15.3 


PRETAX 

AFTERTAX 

5-YEAR 

5-YEAR 

10.7% 

10.0% 

9.4% 

73% 

8.7 

6.3 

8.7 

6.4 

78 

5.0 

11.4 

9.3 

ASSETS  WEIGHTED  MEDIAN  MAXIMUM  ANNUAL 
11/30/01     AVERAGE   MARKET  CAP     SALES  EXPENSE! 

(SMIL)  P/E  fSBIL)        CHARGE     PER  $101 


29.1  $28.2 


$1,197 
1,488 
1,863 
1,801 
1,095 


19.4 
25.1 
28.5 
16.1 
25.8 


$1.8 
77 
12.3 
11.6 
9.4 


closed 
none 
5.25% 
5.25 
5.25 


$0.86 
0.61 
0.85 
0.87 
0.84. 


Muhlenkamp  Fund/860-3863 
Nations  Value-lnv  A/321-7854 
NB  Focus  Fund-lnv/877-9700 
NB  Genesis  Fund-lnv/877-9700 
NB  Guardian  Fund-lnv/877-9700 


20.4 
13.1 
16.7 
18.4 
13.6 


16.0 
75 
13.2 
14.2 
4.8 


15.6 
4.1 
11.0 
13.5 
1.5 


483 
961 
1,974 
3,173 
2,468 


21.1 
21.4 
24.9 
23.5 
26.6 


2.0 
21.0 
9.2 
1.3 
272 


none 
5.75 
none 
none 
none 


1.36 
1.19 
0.84 
1.21 
0.84 


NB  Manhattan  Fund-lnv/877-9700 
NB  Partners  Fund-lnv/877-9700 
New  Economy  Fund-A/421-4120 
Nicholas  Fund/227-5987 
Nicholas  11/227-5987 


12.4 
14.1 
15.0 
13.8 
13.6 


72 
76 
10.9 
6.7 
75 


3.8 

5.3 
9.0 
4.5 
4.6 


530 
2,142 
8,219 
3,087 

563 


38.6 
28.3 
35.7 
31.9 
32.5 


5.4 

13.5 
14.8 
18.8 
4.6 


none 

none 
5.75 
none 
none 


0.92 
0.84 
0.81 
0.72 
0.62 


One  Group  Diversified  Equity-A/480-4111 
One  Group  Equity  lncome-A/480-4111 
Oppenheimer  Capital  Appreciation-AV525-7048 
Oppenheimer  Discovery  Fund-A/525-7048 
Oppenheimer  Growth  Fund-A/525-7048 


14.4 

12.7 
17.1 
14.2 
13.7 


10.6 
8.9 

13.9 
4.6 
5.2 


9.4 

6.8 
12.2 
3.3 
3.6 


1,996 
604 
6,000 
1,190 
2,204 


29.7 
25.5 
30.7 
29.6 
33.6 


71.6 
73.0 
23.1 
1.0 
24.1 


5.25 
5.25 
5.75 
5.75 
5.75 


1.20 
1.23 
1.03 
1.15 
1.06 


Oppenheimer  Main  St  Grow  &  lnc-A/525-7048 
Oppenheimer  Quest  Value-A/525-7048 
Oppenheimer  Small  Cap  Value-A/525-7048 
Oppenheimer  Total  Return-A/525-7048 
Parnassus  Fund/999-3505 


19.1 
14.6 
14.2 
14.2 
19.5 


8.9 
76 
76 
9.1 
16.4 


75 
6.4 
6.8 
73 
13.4 


14,106 
1,054 
328 
3,336 
400 


25.5 
21.4 
20.9 
275 
26.3 


34.0 
32.0 
0.7 
26.8 
29.9 


5.75 
5.75 
5.75 
5.75 
3.50 


0.86 
1.56 
1.90 
0.87 
0.92 

1.25 
1.03 
1.06 
1.42 
1.46 


A+ 

D 

C 

B 

A 


PBHG  Growth  Fund/433-0051 
Pennsylvania  Mutual-lnv/221-4268 
Phoenix-Engemann  Capital  Grow-A/243-4361 
Pilgrim  Bank  &  Thrift-A/334-3444 
Pilgrim  Growth  Opportunities-A/334-3444 


16.2 
15.0 
8.5 
21.8 
11.7 


-1.2 
14.1 

1.8 
13.3 

6.8 


-1.9 
11.3 
-0.1 
11.1 
4.8 


2,558 
534 

1,367 
397 
367 


42.4 
21.6 
35.8 
18.4 
41.3 


2.9 
0.5 
42.2 
13.9 
3.8 


none 
none 
5.75 
5.75 
5.75 


B 

D 

D 

A+ 

A 


Pilgrim  MagnaCap  Fund-A/334-3444 
Pimco  Growth  Fund-A/426-0107 
Pimco  Opportunity  Fund-A/426-0107 
Pimco  Renaissance  Fund-A/426-0107 
Pioneer  Equity-lncome-A/225-6292 


13.1 
12.7 
16.9 
20.3 
14.8 


76 
8.1 
2.9 
22.3 
11.2 


3.2 
6.0 
0.2 
19.1 
9.6 


359 
1,532 

380 
2,277 

765 


22.0 
32.4 
34.2 
21.3 
23.0 


15.6 
72.4 
0.9 
3.9 
22.2 


Pioneer  Fund-A/225-6292 
Pioneer  Growth  Shares-A/225-6292 
Pioneer  Mid  Cap  Growth-A/225-6292 
Pioneer  Mid-Cap  Value-A/225-6292 
Pioneer  Value-A/225-6292 


15.0 
15.0 
11.8 
17.7 
11.8 


13.0 
8.5 
5.1 
9.4 
5.4 


11.8 
75 
2.8 
74 
4.0 


7138 
1,375 
723 
1,360 
4,219 


29.0 
35.2 
30.1 
22.9 
24.1 


32.5 
76.2 
4.5 
4.5 
12.0 


5.75 

5.50 
5.50 
5.50 
5.75 


5.75 
5.75 
5.75 
5.75 
5.75 


1.31 
1.15 
1.30 
1.25 
1.11 


1.11 
1.22 
0.87 
1.13 
0.96 


B 

F 

A 

A+ 

0 


A+ 

A 

C 

B 

C 


T  Rovve  Price  Capital  Appreciation/638-5660 
T  Rowe  Price  Equity  income/638-5660 
T  Rowe  Price  Equity  index  500/638-5660 
T  Rowe  Price  Growth  &  Income/638-5660 
T  Rowe  Price  Growth  Stock/638-5660 


T  Rowe  Price  New  America  Growth/638-5660 

T  Rowe  Price  New  Era/638-5660 

T  Rowe  Price  New  Hori2ons/638-5660 

T  Rowe  Price  Science  &  Technology/638-5660 

T  Rowe  Price  Small-Cap  Stock/638-5660 


14.4 
15.8 
14.6 
14.9 
15.8 


12.1 
10.9 
10.4 
8.5 
12.2 


9.1 
8.4 
9.8 
6.4 
9.4 


15.1 
10.8 
18.2 

18.3 
17.1 


4.9 

6.9 
8.1 
2.4 
12.2 


3.1 
4.6 
6.6 
0.6 
11.0 


1,361 
10,020 
3,424 
2,391 
4,615 


16.4 
26.2 
30.0 
26.5 
30.1 


4.0 
21.7 
63.5 
34.8 
46.6 


1,159 
1,028 
5,235 
5,822 
2,888 


35.8 
21.6 
32.4 
51.4 
24.7 


15.3 
6.1 
1.5 

11.5 
0.8 


none 
none 
none 
none 
none 


none 

none 
closed 
none 
none 


0.87 
0.78 
0.35 
0.77 
0.73 


0.93 
0.72 
0.88 
0.86 
0.94 


Five-year  return  12/31/96  through  12/31/01.  'Reflects  performance  of  Oppenheimer  Regency  prior  to  June  1991  merger  Sources:  Forbes:  Upper  Inc.:  Morningstar  Inc. 
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10/31/90  j  ASSETS 

TO         PRETAX    AFTERTAX  i  11/30/01 


WEIGHTED     MEDIAN     MAXIMUM  ANNUAL 


UP 



OUWN 

FUND/800  NUMBER 

12/31/01 

5-YEAR 

5-YEAR 

f$MIL) 

P/E 

(SBIL) 

CHARGE 

PER  $101 

A 

▼ 

Poor's  500  stock  average 

15.0°/o 

10.7% 

•■V.  r'  '  ■• 

k  fund  composite 

15.4% 

10.0% 

29.1 

$28.2 

$1,031 

D 

A+ 

T  Rowe  Price  Small-Cap  Value/638-5660 

170% 

10.6% 

8.9% 

$1,891 

19.5 

$0.4 

none  r 

0.9Q 

C 

6 

T  Rowe  Price  Spectrum  Growth/638-5660 

14.0 

8.3 

6.2 

2,309 

25.5 

14.5 

none 

0.83 

D 

B 

Principal  Capital  Value-A/451-5447 

12.0 

4.2 

2.5 

455 

19.3 

21.9 

4.75% 

0.94 

B 

D 

Principal  Growth  Fund-A/451-5447 

12.7 

3.5 

1.6 

427 

37.4 

51.5 

4.75 

i.oa 

B 

B 

Principal  MidCap  Fund-A/451-5447 

16.6 

8.6 

6.8 

440 

24.2 

6.3 

4.75 

1.17 

C 

B 

Prudential  Equity  Fund-A/225-1852 

13.9 

6.8 

4.4 

2,953 

29.4 

21.8 

5.00 

0.87 

D 

A 

Prudential  Small  Company-A/225-1852 

15.0 

73 

6.4 

565 

23.5 

1.0 

5.00 

1.31 

D 

B 

Prudential  Utility  Fund-A/225-1852 

12.2 

10.2 

71 

3,614 

19.3 

4.6 

5.00 

0.79 

D 

A 

Prudential  Value-A/225-1852 

14.2 

10.6 

8.0 

1,238 

22.7 

171 

5.00 

1.16 

D 

A 

Putnam  Equity  lncome-A/354-5487 

14.3 

9.9 

8.0 

1,983 

22.1 

30.3 

5.75 

0.96 

D 

B 

Putnam  Fund  for  Growth  &  lnc-A/354-5487 

13.4 

79 

5.9 

28,396 

24.7 

476 

5.75 

0.81 

C 

B 

Putnam  Health  Sciences-A/354-5487 

15.6 

12.5 

11.3 

5,878 

36.6 

53.5 

5.75 

0.93 

B 

D 

Putnam  Investors  Fund-A/354-5487 

13.8 

78 

72 

9,111 

31.2 

60.2 

5.75 

0.89 

A+ 

F 

Putnam  New  Opportunities-AV354-5487 

17.3 

6.0 

4.8 

16,770 

38.9 

10.1 

5.75 

0.89 

A+ 

F 

Putnam  OTC  &  Emerging  Growth-A/354-5487 

10.6 

-6.1 

-73 

3,170 

478 

1.1 

5.75 

1.04| 

A 

0 

Putnam  Vista  Fund-A/354-5487 

15.3 

75 

5.3 

6,507 

32.0 

5.4 

5.75 

0.891 

A 

D 

Putnam  Voyager  Fund-A/354-5487 

171 

9.5 

79 

25,578 

30.6 

69.9 

5.75 

0.881 

A+ 

F 

RS  Emerging  Growth/766-3863 

13.4 

18.5 

16.8 

2,461 

377 

1.5 

closed 

1.50 

C 

C 

Russell  Diversified  Equity-S/787-7354 

13.6 

8.1 

6.1 

1,242 

29.3 

37.7 

none 

0.941 

C 

C 

Russell  Quantitative  Equity-S/787-7354 

15.4 

10.7 

8.6 

1,338 

28.3 

51.6 

none 

0.921 

D 

A+ 

Russell  Real  Estate  Sec-S/787-7354 

14.6 

70 

4.4 

655 

20.1 

2.7 

none 

1.161 

B 

B 

Russell  Special  Growth-S/787-7354 

15.8 

10.9 

9.0 

678 

25.1 

1.5 

none 

1.22 

C 

C 

Safeco  Equity  Fund/624-5711 

14.9 

6.4 

5.4 

1,089 

30.7 

112.3 

none 

0.891 

B 

B 

Safeco  Growth  Opportunities/624-5711 

18.1 

13.4 

12.8 

725 

29.2 

0.4 

none 

1.05i 

B 

B 

Salomon  Brothers  Capital-A/725-6666 

178 

18.4 

15.5 

1,213 

271 

13.8 

5.75 

1.161 

C 

B 

Salomon  Brothers  Investors  Value-A/725-6666 

16.2 

12.2 

9.6 

960 

24.3 

31.7 

5.75 

1.001 

C 

C 

Scudder  Blue  Chip-A/621-1048 

11.8 

6.7 

5.7 

830 

31.5 

66.9 

5.75 

1.17 

B 

D 

Scudder  Capital  Growth  Fund-AARP/621-1048 

14.4 

10.1 

8.4 

1,875 

34.6 

92.2 

closed 

0.88! 

A 

F 

Scudder  Development-S/621-1048 

11.0 

-1.3 

-3.5 

405 

42.4 

5.4 

closed 

1.291 

B 

A+ 

Scudder-Dreman  High  Return  Eq-A/621-1048 

20.5 

12.9 

11.2 

2,104 

20.3 

30.7 

5.75 

1.28i 

B 

F 

Scudder  Dynamic  Growth-A^/621-1048 

10.6 

-0.6 

-2.4 

466 

379 

2.4 

5.75 

1.341 

D 

C 

Scudder  Growth  &  lncome-A/621-1048 

12.1 

4.6 

2.9 

7296 

30.5 

76.3 

5.75 

1.62 

B 

D 

Scudder  Growth-A/621-1048 

10.2 

2.5 

1.0 

1,646 

34.9 

101.8 

5.75 

l.OOi 

C 

B 

Scudder  Large  Company  Value-S/621-1048 

14.5 

8.8 

6.9 

2,357 

24.7 

43.2 

closed 

0.89 

A+ 

F 

Scudder  Technology-A/621-1048 

16.0 

10.3 

8.4 

2,381 

45.0 

374 

5.75 

l.OOj 

C 

C 

Security  Equity  Fund-A/888-2461 

14.1 

71 

5.6 

716 

30.8 

85.3 

5.75 

1.02 

B 

C 

Selected  American  Shares/243-1575 

177 

13.3 

12.0 

5.457 

26.0 

40.2 

none 

0.92 

A 

□ 

Seligman  Capital  Fund-A/221-7844 

18.0 

15.0 

12.7 

786 

37.5 

3.6 

4.75 

0.98 

D 

C 

Seligman  Common  Stock-A/221-7844 

10.9 

3.6 

1.6 

483 

32.1 

575 

4.75 

1.12 

A+ 

0 

Seligman  Communications  &  lnfo-A/221-7844 

24.6 

13.2 

10.9 

6,086 

38.7 

3.4 

4.75 

1.31 

B 

D 

Seligman  Growth  Fund-A/221-7844 

13.0 

71 

4.6 

843 

39.0 

48.4 

4.75 

1.14 

D 

B 

Sentinel  Common  Stock-A/282-3863 

13.0 

8.4 

5.8 

1.250 

271 

28.1 

5.00 

1.03 

C 

A 

Sequoia  Fund/686-6884 

19.4 

16.5 

14.7 

4,508 

26.3 

34.7 

closed 

1.00 

B 

A 

SIFE  Trust-Class  A-ll/231-0356 

19.7 

10.1 

8.3 

697 

19.5 

177 

5.00 

1.50 

C 

A 

Skyline  Fund-Special  Equities/828-2759 

18.2 

9.1 

8.1 

352 

21.0 

0.9 

none 

1.51 

A 

B 

SB  Aggressive  Growth-A/451-2010 

21.6 

26.3 

25.9 

5,778 

34.5 

13.3 

5.00 

1.14 

D 

B 

SB  Appreciation  Fund-A/451-2010 

13.5 

11.3 

9.1 

4,402 

30.5 

44.8 

5.00 

0.90 

C 

B 

SB  Fundamental  Value-A/451-2010 

171 

13.8 

12.5 

3,971 

274 

18.7 

5.00 

1.06 

C 

C 

SB  Growth  &  lncome-A/451-2010 

12.1 

6.6 

4.6 

713 

29.2 

46.6 

5.00 

1.06 

B 

C 

SB  Large  Cap  Core-A/451-2010 

14.7 

10.9 

9.1 

4,262 

28.9 

879 

5.00 

1.04 

Five-year  return  12/31/96  through  12/31/01  r:  Distributor  may  Impose  redemption  fee  whose  proceeds  revert  to  the  fund.  'Reflects  performance  of  Information  Sciences  prior  to  March  1992 
merger  ^Formerly  Kemper  Small  Capitalization  Equity.  Sources:  Forbes:  Upper.  Inc.:  Morningstar.  Inc. 
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ANNUALIZED  TOTAL  RETURN 

MA 

IKET 

10/31/90 

ASSETS 

WEIGHTED 

MEDIAN 

MAXIMUM 

ANNUAL 

TO 

PRETAX 

AFTERTAX 

11/30/01 

AVERAGE 

MARKET  CAP 

SALES 

expense: 

UP 

DOWN 

FUND/800  NUMBER 

12/31/01 

5-YEAR 

5-YEAR 

P/E 

(SBIL) 

CHARGE 

PERSIOI 

w 

Standard  &  Poor's  500  Stock  average 

15.0%  . 

10.7% 

Jk 

▼ 

Forbes  stock  fund  composite 

15^%  ' 

10.0% 

/    .  ■ 

29.1 

$28.2 

$1.03 

□ 

B 

OD  (Udf        Odp  VdlUC  n/^«JX  ^%JA.\J 

12.5% 

8.4% 

6.4% 

25.6 

$40.2 

5.00% 

$0.90 

□ 

B 

SB  Premium  Total  Return-A/451-2010 

13.4 

76 

4.1 

1,730 

26.2 

179 

5.00 

1,09 

D 

B 

SB  Small  Cap  Core-A/451-2010 

11.3 

8.9 

7.3 

347 

22.7 

0.9 

5.00 

1.16 

D 

B 

SB  Social  Awareness-A/451-2010 

12.6 

9.6 

7.7 

491 

28.3 

33.7 

5.00 

1.15 

C 

A 

Sound  Shore  Fund/754-8758 

16.8 

11.2 

10.3 

1,047 

24.4 

10.8 

none 

0.98 

A 

□ 

18.2 

12.1 

11.4 

467 

35.5 

56.0 

1  fi? 

J..OL. 

D 

A+ 

State  St  Research  Alpha  Fund-A/8B2-0052 

15.7 

14.1 

11.9 

326 

22.8 

4.2 

5.75 

1.27 

B 

D 

SteinRoe  Growth  Stock  Fund/338-2550 

13.7 

8.8 

75 

599 

34.3 

94.5 

closed 

0.95 

B 

B 

Strong  Advisor  Common  Stock-Z/368-3863 

19.6 

12.5 

9.9 

1,675 

24.5 

3.8 

closed 

1.20 

B 

D 

Strong  Large  Cap  Growth-lnv/368-3863 

12.5 

9.0 

6.6 

996 

33.6 

62.1 

none 

1.00 

c 

B 

Strong  Multi  Can  Value/368-3863 

13.2 

1.6 

1.3 

335 

26.9 

2.6 

none 

1.50 

c 

B 

Strong  Opportunlty-lnv/368-3863 

173 

14.5 

11.9 

3,597 

28.3 

9.8 

none 

1.20 

c 

B 

Third  Avenue  Value/443-1021 

178 

12.5 

11.2 

2,524 

23.5 

1.9 

none 

1.09 

A+ 

F 

USAA  Mutual -Aggressive  Grow/th/382-8722 

14.9 

6.0 

4.7 

1,009 

38.1 

2.2 

closed 

0.66 

C 

D 

USAA  Mutual-Growth/382-8722 

9.4 

0.8 

-0.5 

1,095 

39.6 

106.0 

none 

0.96 

D 

B 

USAA  Mutual-Income  Stock/382-8722 

12.6 

8.4 

5.9 

1,831 

23.2 

23.5 

none 

0.67 

B 

c 

Value  Line  Leveraged  Growth  lnv/223-0818 

15.7 

11.8 

10.2 

500 

31.2 

29.6 

none 

0.95 

F 

A 

Vanguard  Energy  Fund-lnv/835-1510 

11.0 

8.0 

6.5 

1,251 

19.0 

7.7 

none  r 

0.41 

D 

A 

Vanguard  Equity  lncome-lnv/835-1510 

14.7 

11.2 

9.3 

2,456 

23.7 

34.7 

none 

0.43 

B 

B 

Vanguard  Explorer  Fund-lnv/835-1510 

17.4 

12.3 

10.3 

4,399 

277 

1.0 

none 

0.71 

B 

D 

Vansfuard  Extended  Mkt  Index-lnv-'^/SS'i-l'ilO 

14.5 

7.5 

5.2 

4,397 

25.9 

1.7 

none 

0.25 

c 

c 

Vanguard  500  lndex-lnvV835-1510 

15.0 

10.7 

10.0 

85,986 

30.5 

63.5 

none 

0.18 

B 

C 

Vanguard  Growrth  &  lncome-lnv/835-1510 

15.5 

11.4 

9.8 

6,923 

28.0 

66.3 

none 

0.38 

B 

A 

Vanguard  Health  Care-lnv/835-1510 

23.1 

23.7 

21.7 

17853 

34.0 

19.7 

noner 

0.34 

B 

C 

Vanguard  Morgan  Growth-lnv/835-1510 

14.4 

10.1 

7.6 

3,460 

31.8 

25.3 

none 

0.40 

A 

c 

20.0 

17.0 

15.7 

18,438 

32.6 

14.2 

none 

0.48 

B 

c 

Vanguard  Small-Cap  lndex-lnv^/835-1510 

15.9 

8.4 

6.4 

4,322 

23.4 

0.7 

none 

0.27 

B 

D 

Vanguard  US  Growth-lnv/835-1510 

12.0 

3.3 

1.7 

10,183 

35.0 

101.0 

none 

0.38 

C 

A 

Vanguard  Windsor  Fund-lnv/835-1510 

16.6 

10.9 

8.2 

17015 

22.2 

10.3 

none 

0.31 

0 

A 

Vanguard  Windsor  ll-lnv/835-1510 

15.6 

10.4 

8.1 

22,105 

22.5 

22.4 

none 

0.37 

0 

A 

VanKamopn  Cnm^tnrk  Fiinrl-A/'141  -?Q1 1 

16.4 

15.7 

12.3 

5,458 

23.9 

16.6 

5.75 

0.93 

A* 

F 

VanKampen  Emerging  Growth-A/341-2911 

20.4 

14.8 

12.7 

10,675 

35.1 

13.2 

5.75 

0.93 

B 

D 

VanKampen  Enterprise  Fund-A/341-2911 

13.4 

6.2 

4.5 

2,522 

30.6 

25.2 

5.75 

0.89 

C 

B 

VanKampen  Growrth  &  lncome-A/341-2911 

16.1 

13.2 

10.7 

2,586 

25.8 

20.3 

5.75 

0.88 

C 

C 

VanKampen  Pace  Fund-A/341-2911 

11.5 

5.8 

3.6 

2,340 

28.5 

37.6 

5.75 

0.87 

c 

B 

Virtnru  flix/prcifipH  ^tnrl^-A/^'^Q-'^PP'^ 

VlVIUiy  li/IVCI  all  IC<U  OlUUn  r\/<JO\J  OOQO 

1  R  R 

X*T.O 

111 

XX. o 

^4  7 

1.10 

D 

B 

Victory  Established  Value-A/539-3863 

13.8 

9.2 

6.5 

336 

171 

4.1 

5.75 

0.87 

C 

B 

Waddeii/Reed  Accumulative-A/888-923-3355 

15.5 

15.2 

11.2 

2,149 

33.6 

15.9 

5.75 

1.04 

C 

C 

Waddell/Reed  Core  Fund-A/888-923-3355 

15.3 

11.3 

8.4 

6,703 

33.8 

40.0 

5.75 

0.98 

A 

0 

Waddell/Reed  New  Concepts-A/888-923-3355 

19.5 

13.0 

10.7 

1,231 

36.9 

78 

5.75 

1.36 

D 

VVCXUUdI/ nccu  OUICIICC/  ICCII  H/OOO   \J^O  OOU«J 

176 

J.*T.U 

5.75 

1.32 

B 

D 

Waddell/Reed  Vanguard-A/888-923-3355 

13.1 

11.0 

9.0 

1,856 

31.8 

49.1 

5.75 

1.04 

C 

A+ 

Wasatch  Core  Grovrth/551-1700 

21.1 

22.3 

20.8 

1,064 

22.1 

1.6 

none 

1.38 

B 

A 

Wasatch  Small  Cap  Growth/551-1700 

21.7 

22.0 

19.1 

796 

34.2 

1.1 

closed 

1.38 

D 

A 

Washington  Mutual  lnvestors-A/421-4120 

15.8 

12.2 

9.9 

49,298 

24.3 

24.5 

5.75 

0.65 

c 

A 

Weitz  Value  Fund/232-4161 

19.5 

21.0 

18.6 

4,150 

18.5 

4.0 

none 

1.11 

c 

c 

Wells  Fargo  Equity  lndex-A/222-8222 

14.0 

9.9 

8.1 

493 

30.7 

62.2 

5.75 

0.71 

c 

D 

Wells  Fargo  Growth  Fund-A/222-8222 

10.9 

5.4 

2.8 

387 

32.4 

84.6 

5.75 

1,12 

c 

B 

WM  Growth  &  lncome-A/222-5852 

15.0 

11.4 

10.4 

1,609 

25.7 

42.9 

5.50 

0.94 

B 

B 

WM  Growth  Fund  of  Northwest-A/222-5852 

19.5 

21.4 

19.0 

583 

23.3 

1.0 

5.50 

1.02 

Five-year  return  12/31/96  through  12/31/01.  r:  Distributor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund,  'May  impose  annual  $10  account  maintenance  fee. 
Sources;  Forbes:  Upper.  Inc.;  Morningstar  Inc. 
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Our  Scorecard 


There  wasn't  much  to  celebrate  in  2001 ,  when  the  market  ended  the  year 

lower  than  it  began.  But  an  investor  who  followed  our  89  buy  recommendations 
v/ould  have  made  6%;  that's  9  percentage  points  better  than  an  investor  who  made 
identical  investments  in  the  S&I' 
500  at  the  same  times.  (We 
docked  ourselves  1%  for  hypo- 
thetical trading  costs.) 

Our  buys  beat  the  S&P  for  the 
third  straight  year,  while  short- 
selling  matched  the  market. 
Putting  $10,000  into  each  of 
our  picks  would  have  turned 
$890,000  into  $940,000.  The  av- 
erage percentage  decline  in  the 
shorts  was  2%,  almost  the  same 
as  shorting  equal  amounts  of  the 
S&P  500  in  the  same  periods. 

David  W.  Tice,  manager  of  the 
Prudent  Bear  Fund,  was  responsi- 
ble for  our  best  short.  He  recom- 
mended Providian  Financial  when 
the  company  was  trading  at  $49; 
it  closed  the  year  at  $3.55,  for  a 
93%  decline.  Another  doozy  was 
Ariba,  suggested  by  Avalon  Re- 
search Group's  David  Hines.  At 
$14  when  Hines  dissed  it  in  Feb- 
ruary, it  ended  2001  at  $6.16  for  a  57%  decline,  50  percentage  points  more  than  the 
market  fell. 

H&R  Block  was  our  best  long,  climbing  98%  after  Oakmark  Fund's  William 
Nygren  praised  it.  Another  winner  was  Dole  Foods,  up  72%  after  being  picked  by 
Abhay  Deshpande  of  the  First  Eagle  Sogen  Global  Fund. 

Our  biggest  stinkers:  Lucent  continued  to  slide  after  we  thought  it  had  bot- 
tomed, dropping  48%  more.  Another  tech  play,  Solectron,  fell  63%.  Our  worst 
short  call:  Ebay,  which  kept  its  old  dot-com  magic,  climbing  91%  after  our  call. 

— Daniel  Kruger  and  Jody  Yen 
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Here  are  the  best  three  and  worst  three 

Streetwalker  buy  recommendations  for  2001. 

Initial 

Year-end 

price' 

price 
HAR  BLOCK 

Change 

$22.62 

$44.70 

DOLE  FOODS 

$15.59 

$26.83 

CITGROUP^  ^ 

$23.64 

$39.04 

SOLECTRON 

$30.81 

$11.2^jfl| 

LUCENT 

$12.09 

$6.30 

MAVERICK 

$22.98 

$12.95  1 

'Price  the  Monday  after  the  magazine  went  to  press,  adjusted  for 
splits  and  increased  by  1%  for  trading  costs.  ^Acquired  by  Tyco, 
June  i,  2001.  Source:  FT  Interactive  Data  via  FactSet  Research 
Systems. 

Lemon  Loans 

expand  YOUR  SUBPRIME  LENDING 
business  in  a  recession?  Sure,  says  Ameri- 
Credit,  which  chiefly  lends  to  used-car 
buyers  with  shaky  credit.  For  the  fiscal 
second  quarter  ended  Dec.  31  the  com- 
pany reported  a  66%  leap  in  net  income 
to  $81  million  and  a  52%  boost  in  rev- 
enue to  $287  million.  AmeriCredit  (NYSE: 
ACF)  says  its  credit  prowess  lets  it  sort  out 


bad  risks  better  than  others. 

But  Prudent  Bear's  Tice,  who  made  that 
great  call  on  credit-card-pusher  Providian 
for  us  last  year,  is  similarly  unimpressed  by 
AmeriCredit.  Annualized  net  charge-offs 
rose  to  4.3%  of  receivables  for  the  quarter 
from  3.6%  the  year  before.  For  ail  car  loans, 
3.8%  were  more  than  60  days  delinquent 
at  the  end  of  the  period,  up  from  2.7%.  And 
as  the  Big  Three  push  new  cars  at  bargain 
levels,  prices  for  used  autos  are  declining — 


meaning  selling  the  vehicles  AmeriCredit 
repossesses  brings  in  less  and  less. 

The  stock  has  rallied  from  its  Novem- 
ber low  of  $14  and  is  trading  at  $23.50,  or 
8  times  trailing  earnings.  Get  ready  for 
the  market  to  wake  up.  Short  the  stock 
and  cover  at  $10.  —D.K. 

Outsource 
Resource 

IBM  INKED  A  $5  BILLION  DEAL  WITH 
Sanmina-SCI  in  early  January  to  outsource 
manufacture  of  its  laptop  computers.  That's 
just  the  beginning,  says  David  MacGregor, 
research  director  at  Midwest  Research.  Out- 
sourcing, which  grew  40%  a  year  in  the  late 
1 990s,  has  slowed  of  late.  But  MacGregor 
expects  a  rebound  this  year  that  will  buoy 
Sanmina-SCI  (Nasdaq:  SANM). 

The  company  is  the  result  of  San- 
mina's December  buyout  of  SCI  for  $6 
billion  in  stock.  They're  a  formidable 
combo,  well  able  to  take  on  rivals  Solec- 
tron and  Flextronics. 

Still,  in  2001  sales  decreased  4.4%  to 
$4  billion,  while  earnings  per  share 
slipped  82%  to  13  cents.  At  $20  the  stock 
is  going  for  31  times  what  MacGregor 
expects  for  earnings  in  2002. 

— Christopher  Hchnan 

Addled  by  Asbestos 

ASBESTOS  HAS  HAUNTED  Cooper 
Industries,  the  manufacturer  of  electrical 
equipment  and  power  and  hand  tools 
(e.g..  Crescent  wrenches).  Fears  that  the 
company  will  face  claims  filed  against  a 
former  automotive  subsidiary,  sold  to 
Federal-Mogul  in  1998,  have  disrupted  a 
takeover  bid  from  Danaher  and  driven 
Cooper  (NYSE:  CBE)  shares  down  45% 
from  an  August  high  of  $60. 

The  fears  are  overblown  and  the  stock 
oversold,  says  David  Giroux,  investment 
analyst  with  T.  Rowe  Price,  whose  Value 
Fund  holds  425,000  Cooper  shares. 
Giroux  deems  Cooper's  asbestos  exposure 
"not  substantial."  At  $33,  Cooper  carries  a 
P/E  of  12 — cheap  relative  to  competitors 
(Black  &  Decker's  multiple:  16).  Cooper's 
4%  yield  is  generous.  — Andrew  T.  Gillies 
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PortfQlio_Straf egy  By  Kenneth  L.  Fisher 

2002:  Another  Down  Year 


QKAY,  I  CHANGED  MY  MIND.  IN  MY  LAST  COLUMN  (JAN. 
7)  I  said  the  market  would  be  up  in  2002.  It  won't. 
Get  over  it.  Expect  the  S&P  500  to  lose  another  5%  this 
year,  plunging  until  spring  with  a  strong  rally  in  the 
year's  back  seven  months,  one  that  won't  quite  make 
up  for  the  downdraft.  The  bottom  might  be  around  May  1,  at 
about  900. 

I  use  a  forecasting  methodology  I  developed  some  time  ago 
(see  my  Apr.  3,  2000  column)  based  on  market  pros'  calls  about 
the  year  ahead — and  the  fact  that  they're  always  wrong  since 
their  expectations  are  already  priced  into  the  market.  I  get  my 
number  by  choosing  among  the 
holes  between  where  their  fore- 
casts cluster.  This  approach  is 
both  empirically  and  theoreti- 
cally novel,  and  nifty. 

As  often  happens,  I'm  sur- 
prised by  the  result.  The  fourth- 
quarter  rally  made  American 
forecasters  too  sanguine  for 
2002  to  be  a  positive  year.  When 
a  bear  market  really  ends,  the 
initial  upturn  is  met  with  disbe- 
lief, not  acceptance.  That  U.S. 
professionals  are  so  optimistic 
after  years  of  being  wrong  says 
there  is  more  blood  ahead. 
Much  is  weird  this  year. 

As  I've  said  recently,  the  U.S. 
market  doesn't  like  to  drop 
three  years  in  a  row.  Such  a  thing  has  occurred  only  twice  since 
1925  (in  1929-32  and  1939-41 ).  But  a  spate  of  New  Year's  stories 
makes  me  confident  everyone  knows  this,  diminishing  its  valid- 
ity. Nor  has  the  market  liked  to  fall  both  years  of  a  presidential 
term's  first  half,  which  my  forecast  envisions.  The  market  did 
that  only  in  1929-30  and  1973-74.  So  I'm  expecting  the  market 
to  do  rare  things.  I'm  luiowingly  making  a  long  bet.  These  last 
two  years  were  the  worst  two  back-to-back  since  1973-74.  And 
2001  was  the  worst  year  since  1974. 

Usually  after  such  ugliness  you  should  expect  good  times 
soon.  The  good  news  is,  during  all  of  200 1's  downdraft  I  was  on 
the  right  side  of  the  market.  I  had  the  luck  to  have  America's 
best  market  forecast  of  any  nationally  published  portfolio 
strategist  in  two  of  the  last  three  years.  For  1999  I  called  for  a 
20%  increase  and  the  S&P  came  in  at  21%;  for  2001, 1  expected 
a  flat  performance  and  the  index  fell  13%  in  stock  price  terms 
(12%  with  dividends  included).  Yet  I  was  closer  than  anyone 
else.  Most  predicted  solidly  positive  returns. 

Strategists'  current  euphoria  isn't  warranted  either. 


Expect  the  S&P 

500  to  lose 
another  5%  this 
year.  One  more 
plunge  is  coming, 
with  a  last-half 
recovery  not 
strong  enough  to 
erase  the  losses. 


Having  been  too  dour  all 
through  the  1990s,  in  2000  fore- 
casters tilted  optimistic.  In  2001 
they  doured  down  until  the 
fourth  quarter,  when  the 
upturn  too  easily  intoxicated 
them.  As  2001  ended,  the  aver- 
age forecaster,  the  guy  smack  in 
the  middle  of  the  bell  curve  of 
professional  prognostications, 
foresaw  a  market  rising  17%  in 
2002.  That  is  a  nice  notch  above 
the  market's  long-term-average  history.  And  in  30  years'  data 
I've  reviewed,  it  has  never  taken  place. 

In  2002  there  are  three  holes  in  the  pros'  array  of  calls, 
meaning  three  likely  S&P  outcomes:  to  end  above  40%,  below 
-20%,  or  between  -2%  and  -10%.  I'm  betting  on  the  latter.  A 
market  rise  of  more  than  40%  would  be  weird.  That  has  tran- 
spired just  three  times  in  the  first  half  of  Presidents'  terms.  If 
the  market  fell  more  than  20%,  that  also  would  be  weird:  Such  I 
deterioration  this  late  in  the  market  cycle  defies  experience.  ! 

One  caveat  is  that  my  methodology  might  be  thwarted  by 
the  sky-high  turnover  among  professional  forecasters  in  2001, 
because  so  many  had  been  so  wrong  so  long.  Strategists  who 
departed  include  Christine  Callies  at  Merrill  Lynch  and  Greg  A. 
Smith  at  Prudential  Securities.  Still,  regardless  of  who  is  making 
projections,  I  believe  pricing  is  always  a  function  solely  of  sup- 
ply and  demand;  that  supply  is  rather  rigid  short-term  and  that 
demand  can  be  measured  through  sentiment. 

My  approach  implies  Nasdaq  will  lose  another  12%  this 
year  after  bottoming  in  the  spring  at  maybe  1 350,  33%  below 
the  present  level.  Small-cap  value  should  remain  the  best  part 
of  the  market.  Longtime  readers  know  I  run  this  column 
managed  agamst  the  Morgan  Stanley  World  Index,  which 
should  do  worse  than  the  U.S.,  losing  about  9%  for  the  year 
and  falling  maybe  28%,  to  725,  in  the  spring.  Stay  maximally 
defensive. 

That  was  my  advice  throughout  2001.  At  the  outset,  before 
the  pros'  forecasts  were  in,  I  recommended  three  drug  stocks: 
Schering,  Akzo  Nobel  and  Novo-Nordisk.  Had  you  invested 
$10,000  in  each  of  these,  you  would  have  lost  2.5%  in  2001,  fac- 
toring in  a  hypothetical  1%  trading  cost,  or  $750  on  your 
$30,000  investment.  You  would  have  soundly  beaten  the  mar- 
ket: Putting  the  $30,000  into  the  S&P  would  have  lost  you  | 
$3,420.  Once  I  could  do  my  own  forecast,  I  advised  staying  out 
of  equities,  going  for  cash  and  bonds  instead.  This  would  have 
earned  you  around  4%.  Not  bad  for  a  bad  year.  F 


^f\wV\CikC  '"  Fisher  is  a  Woodside, Calif  -based  money  manager. 

iii^iKLJ^^iiv!  Find  past  columns  at  www.forbes.com/fisher. 
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Four  Seasoi 


Ma:-cl-.,  2002 
New  't'ork 

Conjunction  with  Foroes 
April  22-24  ,  2002 
Beverly  Hilton  Hotel,  Lns  Angeles 
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The  Ritz  Carlton  Battery  Park,  New  York 

May  16-17,  2002 
The  Fairmont,  San  Francisco 

September  19-20,  2002 
The  Ritz  Carlton  Battery  Park,  New  York 


September  24-26,  2002 
Hong  Kong 


September  30  -  October  2,  2002 
Resort  at  Squaw  Creek,  LakeTahoe 

October,  2002 
New  York 


October  9-11,  2002 
The  Ritz  Carlton  Battery  Park,  New  York 


November,  2002 
Philadelphia 


December  5-6,  2002 
The  Ritz  Carlton  Battery  Park,  New  York 
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Small  Stocks  By  Marc  Robins 

Seven  Good  Devils 


THE  SEVEN  DEVILS  RANGE  IN  WESTERN  IDAHO,  WHICH 
I  could  view  from  100  miles  away  on  my  recent  rustic 
vacation,  rises  spectacularly  into  the  air.  These  beauti- 
ful, rugged  peaks  take  their  name  from  a  Nez  Perce 
Indian  legend  involving  the  punishment  of  seven 
giants,  who  were  turned  into  stone  for  kidnapping  children. 
Allegedly  kidnapping,  that  is;  we  haven't  heard  the  giants'  side. 

These  little-known  mountains  remind  me  of  how  small-cap 
stocks  often  get  a  bad  rap.  They're  not  well  followed  on  Wall 
Street,  so  their  biggest  problem  is  that  no  one  knows  about 
them.  And  if  they  run  into  any  temporary  hitch,  it  isn't  quickly 
discounted  by  the  analyst 
crowd.  Yes,  small  caps  are  risky. 
Life  is,  too.  But  remember,  small 
stocks  traditionally  lead  the  way 
out  of  a  recession. 

Regardless  of  their  perceived 
shortcomings,  the  smaO  stocks  I 
recommended  in  2001  would 
have  made  you  money.  Investing 
$10,000  in  each  of  my  21  picks 
would  have  gained  you  $49,300, 
or  23%  (and  that's  after  a  1% 
commission).  Equal  amounts 
invested  in  the  S&P  500  on  the 
same  dates  would  have  lost  you 
$10,900.  You  were  ahead  of  the 
broad  market  by  30%. 

One  of  my  strongest-per- 
forming 2001  suggestions  was 
Oak  Technology  (OAKT),  which  makes  integrated  circuits  and 
related  software  for  the  tech  market.  Oak's  stock  had  been  hob- 
bled by  its  losses,  but  those  were  narrowing,  so  Oak  rose  a 
scorching  146%.  The  champ  was  game  software  maker  Activi- 
sion  (ATVI),  up  159%.  My  biggest  losers  were  also  on  the  tech- 
nology side.  Carreker  (CANi),  which  offers  consulting  to  banks, 
slumped  68%.  Next  worse  was  software  outfit  BSquare  (BSQR), 
down  62%. 

For  2002,  included  among  the  RedChip  Top  Picks  are  sev- 
eral that  are  doing  a  fine  job  overcoming  challenges — they,  like 
the  mountain  range,  should  soar  majestically. 

Here  are  my  seven  good  devils: 

Jakks  Pacific  (19,  jakk)  is  a  toymaker  that  has  successfully 
diversified  away  from  its  World  Wresding  Federation  action-fig- 
ure roots.  Now  producing  everything  from  Road  Champ  col- 
lectibles to  school  supplies,  Jakks  has  reduced  its  exposure  to 
WWF  products  to  only  25%  of  total  sales,  while  producing  48% 
compounded  annual  top-line  growth.  With  its 
broad  lineup  of  toys  priced  under  $10  at  retaU, 


Smalt  caps  get  an 
undeserved  bad 
rap.  Wall  Street 
undercovers  them, 
and  their  flaws  are 
magnified.  Here 
are  some  worthy 
ones  you've  nqver 
heard  about.  ^ 


Jakks  should  produce  2001 
earnings  approaching  $1.66 
and,  we  hope,  $2  for  2002.  It 
goes  for  a  modest  12  times  trail- 
ing earnings. 

Engineered  Support  Systems 
(32,  EASi)  is  a  defense  contrac- 
tor, an  area  that  until  recently 
looked  like  a  backwater.  The 
company  makes  nuclear,  chem- 
ical and  biological  defense  sys- 
tems. One  is  a  collapsible  tent 
that  provides  a  clean  space  for  medics  to  treat  casualties.  The 
stock  shot  up  after  Sept.  1 1  but  since  has  come  back  to  earth.  It 
trades  for  18  times  trailing  net. 

Generic  drugs  are  one  major  focus  of  KV  Pharmaceutical  (32, 
kv.b).  a  number  of  big  drugs  are  coming  off  patent  over  the 
next  five  years,  meaning  KV  is  in  a  good  position.  The  39  P/E 
may  sound  high,  but  this  class  B  stock  is  worth  it. 

Sovran  Self  Storage  (30,  SSS),  a  real  estate  investment  trust, 
rents  out  storage  bins.  These  units  are  in  demand  during  booms 
and  busts.  It  has  maintained  high  levels  of  occupancy,  leading  to 
increases  in  same-store  revenues.  Our  guess  is  that  funds  ft-om 
operations  should  expand  ft^om  an  estimated  $3  for  the  year  just 
ended,  to  $3.16  for  2002.  There's  also  the  nice  8%  yield. 

Trimble  Navigation  (15,  trmb)  makes  global-positioning  sys- 
tems that  pinpoint  positions  on  the  ground  with  incredible 
accuracy.  Customers  include  farmers  who  are  looking  to 
improve  planting  and  fertilizing  yields,  and  engineers  who  sur- 
vey tracts  or  direct  bulldozers  for  grading.  The  recession  hasn't 
been  kind  to  Trimble,  and  it  ran  in  the  red  for  200 1's  first  three 
quarters.  We  expect  a  strong  pickup  in  2002. 

TRC  (48,  TRR)  is  an  infrastructure  and  technical  services 
company  that  has  created  a  distinctive  solution  for  environ- 
mental remediation.  It  assesses  what  needs  to  be  done  and  con- 
tracts out  some  of  the  work,  which  it  supervises.  What  about 
lawsuits  from  environmentalists?  TRC  has  transferred  the  risk  to 
American  International  Group.  Growth  prospects  are  good, 
which  justifies  the  36  P/E.  Earnings  per  share,  $1.30  for  the  past 
year,  should  hit  $1.84  for  2002  and  $2.32  in  2003. 

Discount  carrier  WestJet  Airlines  (15,  wja)  is  Canada's 
answer  to  Southwest.  Giant  rival  Air  Canada  saw  traffic  drop  in 
December  by  2.5%  while  WestJet  enjoyed  a  55%  increase  as  it 
added  capacity.  The  discounter  mainly  serves  western  Canada 
but  has  gradually  been  expanding  in  the  east.  WestJet  enjoys 
enormous  earnings  gains  and  a  strong  balance  sheet,  enough 
reason  for  you  to  pay  32  times  earnings.  F 


Forbes 


Marc  Robins  is  editor-in-chief  of  RedChip.com,  an  investment  advisory  service  on 
small-  and  micro-cap  stocks.  Find  past  columns  at  www.forbes.com/robins. 
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EDITED  BY  ALAN  FARNHAM 


PLEX 


IF  NAPOLEON  BONAPARTE  WAS 
destined  to  become  Napoleon, 
then  Pierre- Jean  Chalenc^on  was 
born  to  collect  him.  As  a  boy  he 
hoarded  lead  soldiers — but  then 
so  did  many  other  boys.  Perhaps 
it  was  a  bit  odd  that  on  Sundays  he 
begged  his  parents  to  take  him  to  Napoleon's  tomb. 

You  could  practically  hear  destiny  clearing  her  throat,  though, 
when  Chalen(;:on  sold  his  motor  scooter  to  buy  a  letter  from 
Napoleon  announcing  victory  at  the  battle  of  Jena  (that  was  in 
1806  against  Prussia).  Priced  at  $2,000,  it  was  Chalen^on's  first 
important  purchase.  He  was  only  17 — the  age  when  Napoleon 
himself  was  stQl  in  military  school. 

Not  long  afterward  Chalen(;:on  sold  his  grandfather's  collec- 
tion of  military  history  books  for  a  stake  of  about  $30,000,  so  he 
could  start  collecting  seriously.  In  his  early  20s  he  quit  his  joh — 
doing  public  relations  for  a  food  company — so  he  could  give 
himself  over  to  Emperor-worship  entirely.  "At  the  beginning," 
he  allows,  "my  parents  were  very  worried.  Even  I  was  doubtful." 

Collecting  things  is  an  all  but  impossible  way  to  make  a  living. 
Still,  Chalen<;on,  3 1 ,  is  serious  about  his  calling.  France's  state  mau- 
soleum and  museum,  the  Pantheon,  recently  borrowed  from  his 
collection  1  Napoleonic  hat,  from  the  15  thought  to  be  in  exis- 
tence— those  odd  sideways-sitting  things  you  see  in  portraits. 
Chalen^on's  hat  is  the  one  Napoleon  gave  to  General  Mouton  after 
the  battle  of  Essling  ("My  sheep  [Mouton]  is  a  wolfl")  in  1809. 

Also  recendy  displayed  from  his  collection:  the  wood  plaque 
carved  for  Napoleon's  coronation  as  Emperor — there  were  ten  of 
them  made — and  a  ceremonial  sword  designed  by  the  painter 
lacques-Louis  David.  There  were  other  donors  to  the  show,  of 
course,  but  they  were  formidable  institutions  like  the  Musee  de 
L'Armee  and  the  French  Senat.  Chalenc^on,  exiting  the  Pantheon, 
stops  to  admire  the  star  billing  his  name  gets  on  the  marquee 
listing  contributors.  "One  must  remain  a  little  humble,"  he  says — 
half-jokingly. 

More  seriously,  he  says  of  the  show:  "It  legitimizes  me.  You 
can  have  a  lot  of  money  and  still  buy  crap,  but  this  proves  that  I 
have  the  nose  and  the  eye."  And  the  modest)'?  Ah,  that's  a  differ- 
ent matter.  "Napoleon  once  said:  'I  am  descended  from  myself 


To  make  yourself  emperor 

of  all  other  collectors, 
what  must  you  sacrifice? 

BY  JOSHUA  LEVINE 


alone.'  That's  a  little  bit  like  me." 

Monomania  has  helped  him  amass  one 
of  the  most  important  collections  of 
Napoleonica  in  private  hands — one  noted 
not  for  grand  military  objects  but  for  small, 
domestic  ones.  "I  am  after  the  intimacy  of 
this  man,"  he  says,  "the  man  who  got  sick, 
who  went  to  the  toilet,  who  used  liters  upon  liters  of  cologne  be- 
cause he  hated  dirt" — but  rarely  bathed.  Chalenc^on  would  rather 
own  Napoleon's  toenaU  clipper,  he  says,  than  his  saber. 

Whether  it's  clippers  or  hats,  the  amounts  bid  for  Napoleon- 
ica have  doubled  or  tripled  in  the  past  six  years.  A  mere  lock  of 
the  Emperor's  hair  could  run  you  $8,000  to  $10,000.  The  350-odd 
items  in  Chalen^on's  collection  (on  which,  he  says,  he  spent  $1 
million  over  a  dozen  years)  have  appreciated  greatly.  What's  the 
whole  thing  worth?  He  starts  out  telling  us  $2  million  to  $4  mil- 
lion. He  later  bumps  that  to  $5  million  to  $6  million,  then  insists 
$7  million  is  the  correct  number.  Who  knows?  Chalen(;:on  boasts 
he's  scored  some  bargains — the  Mouton  hat,  for  example.  "The 
family  gave  it  to  me  for  the  price  of  a  small  car,"  he  says,  "and  it's 
probably  worth  $50,000  to  $100,000." 

Getting  bargains  doesn't  exactly  mean  this  hobby  pays  for  it- 
self. In  fact,  without  the  help  of  his  family,  who've  given  him  siz- 
able sums  to  capitalize  on  such  opportunities,  he  might  not  be 
solvent  today.  What  money  he  earns  comes  partly  from  lending 
objects  to  exliibitors.  Two  years  ago,  for  example,  he  pulled  in 
$60,000  (over  and  above  shipping  and  insurance  costs)  by  lend- 
ing more  than  300  objets  to  a  show  at  the  Villa  Alba  mansion  in 
Melbourne,  Australia.  "You  want  a  Napoleon  exhibition?  You  can 

''At  the  beginning;  my  parei 

do  it  just  with  me,"  he  sniffs.  Now  and  then  he  sells — but  always 
with  regret.  "I  keep  seven  out  often  things,  but  I  can't  keep  every- 
thing— I  am  not  a  rich  man." 

So  the  collecting  cuts  into  his  standard  of  living.  The  rest  of 
his  meager  income  comes  from  teaching  19th-century  art  and 
history  at  the  University  of  Paris  and  from  some  consulting  for 
Christie's.  He  doesn't  own  a  car  or  know  how  to  drive  one.  Un- 
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ire  VERY  WORRIED.  ' 

married,  he  lives  by  himself,  subsisting  on  pasta  to  cut  down  on 
•ood  bills.  He  explains,  "I  prefer  to  buy  objects."  His  fifth-floor 
ualkup  apartment  (which  he  occupies  rent-free)  in  a  Paris  com- 
mercial district  belongs  to  his  stepmother.  Into  every  corner  of  the 
ij  tiny  flat,  objets  have  been  packed:  Talleyrand's  dishes.  Marshal 
Davout's  folding  campaign  bed,  books,  dishes,  paintings,  docu- 
ments and  snuffboxes.  Chalen^on's  favorite  piece  is  a  Gobelin 


tapestry  showing  Napoleon's  coronation — one  of  only  two  such 
tapestries  in  private  hands. 

Now  Chalen(;:on  faces  the  same  problem  that  dogged  his  idol 
and  ultimately  led  to  his  undoing:  What  next?  If  he  were  a  bil- 
lionaire, he  could  keep  buying  and  endow  a  museum  to  house  the 
collection.  Under  the  circumstances,  though,  the  best  he  can  do  is 
dream  that  some  big  American  museum  will  buy  it  and  make  him 
a  director  for  life.  Says  he,  wistfully:  "Napoleon  would  have  loved 
America.  He  was  so  advanced  for  his  time — the  first  self-made 
man,  really.  An  excellent  example  for  young  people."  F 
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THOUGHTS 

On  the  Business  of  Life 


^L^i  '^^t'  soon,  housing  starts  will  stop  dropping.  Soaring  savings — now  at  the  rate  of  9%  of 
H         (rftertax  income — plus  the  appreciable  decline  in  interest  rates,  have  combined  to  provide 

■i^^       the  wherewithal  for  mortgages.  Individual,  family  and  corporate  confidence  will  return. 

The  one  thing  Americans  most  want  (rfter  a  job  that  provides  food  and  raiment  is  a  decent  place  to  live. 

Most  want  their  own  homes.  With  all  the  aforementioned  factors  coming  to  bear  in  the  months  ahead, 

I  believe  without  question  that  the  rate  of  housing  starts  will  be  up.  — MALCOLM  S.  FORBES  ( 1975) 


Many  a  man  who  thinks  to  have  found 
a  home  discovers  that  he  has  merely 
opened  a  tavern  for  his  friends. 

—NORMAN  DOUGLAS 


In  the  matter  of  furnishing, 

I  find  a  certain  absence  of  ugliness 

far  worse  than  ugliness. 

—COLETTE 


A  house  means  a  family  house, 
a  place  specially  meant  for  putting 
children  and  men  in  so  as  to  restrict 
their  waywardness  and  distract  them 
from  the  longing  for  adventure  and  escape 
they've  had  since  time  began. 

—MARGUERITE  DURAS 


/  want  a  house  that  has  got  over 
all  its  troubles;  I  don't  want  to  spend 
the  rest  of  my  life  bringing  up  a  young 
and  inexperienced  house. 

—JEROME  K.  JEROME 


///  were  asked  to  name  the  chief  benefit 
of  tlic  liouse,  I  shoidd  say:  The  house 
shelters  daydreaming,  the  liouse  protects 
the  dreamer,  the  house  allows  one 
to  dream  in  peace. 

—GASTON  BACHELARD 


It  is  the  personality  of  the  mistress  that 
the  home  expresses.  Men  are  forever 
guests  in  our  homes,  no  matter  how 
much  happiness  they  may  find  there. 

—ELSIE  DE  WOLFE 


Tlie  national  sport  of  England 
is  obstacle  racing.  People  fill  their 
rooms  with  useless  and  cumbersome 
furniture,  and  spend  the  rest  of  their 
lives  in  trying  to  dodge  it. 

—HERBERT  BEERBOHM  TREE 


You  are  a  king  by  your  own  fneside, 
as  much  as  any  monarch  in  his  throne. 

—CERVANTES 


A  house  is  a  machine  for  living  in. 

— LE  CORBUSIER 


Keeping  house  is  as  unpleasant  and  filthy 
as  coal  mining,  and  the  pay's  a  lot  worse. 

— RJ.  O'ROURKE 


The  dog  is  a  lion  in  his  own  house. 

—PERSIAN  PROVERB 


Real  estate  agents.  Love  them  or  loathe 
them,  you'd  be  mad  not  to  loathe  them. 

—STEPHEN  FRY 


A  Text... 

This  is  the  day  which  the  Lord 
hath  made;  we  will  rejoice 
and  be  glad  in  it. 

—PSALMS  118:24 

Sent  in  by  Irene  Ashery,  Great  Neck,  N.Y. 
Wliat's  your  favorite  text?  The  Forbes  Book  of 
Quotations:  Thoughts  on  the  Business  of  Life  is 
given  to  senders  of  Bible  texts  tliat  are  used. 


More  than  14,000  "Thoughts,"  arranged  alphabetically  by 
subject,  are  available  in  a  900-page,  one-volume 
dela\e  edition.  Forbes  Book  of  Qiiolahom:  Tlioughts  on  the 
Business  of  Life.  The  price  is  $40,  plus  S3. 50  shipping  and 
$1  per  item  for  handling  (add  applicable  sales  tax). 
To  order,  please  call  toll-free,  1-800-876-6556. 
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The  goal?  Create  a  system 
that  allows  5,000  insurance 
field  reps  to  connect  with 
headquarters  from  5,000 
different  locations.  Here's 
the  catch  —  the  locations 
change  every  single  day. 


CAN  I  REACH  5,0  0  0  INSURANI 
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AMERICAN  GENERAL 

 : — —AND—  

FUJITSU 

MOBILE  COMPUTING 

SOLUTIONS 

BETTER  MOBILITY.  That's  what  American  General  Life  &  Accident 
Insurance  Company,  a  member  of  American  International  Group,  Inc., 
knew  its  sales  team  needed  to  streamline  the  sales  process  and 
enhance  customer  service.  Working  closely  with  Fujitsu,  American 
General  now  uses  a  pen  tablet-based  system  that  gives  field  reps 
greater  mobility  and  allows  them  to  send  and  receive  data  from 
wherever  they  are  to  the  home  office  each  day.  Payment  collection, 
account  maintenance,  and  even  retrieval  of  new  policy  information 
are  all  now  done  remotely  and  with  less  paper.  Get  the  rest  of  the 
story  at  us.fujitsu.com/casestudy/.  When  you  team  with  a  global  leader 
in  mobile  computing,  you  can  accomplish  anything. 


c  2002  Fujitsu.  All  rights  reserved. 


IENT8  WHEREVER  WORK  TAKES  THEM? 

MAKE  IT  MY  POLICY  TO 


Fujfrsu 


THE    POSSIBILITIES    ARE  INFINITE 


www.fujitsu.com 


Your  eyelids  close.  Your  back  reclines.* 
Your  body  sinks  slowly  into  a  tranquil  sea  of 
supple  leather  upholstery. 

And  then,  with  a  click  of 
a  button  and  the  soft  whir 
of  a  motor  deep  within  the 
LS  430  backseat,  something 
magical  happens:  You  begin  to  relax. 

As  the  built-in  massager*  goes  to  work, 
your  muscles  unwind,  tension  melts,  and 


WHICH 


SnL[?MASSAGE 

DO  YOU  PREFER. 

SWEDISH,  SHIATSU. 
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you  come  to  the  realization  that  true  luxury 
can,  in  fact,  be  found  in  an  automobile. 

The  rear  armrest  folds  down  to 
uncover  an  electronic  panel 
designed  to  further  satiate 
your  senses,  controlling  the 
music  you  hear  and  the  quality 
of  the  air  you  breathe.*  Even  the  angle 
of  your  seatback  and  the  temperature*  of  the 
interior  can  be  adjusted  by  your  fingertips. 


'Only  available  as  part  of  the  Ultra  Luxury  Selection.  ^Only  available  as  part  of  the  Ultra  and  Custom  Luxury  Selections.  ©2001  Lexus.  a  Division  of  Toyota  Motor  Sales, 


Additional  therapeutic  amenities  can 
be  found  in  the  front  of  the  cabin,  such 
as  a  13-function  memory  system  to 
help  the  heated  and,  may  we  add, 
air-conditioned  seats  ^  conform  to 
your  body.  While  dual-zone  climate 
control  utilizes  an  advanced  neural  network 
of  solar  sensors  to  intuitively  redirect  cool 


LEXUS? 


or  warm  airflow  to  where  it's  needed  most. 
Do  you  need  a  little  more  rejuvenation?  A 
muscular  290-horsepower,  4.3-liter, 
ultra-low  emission  V8  engine  will 
leave  you  in  a  blissful  state. 
The  Lexus  LS  430.  Unquestionably, 
a  luxury  automobile  engineered  to  make 
you  feel  better  every  time  you  experience  it. 


Can  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
Take  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 


J.S.A..  Inc.  Lexus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly.  For  more  infornution.  call  800-USA-LEXUS  {800-872-5398). 


You  shouldn't  have  to  adapt  your  company  to  fit  some  imposing  enterprise  software  de3  me^ 
At  Lawson,  we  create  software  solutions  for  specific  industries.  Our  industry  experts  make  s  iiifir 
of  it.  The  result  is  proven  software  that  works  for  you.  With  deeper  functionality.  Fast,  seam- 


lentation.  Rapid  return  on  investment.  Lower  total  cost  of  ownership.  And  experienced 
iing  and  support  teams  to  meet  your  ongoing  needs.  Which  explains  why  many  of  our 
ners  are  industry  leaders.  Details  await  at  www.lawson.com/truck3  or  call  1-800-477-1 357. 


Msmm 


re  storage  space.  Your  support  staff  has  just  been  cut.  And  you've  already  shot  your  IT 
budget  for  the  year.  You're  not  alone.  The  need  for  storage  is  skyrocketing, 
and  more  and  more  businesses  are  feeling  the  heat. 

The  problem  is,  spending  a  lot  is  not  an  option  right  now.  And 
while  budgets  continue  to  shrink,  requirements  do  not.  Leaving  you  with  the 
responsibility  of  finding  a  way  to  squeeze  more  efficiency  out  of  the  storage 
resources  you  already  have. 

It  would  help  if  your  infrastructure  were  flexible  enough  to  let  you 
pull  together  all  your  mixed-vendor  devices  so  you  could  freely  move  data 
between  them.  That  way  you  could  scale  your  existing  capacity  to  match 
your  company's  unpredictable  storage  demands. 

HP's  answer  to  the  challenge  is  Federated  Storage  Area  Management 
(FSAM),  on  inventive  approach  that  ensures  you  get  the  most  out  of  your  post, 
present  and  future  investments.  We  start  by  helping  you  manage  your  entire 
network's  storage  resources— including  legacy  and  multi-vendor  hardware  — 
from  the  convenience  of  a  single  console.  All  without  adding  more  people. 

HP  infrastructure  solutions  — servers,  software,  storage,  services  and 
beyond— are  engineered  for  the  real  world  of  business.  Because  the  lost  time 
we  checked,  that's  where  we  all  work.  Call  1.800. HPASKME,  ext.  246.  Or  visit 
vv^ww.hp.com/go/infrastructure. 

Infrastructure:  it  starts  with  you. 
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"Are  you  ready  for  the  day  you 
head  home  for  retirement?" 


If  you're  a  TD  Waterhouse  customer,  chances  are,  you  are. 
Because  TD  Waterhouse  has  everything  you  need  to  get  control 
of  your  retirement.  So  that  you'll  be  ready  for  that  last  day  of 
work.  For  that  last  commute.  For  that  one  day  when  you  hang 
up  the  business  casual  and  head  home  from  work — for  good. 

Open  an  IRA  account  at  TD  Waterhouse  and  youH  get: 

•  An  Online  Retirement  Advisor  to  help  with  planning  strategies 

•  Retirement  Specialists  to  answer  your  questions  at  over 
150  local  branches 

•  No-fee  IRAs 

TD  Waterhouse  Investor  Services,  Inc.  Member  NYSE/SIPC.  Access  to  services  and  your  account  may  b' 
iffected  by  market  conditions,  system  performance  or  for  other  reasons.  Online  market  orders  are 
iQ.95  -$14.95  depending  on  trading  activity.  See  tdwaterhouse.cora  for  complete  commission  fee 
chedule.  Offer  vaUd  for  new  TD  Waterhouse  IRA  accounts  opened  and  funded  between  2/1/02-4/15/02. 
Limit  one  offer  per  individual.  U.S.  residents  only;  void  where  prohibited.  If  you  are  already  a 
subscriber,  we  will  extend  you  for  13  issues.  See  website  for  details. 


Get  one  year  of  Money  magazine  with  our 
compliments  when  you  open  and  fund 
an  IRA  account. 

l.SOO.tdwaterhouse 

tdwaterhouse.com 

over  150  branches  nationwide 

online  trades  as  low  as  $9.95 


Code:  PRAFBM 
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WATERHOUSE 

Youre  in  Control. 


welcome  t 

mLife  is  your  life  made  truly  mobile.  mLife  is  a  new  way  of  thinking  abouj^e 
wireless,  only  from  AT&T  Wireless.  It's  a  life  where  you'll  be  connected 
new,  more  wonderful  ways  to  all  the  people  and  things  you  care  about. 
From  almost  anywhere.  So  your  life  can  finally  keep  up  with  your  feet, 
not  to  mention  your  heart  and  mind.  In  mLife  a  wireless  phone  will  be 


est 

uke 


mLife  is  never  being 
lost  again. 

Pick  up  your  wireless 
plione  right  now,  please. 
If  you  have  AT&T  Wireless, 
dial  #121,  Now  listen.  Cool, 
right?  AT&T  Wireless  #121 
service  recognizes  your 
voice,  so  all  you  have  to 
do  is  say  something  - 
"directions"  -  and  it  will 
give  it  to  you.  Hear  news, 
sports,  stQck  quotes,  traffic 
updates,  and  horoscopes. 


mLife  is  life  plans. 

You're  single.  For  argument's  sake.  And  you're 
going  along,  using  your  phone.  Then  you  get 
married  and  have  kids.  And  you're  calling  the 
grandfolks  in  Honolulu  all  the  time  to  put  the 
kids  on.  You  need  a  calling  plan  that  changes  with 
your  life.  Call  us.  We'll  find  an  AT&T  Wireless 
plan  that  fits  your  life  -  without  any  annoying 
switching  fees. 


mLife  is  expressing  yourself  witliout  saying  a  word 

You're  in  the  library  and  you  desperately  need  to  call  someoi 
but  you  can't.  Now  you  can  talk  to  them  without  raising  yi 
voice.  Heck,  without  using  your  voice  at  all.  Text  messagi 
It's  a  new  way  of  communicating.  That's  why  all  of  our  ne 
wireless  phones  are  text-enabled.  What's  more,  you  can 
send  messages  to  almost  anyone,  even  if  they  don't  have 
AT&T  Wireless.  Are  we  friendly,  or  what? 
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©  2002  AT&T  Wireless.  All  Rights  Reserved.  Products  and  services  not  available  for  purchase  or  use  in  all  areas-  Stock  quotes  and  other  information  may  be  delayed.  Specific  devices  required  for  certain  products  and  servicj 
See  store  for  coverage  area,  functionality  and  other  details.  Rate  plan  suggestion  not  a  guarantee  of  lower  monthly  costs,  and  new  device  and  new  contract  may  be  required.  Subject  to  Terms  and  Conditions  and  calling  plan  brochuj 


bofre  than  just  a  phone.  It'll  also  be  an  information  booth,  a  deal-closer, 
estaurant  guide,  a  wallet,  a  crystal  ball,  a  road  map,  a  really  cool  toy, 
jkebox.  And  that's  just  the  beginning.  Because  mLife  isn't  just  wireless, 
el  wireless  reinvented. To  make  mLife  your  life,  call  1  800-IMAGINE,  click 
^"  wireless.com/mlife  or  visit  an  AT&T  Wireless  store  or  authorized  dealer. 
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you  ever 
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g,  only  to  realiz 
s  someone 
's  phone  ringing 
■  the  same  tone? 
the  rest  of  the 
d.  Your  life  is 
ue,  your  thumb- 
t  is  unique,  your 
tone  should  be 
ue.  Now  you  can 
onalize  your 
tone.  And  even 
omize  them,  so 
<now  who's  calling 
from  the  ring. 


You're  in  the  dentist's  waiting 
room.  You're  in  an  airport.  You're 
at  your  mother-in-law's.  In  other 
words,  you're  bored.  What  to  do? 
Entertain  yourself  with  a  wireless 
phone.  Surf  the  wireless  web, 
read  movie  reviews,  get  sports 
scores,  even  shop.  And  if  anyone 
asks  what  you're  doing,  say  it's 
important  business. 


i.ife  IS  uusiJiess  as  usuai. 
JO  you  know  how  many  emails  the  average 
American  receives  at  work  each  day? 
Neither  do  we.  But  that's  not  important.  The 
important  thing  is  that  it's  tough  to  live 
without  email  in  business  today.  That's  why 
in  mLife  you  can  check  email  on  a  wireless 
phone.  And  coming  soon  to  a  wireless 
phone  near  you,  email  that's  actually  read 
to  you  by  the  phone.  Sorry,  you  still  have  to 
write  them  yourself. 


AT&T  Wireless 


mLife  is  getting 
better  every  day. 

It's  only  just  begun.  Soon 
you'll  be  able  to  use  a 
wireless  device  like  cash, 
listen  to  live  play-by-play 
of  sports,  send  and 
receive  color  pictures  and 
play  interactive  games. 
Mobile.  Managed.  More. 
mLife  is  your  life. 
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Tax  Doctors  One  of  the  kinkiest  jobs  I've  heard  of  recently: 
exchange  accommodator.  This  extremely  specialized  career 
option  is  brought  to  you  by  our  wonderfully  complicated 
tax  code. 

I  leave  it  to  AshJea  Ebeling,  a  lawyer,  to  give  the  technical  def- 
inition on  page  98,  so  here's  a  layman's  interpretation.  Say 
you've  made  a  killing  on  a  real  estate  holding  and  want  to  roll 
over  your  profits  into  another  one.  You  go  to  one  of  these  witch 
doctors,  who  casts  a  spell  on  the  IRS.  Now  you  can  sell  the  first 
parcel  without  declaring  a  capital  gain.  People  dodge  taxes  on 
$20  billion  a  year  of  gains  this  way. 

The  world  would  be  a  great  place  to  live  in  if  there  were  no 
capital  gain  taxes  at  all.  But  so  long  as  we  are  going  to  tax  gains, 
why  exempt  some  of  them?  Why  give  a  pass  to  taxpayers  who  g(  > 
through  some  ritual  involving  a  make-believe  "exchange"?  Wh\ 
make  the  witch  doctors  wealthy? 

The  problem  is  endemic  in  our  political  system,  and  it 
reaches  far  beyond  the  tax  code.  The  government  has  some 
goody  to  hand  out,  and  in  the  course  of  doing  so  in  an  arbitrary 
way  enriches  a  middleman.  Usually  a  lawyer. 

There  are  more  people  who  want  to  immigrate  than  we  have 
room  for.  The  sensible  solution  would  be  to  auction  off  green 
cards.  Instead,  we  have  a  convoluted  immigration  law  in  which 
most  of  the  economic  value  of  a  green  card  sticks  to  the  fingers 
of  immigration  lawyers. 

The  U.S.  restricts  textile  and  sugar  imports  by  issuing  quotas. 
The  world  would  be  a  better  place  if  there  were  no  trade  barri- 
ers, but  if  we  are  going  to  restrict  trade,  quotas  issued  to  a  lucky 
few  are  the  wrong  way  to  do  it.  We  should  auction  the  quotas. 

A  town  wants  to  restrict  development.  The  fair  solution: 
Issue  partial  development  rights  to  everyone  and  let  people 
buy  and  sell  these  tickets;  owners  of  the  parcels  that  are  devel- 
oped would  in  effect  compensate  owners  of  the  parcels  that 
aren't.  The  American  solution:  Issue  development  permits  in  an 
arbitrary  way,  so  that  zoning  insiders  and  their  lawyers  get  all 
the  loot. 

Chances  for  reform:  slim.  A  government  of  arbitrary  powers 
is  one  in  which  politicians  have  a  lot  of  power.  They  are  inclined 
to  keep  the  witch  doctors  in  business. 

^  u-wu^/-v  EDITOR 
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At  Fannie  Mae^  our  job  is  to  lower  COSts 

to  save  home  buyers  money. 


At  Fannie  Mae,  our  main  purpose  is  to  lower  the  cost  of  homeownership 
so  that  more  families  can  experience  the  joy  and  pride  of  having 
homes  of  their  own. 


^  FannieMae 

www.fanniemae.com 


That's  been  our  goal  for  over  30  years.  And  our  work  is  paying 
off.  We  help  lenders  offer  mortgages  to  home  buyers  that 
save  them  as  much  as  $30,000  over  the  life  of  a  30-year, 
fixed-rate  conventional  loan. 

You  see,  at  Fannie  Mae,  everything  we  do  is  in  the  pursuit  of  one 
goal  —  making  the  American  Dream  an  affordable  dream. 


HFC 


BeIMEFICI/I  iEDi 


lelping  everyday  people 
veryday. 


We  understand. 

That  life  does  not  always  stick  to  the  game  plan. 

Emergencies  never  check  your  calendar. 

And  dreams  do  not  come  with  expiration  dates. 

We're  Household. 

A  FORTUNE  500®  company  that  specializes  in  loans, 
credit  and  something  called. ..understanding. 
Understanding  the  hopes,  needs  and  aspirations 
of  everyday  people. 

That's  why  for  nearly  125  years,  we've  been  experts 
in  lending  to  the  middle  market. 

We  have  lending  institutions  like  HFC  and  Beneficial. 
We  have  financing  relationships  with  companies  like 
GM  and  Best  Buy.  All  told,  we  are  helping  50  million 
everyday  people  meet  their  everyday  financial  needs. 

And  we  find  that  when  you  specialize  in  one  market, 
you  not  only  understand  it  better.  You  serve  it  better. 


Household" 

Helping  everyday  people.  Everyday.^^ 


Fio  EDIT  Cards  Retail  Finance  Auto  Finance  Insurance  Services 
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Great  Figures 

I  find  it  strange  that  FORBES  would  ignore  the  most  significant  recent  business 
development  when  writing  a  story  about  Playboy,  "The  Unhappy  Hawker"  (Jan. 
21,  p.  62).  Our  third-quarter  operating  results,  the  best  in  eight  quarters,  are 
testimony  to  the  success  of  our  electronic  businesses. 
The  analyst  quoted  in  your  story  just  increased  his 
2001  and  2002  estimates.  Playboy  remains  the 
largest  monthly  men's  magazine  in  the  United 
^  States  and  the  world.  It  has  reported  increased 
^^^^^m  ^^^HVVH^^^  advertising  revenue  every  year  since  1 996,  in- 
^^^^^B^^^^BbhWH^L  eluding  through  the  first  nine  months  of  a 
^^^^^^^^^^'^^^^  Ty  difficult  200 1 . 

CHRISTIE  HEFNER 
Chief  Executive  Officer 
Playboy  Enterprises 
Chicago,  III. 


To  be  successful  in  whatever  business  you  may  choose,  you  must  have  a 
passion  for  it.  Playboy  is  in  a  sleazy  business,  and  Christie  Hefner 
doesn't  strike  me  as  the  sleazy  type. 

GEORGE  LAMPUS 
Portland,  Ore. 
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Calculating  the  Odds 

I  agree  with  the  overall  tenor  of  "Why 
Journalists  Can't  Add"  (Jan.  21,  p.  66),  but 
feel  you  misunderstood  the  nature  of 
William  Safire's  early  morning  line.  An 
odds  line  is  a  bookie's  tool.  When  a  bookie 
produces  an  odds  line  it  is  quite  normal  to 
produce  a  total  greater  than  100%  because 
he  is  trying  to  make  money  and  the  odds 
translate  to  monetary  value.  Provided  the 
money  wagered  is  in  proportion  to  the 
odds  quoted,  the  bookie  makes  his  profit. 

DAVE  MURPHY 
San  Mateo,  Calif 

Betting  lines  are  created  and  used  by  all 
kinds  of  people,  and  it  seems  unlikely  that 
Safire — a  harsh  foe  of  gambling — was 
constructing  an  aid  for  bookies.     — ED. 

"Why  Journalists  Can't  Add"  reminds 
me  of  the  old  story  around  Boston 
about  the  cashier  at  the  Stop  &  Shop  on 
Memorial  Drive  in  Cambridge  who, 
when  confronted  by  a  student  holding 
12  items  in  the  8-item  express  lane,  said 
to  him:  "Are  you  from  MIT  and  can't 
read  or  from  Harvard  and  can't  count?" 

GEORGE  CHAMBERLAIN 
Boston,  Mass. 


Prescription  for  Change 

"Vouchers  May  Cure  Our  Ills"  (Jan.  21, 
p.  14)  described  an  important  future  for 
health-insurance  vouchers.  To  make  them  j 
work,  the  vouchers  must  be  modest  in 
scope  (perhaps  $2,000  per  family)  so  as 
not  to  encourage  employers  to  drop  their 
coverage.  They  should  be  configured  on  a 
defined  contribution  basis  to  allow  the 
market  to  set  the  benefit  package.  Thc\ 
should  only  be  available  to  the  40  million 
uninsured,  and  adjusted  for  income,  so  as 
not  to  subsidize  those  who  are  insured. 
The  use  of  vouchers  for  this  population 
should  be  mandatory  so  as  not  to  en- 
courage adverse  selection.  For  an  annual 
federal  cost  of  $20  billion,  modest  cover- 
age could  be  provided  to  the  uninsured, 
thereby  upgrading  access  for  them  and 
proportionately  lowering  costs  for  every- 
one else  who  is  currently  indirectly  subsi- 
dizing this  population  through  hospital 
and  insurer  cost-shifting. 

KENNETH  S.  ABRAMOWITZ 
New  York,  N.Y. 
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Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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PREPARE  TO  BE  'R 
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Buy  a  full  fare  Economy 
Class  ticket  to  Asia  on  Malaysia 
Airlines  and  we'll  upgrade  you  to 
our  award-winning  Business  Class. 
A  full  Business  Class  fare  entitles 
you  to  our  luxurious  First  Class 
cabin.  Fly  aboard  our  B747-400s 


■Flights  must  originate  from  North  America  and  must  be  bocM  by  3/31/02  with 
travel  completed  by  12/31/02,  Upgrades  are  subject  to  seal  availability  at  lime  ol 


direct  to  Kuala  Lumpur  from 
Los  Angeles,  via  Taipei  or  Tokyo. 
Continue  on  to  any  of  our  more 
than  110  destinations  worldwide. 
Call  your  travel  agent 
or  Malaysia  Airlines 
at  (888)  627-8477. 


reservation.  Some  restrictions  apply.  Partners  in  Northwest  Airlines'  WorldPerks* 
and  Delta  SkyMiles*  frequent  llyer  programs,  ©2001  Malaysia  Airlines, 


AIRLINES 

www.malaysiaairlines.com 


POWER  PORTFOLIO 


[ANOTHER  REASON  PSEG  HAS  WALL  STREET'S  ATTENTION] 


In  today's  economy,  the  savvy  investor  knows  a  well-designed  portfolio 


can  help  mitigate  downdrafts  in  the  market.  PSEG's  philosophy  is  no 


different.  By  continuously  expanding  our  foundation  of  strategically 


related  businesses,  including  both  domestic  and  international  power 


generation  and  delivery,  PSEG  can  not  only  weather  marketplace  storms, 


but  thrive.  It's  exactly  this  diversity  that  can  provide  solid  long-term 


profitability  through  turbulent  economic  times.  Now  that's  the  kind  of 


power  that  energizes  any  investor. 


PSEG 

Wf  make  things  work  Jor  you. 


www.pseg  com 


FACT  AND  COMMENT 


By  Steve  Forbes,  editor-in-Chief 
"With  all  thy  getting  get  understanding' 


ENRON 


IN  THE  AFTERMATH,  AUDITORS  OF  PUBLICLY  HELD  COMPANIES 
will  become  accountable  only  to  the  shareholders,  not  to  a  com- 
pany's top  management.  That  means  the  auditors  will  be  hired 
and  fired  by  the  board  of  directors'  audit  committee.  It  will  be 
the  audit  committee  telling  management  who's  going  to  be  look- 
ing over  the  books  rather  than  the  other  way  around.  The  audit 
committee  will  determine  fees,  and  it  will  approve  the  actual 
payment  of  those  fees.  Management  won't  be  able  to  terminate 
the  services  of  public  accounting  firms;  only  the  audit  commit- 
tee will  have  that  power.  Management  will  be  able  to  complain 
about  the  auditors,  but  that's  all  it'll  be  able  to  do.  If  there  are 
major  disputes  between  management  and  outside  examiners,  the 
audit  committee  will  have  to  know  about  those  conflicts. 

Other  than  taking  care  of  routine  regulatory  filings  with  the 
Securities  &  Exchange  Commission  (SEC)  and  perhaps  prepar- 


ing company  tax  returns,  outside  auditors  will  be  barred  from 
providing  services  to  publicly  held  companies  whose  books  they 
are  auditing. 

The  SEC  should  be  able  to  do  most  of  the  job  of  overseeing 
accountants  and  accounting  rules.  If  legislation  is  needed  to  rein- 
force the  notion  that  accountants  are  to  work  for  the  sharehold- 
ers and  the  public,  a  now-cowed  Congress  will  quickly  comply. 

But  let's  not  kid  ourselves.  Some  managements  will  still  be 
tempted  to  cook  the  books,  though  they'll  have  less  cover  and 
opportunity.  Be  that  as  it  may,  there  are  still  going  to  be  specu- 
lative booms.  After  all,  numerous  now-busted  dot-coms  never 
resorted  to  Enron-style  sleights-of-hand  to  attract  capital.  They 
had  no  profits  and  often  no  sales,  but  investors  still  desired  those 
dot-com  shares.  These  speculative  bubbles  are  similar  to  one 
definition  of  love — a  willing  suspension  of  disbelief 


TAXING  INTERFERENCE 


A  MAJOR,  FOUR-YEAR  TRADE  TUSSLE  HAS  ERUPTED  AGAIN  BETWEEN 
the  European  Union  and  the  U.S.  The  bone  of  contention  is  a  $4  bil- 
lion tax  break  Uncle  Sam  gives  to  companies  on  some  overseas 
sales.  An  appeals  panel  of  the  World  Trade  Organization  (WTO) 
recently  ruled  that  our  Extraterritorial  Income  Exclusion  Act  (ETI) 
is  an  Olegal  subsidy.  (ETI  replaced 
a  similar  law  the  WTO  ko'd  a 
couple  of  years  ago.)  If  we  don't 
repeal  the  alleged  subsidy,  Eu- 
rope will  be  able  to  impose  what 
could  be  crippling  tariffs  against 
various  American  products. 

The  WTO  has  blundered  here.  It  has  no  business  passing 
judgment  on  a  country's  tax  laws.  Tariffs  on  products  and  ser- 
vices? Of  course.  Ditto  trade  quotas  for  nontrade  barriers,  such 
as  inspection  rules  designed  to  keep  competitive  products  out. 
Tax  codes?  They  are  not  part  of  the  WTO  charter. 

Europeans  make  us  look  like  pikers  when  it  comes  to  employ- 


ing tax  codes  to  subsidize  exports.  Biggest  example:  rebates  on 
value-added  taxes  (VAT)  for  exports.  The  cost  of  that  giveaway  is 
bUlions  of  doDars  more  than  that  of  ETI.  Every  tourist  knows  that 
when  you  buy  a  pair  of  shoes,  a  suit  or  a  piece  of  jewehy  in  Europe, 
you  fill  out  a  refund  form  for  the  value-added  tax — which  can 

often  effectively  reduce  the  price 
of  the  product  by  15%  or 
more — and  you  turn  it  in  to 
Customs  officials  at  the  airport. 

Behind  the  scenes,  U.S. 
Trade  Representative  Robert 
Zoellick  should  warn  the  EU 
that  we  will  go  after  them  on  the  VAT  refund  scheme  if  they  get 
too  truculent  on  ETI.  At  the  same  time,  we  should  be  able  to 
reach  a  sensible  settlement  by  offering  some  modifications  to 
our  upcoming  "antidumping"  tariffs  on  steel  imports.  And  we 
should  make  it  clear  to  the  WTO  that  if  it  prizes  its  life  as  an 
institution,  it  should  keep  its  mitts  off  countries'  tax  codes. 


US,  Loses  World  Trade  Case 
To  Europeans  on  Tax  Havens 


-New  York  Time 


DO  THIS  ONE  RIGHT 


THE  SPECLAL  FUND  SET  UP  BY  THE  FEDERAL  GOVERNMENT  TO 
compensate  families  of  those  who  died  in  the  terrorist  attacks 
on  Sept.  1 1  has  two  controversial  parts  to  it  that  ought  to  be 
overturned.  One  is  Congress'  stipulation  that  the  amount  of 
money  received  by  families  fiom  the  fund  be  reduced  by  insur- 
ance policy  proceeds  and  other  death  benefits.  Why  should  peo- 
ple be  penalized  for  being  prudent?  Instead  of  agents  snooping 
into  families'  finances,  everyone  should  be  treated  equally.  Con- 


gress should  immediately  pass  an  amendment  to  that  effect. 

The  other  controversial  rule  concerns  payment  for  pain  and 
suffering.  The  fiand  administrator,  Kenneth  Feinberg,  has  decreed 
that  each  victim's  family  will  get  a  flat  $250,000  and  each  spouse 
and  dependent  will  get  an  additional  $50,000.  Talk  about  stingy, 
particularly  in  this  day  and  age  of  outiandish  judicial  awards.  How 
typical  that  Washington,  which  prolifically  throws  money  at  thou- 
sands of  dubious  projects,  should  get  parsimonious  with  the 
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immediate  kin  of  victims  of  an  act  of  war.  Beltway  bean  counters  original  estimates.  So  double  the  compensation  amount.  Better 
concerned  about  keeping  down  costs  can  salve  their  Scrooge-like  yet,  triple  or  quadruple  it.  Get  tightfisted,  instead,  where  it 
consciences  with  the  fact  that  the  number  of  dead  is  about  half  the  counts — where  there  is  waste  and  little  discernible  public  good. 

END  THIS  SPITEFUL  STANCE 


UPWARDS  OF  1.5  MILLION  AMERICAN  CHILDREN  ARE  NOW 
educated  at  home.  Homeschooling  has  mushroomed  as  govern- 
ment-run schools  have  failed  to  fulfill  their  missions.  Not  sur- 
prisingly, education  bureaucracies  have  long  waged  cold  wars 
against  home-school  parents.  One  area  of  dispute  is  the  exclu- 
sion of  home-schooled  kids  from  athletics  or  other  extracurric- 
ular activities,  such  as  drama,  at  public  school  facilities.  Only 
1 1  states  have  laws  requiring  schools  to  allow  kids  who  are 


home-schooled  to  participate  in  these  nonclassroom  activities. 
One  father  in  Pennsylvania  is  suing  to  permit  his  home- 
schooled  son  to  take  part  in  a  public  school  sports  program. 
Pennsylvania  educrats  should  relent  on  this,  as  should  the 
school  systems  that  ban  home-schoolers  in  the  38  other  states. 
Remember,  home-school  parents  pay  property  taxes.  If  school 
officials  insist  on  barring  these  chUdren,  the  courts  or  state  leg- 
islatures should  step  in  and  put  out  the  welcome  mat. 


A  STAND-TALL  DEMOCRAT 


TOO  BAD  THERE  ARE  NOT  MORE  DEMOCRATS  LIKE  GEORGIA'S  SEN- 
ator  Zell  Miller,  who  combines  the  pro-growth,  tax-cutting  eco- 
nomics of  John  F.  Kennedy  with  the  strong  defense  principles  of  for- 
mer Senator  Sam  Nunn.  This  no-nonsense,  former  two-term 
governor  has  repeatedly  expressed  finistration  over 
Capitol  Hill's  inability  to  overcome  the  petty  parti- 
san politics  practiced  by  Senator  Tom  Daschle 
(D-S.D.)  et  al.  Early  on  in  the  Bush  presidency. 
Miller  supported  the  President's  tax  cut  package, 
recognizing  before  most  of  his  colleagues  that  the 
economy  was  faltering.  And  after  Sept.  1 1  he  caught 
tlak  when  he  declared  that,  concerning  terrorists, 
the  U.S.  should  "bomb  the  hell  out  of  them." 

Last  month  Miller  spoke  to  the  Georgia  Cham- 
ber of  Commerce,  lobbing  one  politically  incorrect 
grenade  after  another.  He  said  last  summer's  tax 
cuts  should  be  made  permanent.  He  lambasted  his 
party's  leadership  for  wanting  to  repeal  reductions 
that  haven't  yet  gone  into  effect:  "How  can  anyone  make  any  long- 
term  plans  for  a  business  or  a  family  with  a  here-today,  maybe-gone- 
tomorrow  tax  cut,  a  tax  policy  that  has  a  perishable  date  on  it,  like  a 
quart  of  milk?"  He  also  plumped  for  cutting  the  capital  gains  levy, 
understanding  a  fact  missed  by  many  economists,  Potomac  pols  and 
pundits:  "We  are  in  a  slump  because  venture  capital  fell  74%  the  past 
year."  He  pooh-poohed  the  notion  nurtured  by  Daschle,  Senator 


Instead  of  trying 
smile  off  Miller's 
should  adopt  his 


Ted  Kennedy  (D-Mass.)  and  others  that  Bush's  tax  cut  brought  on 
the  recession:  "This  economic  slowdown  had  begun  before  we 
passed  the  tax  cut,  and  most  of  it  hasn't  even  gone  into  effect." 
Miller  has  little  patience  with  one  favorite  pastime  of  his  part)''s 
liberals — blocking  confirmation  of  presidential 
appointees.  "Every  President  should  be  able  to 
select  his  own  team  and  make  out  his  own  batting 
order.  He  is  the  leader  and  the  one  who  ultimately 
should  and  will  be  held  accountable." 

Miller  also  opposes  oppressive,  nonsensical  reg- 
ulations: "I  also  broke  with  my  party  on  the 
ergonomics  issue  ...  we  overturned  [those]  outra- 
geously expensive  workplace  safety  regulations  put 
in  place  by  the  Clinton  Administration."  Miller 
supported  drilling  in  Alaska's  Arctic  National 
Wildlife  Refuge  ("The  entire  footprint  of  oil  drOling 
would  be  less  than  3  square  miles  in  total.  Three 
square  miles  out  of  the  ANWR  area,  which,  itself,  is 
about  the  size  of  South  Carolina.") — another  liberal  no-no. 

On  defense,  this  onetime  leatherneck  is  a  strong  supporter  of 
the  President's  war  on  terrorism  and  advocates  undertaking  oper- 
ations to  remove  Saddam  Hussein  once  and  for  all.  And  he  thinks 
we  should  "give  serious  thought  to  resuming  the  [military]  draft." 

In  short,  Miller  is  a  maverick  who  foUows  his  principles  rather 
than  what  is  fashionable  with  the  Washington  press  corps. 


to  wipe  the 
face,  liberals 
policies. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  FORBES  eatery  experts 
Tom  Jones,  Patrick  Cooke  and  Monie  Begley. 


•  Thom— 60  Thompson  St.,  between  Broome  and  Spring  streets 
(Tel.:  219-2000).  Delicious  fusion  of  East  and  West.  To  start,  try 
the  grOled  squid  or  the  tasty  tuna  tartare  flavored  with  ginger. 
The  sea  bass  with  chanterelles  is  almost  as  good  as  the  pan- 
broUed  filet  of  beef  with  potato  pancakes  and  fresh  wasabi.  For 
dessert  try  the  chocolate  macaroon  mousse,  the  maple  crepe 
with  tart  apples  and  cherries  or  the  pineapple  banana  crisp. 

•  Marchi's-251  East  31st  St.  (Tel.:  679-2494).  Sad  and  disap- 


pointing, this  is  a  tired,  overlit,  dreary  establishment,  with  a  set 
menu,  faux  paneling,  ineffective  waitstaff  and  mediocre  food. 
There  are  other  infiiiitely  better,  genuine  old-fashioned  and  tradi- 
tional Italian  restaurants  in  Manhattan  and  the  outer  boroughs. 
•  II  Mulino-83  West  Third  St.  (Tel.:  673-3783).  WeU-deserving  of  its 
year-end  Three  Stars.  The  garlic  bread  alone  is  worth  a  pilgrimage. 
The  choices  are  manifold  and  all  are  bella,  belh,  fi^om  the  light,  moist 
bronzino  to  the  ravioli  in  a  rich  cream  sauce.  Tiramisu,  too.  F 
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introducing  Antimicrobiai-Coated  Steel 


Last  year  people  spent  a  billion  dollars  on  all  sorts  of  antimicrobial  products.  Now  they  can  haul 
out  the  hard  stuff,  with  new  AglON"  antimicrobial-coated  steel.  It  suppresses  the  growth  of 
bacteria,  molds  and  fungi  on  products  such  as  building  fixtures,  HVAC  components,  food  and 
medical  equipment,  and  appliances.  And  customers  are  willing  to  pay  more  for  the  added 
cleanliness.  To  learn  how  to  make  steel  products  even  stronger,  a  mw  ■ 

call  1-866--571-6351  or  visit  www.aksteel.com/agion.         i^li^  ^\IV.<3T©wl 


AglON  is  a  IracJertiark  o(  AglON  Technologies  LLC 


GARY  WRIGHT,  an  IBM  Distinguished 
Engineer,  worked  witli  Washington  state  to 
develop  Trans&ct  Washington!"  It's  a  Web- 
based  security  gateway  that  allows  citizens 
to  do  busi^ss  with  the  state  —  while  at  the 
same  time  helps  to  keep  private  data  private. 
Gary's  bigs  with  the  state  of  Washihgt^jn' 
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-  Worked  at  the  company  for  5  years 


-  Just  gave  his  two  weeks'  notice 


-  Not  sure  what  to  do  with  his  401(k) 


It's  not  just  another  401  (k)  rollover. 
It's  the  future  of  your  retirement. 


A  more  complete 
approach  to  wealth 
management 

Today,  achieving  financial 
security  is  a  two-sided 
effort:  growing  your 
assets,  and  protecting 
wfiat  you've  built.  Witfi 
decades  of  experience  in 
both  asset  management 
and  insurance.  Prudential 
Financial  is  creating  new 
and  more  powerful 
ways  to  grow  and 
protect  wealth. 


If  you're  changing  jobs,  what  to  do  with  your  401(k)  is  a  high-stakes  decision. 
At  Prudential  Financial,  you'll  find  the  advice  you  need  to  make  sound 
investment  choices.  We'll  show  you  how  to  roll  your  savings  over  to  an  IRA 
that  puts  you  in  control.  And  we'll  help  you  capitalize  on  new  savings 
opportunities  created  by  the  recent  tax  law. 


Before  you  roll  it  over,  think  it  over. 

Starting  a  new  job  is  also  a  good  time  to 
reconsider  your  overall  retirement  strategy. 
Are  your  goals  still  the  same?  How  will  the 
new  tax  legislation  affect  your  financial  plan? 
A  Prudential  professional  can  help  you  set  a 
course,  using  sophisticated  planning  tools. 

Access  a  world  of  investment  choices. 

Prudential  offers  a  complete  spectrum  of 
investment  options  for  your  Rollover  IRA. 
Select  mutual  funds  from  Prudential,  Janus, 
Fidelity,  AIM,  Invesco  and  other  top  names, 
plus  individual  stocks  and  bonds,  CDs,  and 
more.  Your  Prudential  professional  can  help 
you  diversify  your  IRA — and  readjust  as 
your  needs  change. 


Prudential  provides  the  tools  to  manage  your 

IRA  wisely.  Online  account  access.  An  online 
trading  option.  Asset  allocation  services.  In-depth 
investment  research  reports.  At  Prudential,  you'll 
find  whatever  you  need  to  make  timely,  informed 
decisions  for  your  retirement  investments. 

Learn  more  today.  For  more 
smart  retirement  solutions, 
call  today  to  find  a  Prudential 
professional  near  you.  And  be 
sure  to  ask  for  our  new  guide. 
Managing  your  retirement 
plan  distribution. 

1-800-THE-ROCK 

ext.  9072,  or  \-isit  us  at: 
prudential.com 


Prudential  (&  Financial 

Crowing  and  Protecting  Your  Wealth 


Prudenfiol  Financial  is  a  service  mark  of  Tlie  Prudenriol  Insuronce  Company  of  Amefica,  Mework,  NJ  end  its  affiliates.  Securities  products  and  services  are  offered  througli  Pruco  Securities  Corporation,  751  Broad  Street 
Newark,  NJ  07102,  and  Prudential  Securities  Incorporated,  199  Water  Street,  New  York,  NY  10292  (members  SIPC).  Both  are  Prudential  companies.  For  more  information  about  the  different  mutual  funds,  includinj 
charges  and  expenses,  please  contact  your  Prudential  professional  for  a  current  prospectus.  Read  the  prospectus  carefully  before  you  invest  or  send  money.  Neither  Prudential  nor  its  companies  are  tax  advisofsj 
Please  consult  your  tax  advisor  far  advice  regording  ftie  fvpe  of  IRA  thofs  appropriate  for  your  situation.  If  you  hove  employer  stock  in  your  401  (k)  plan,  you  may  wont  to  consider  other  strategies. 
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CURRENT  EVENTS 


By  Ernesto  Zedillo,  former  president  of  Mexico 


CRY,  ARGENTINA,  CRY 


BECAUSE  THE  WORST  IS  YET  TO  COME.  FOR  THE  NTH  TIME  DURING 
the  last  three-quarters  of  a  century,  Argentina  has  been  plunged 
into  a  severe  financial  crisis  that,  as  during  some  previous  episodes, 
has  mushroomed  into  a  severe  political  crisis.  Anybody  who 
thought  President  Fernando  de  la  Rita's  resignation  would  magi- 
cally make  things  better  was  wrong.  Argentineans  are  just  begin- 
ning to  suffer  the  worst  of  this  crisis,  which  actually  began  back  in 
late  1 998,  when  the  economy  went  into  recession.  It's  ironic  that, 
given  the  pain  that  lies  ahead,  some  Argentineans  might  soon  feel 
nostalgic  about  the  recessionary  De  la  Riia  presidency. 

The  Danger  of  Populist  Nostalgia 

This,  however,  would  not  be  the  most  dangerous  nostalgia  around. 
Adversaries  of  free  markets  and  responsible  fiscal  policies — who  are 
still  too  common  in  Latin  America — have  quickly  claimed  that 
these  policies  are  the  cause  of  Argentina's  present  crisis  and  are 
ardently  calling  for  a  return  to  tlie  populist  and  protectionist  poli- 
cies of  the  past.  Both  the  diagnosis  and  the  nostrums  of  the  nostal- 
gic populists  are  dangerously  wrong.  In  fact,  their  proposals  will  dig 
a  deeper  hole  for  Argentina.  Tragically,  populist  ideas  have  influ- 
enced not  only  the  new  government's  policy  responses  but  also  the 
decisions  Argentinean  politicians  have  made  over  the  last  several 
years.  External  shocks  apart,  this  is  what  led  to  the  present  crisis. 

It's  a  lie  if  anyone  says  the  present  tragedy  is  rooted  in  the  poli- 
cies adopted  in  the  early  1 990s — policies  that  ended  hyperinflation 
and  for  a  few  years  provided  Argentina  with  a  prosperity  it  hadn't 
known  in  a  long  time.  The  real  cause?  The  establishment  contracted 
severe  "reform  fatigue."  I'm  not  a  great  fan  of  convertibility  sys- 
tems— ones  in  which  a  currency  board  pegs  the  exchange  rate  and 
foreign  reserves  fully  back  the  money  supply  so  that  on  demand  all 
local  currency  can  be  converted  into  dollars.  Usually  I  prefer  a  freely 
floating  exchange  rate.  Conceivably  Argentina's  system  could  have 
survived,  with  good  results  on  balance,  had  the  necessary  eco- 
nomic discipline  been  kept  in  place.  Obviously,  this  was  not  done. 

With  a  currency  board  you  lose  one  macroeconomic  instru- 
ment, monetary  policy,  so  you  have  to  be  much  more  rigorous 
with  the  other  major  one,  fiscal  policy.  Had  Argentina  been  rig- 
orous, had  it  spent  less  or  collected  more  taxes,  borrowed  less 
and  disciplined  fiscally  irresponsible  provincial  governments, 
this  story  would  have  had  a  profoundly  different  ending.  Admit- 
tedly, external  conditions  didn't  help,  either. 

Disaster  was  made  inevitable  by  the  stark  inconsistencies  that 
kept  popping  up  throughout  2001.  Argentineans  were  repeatedly 
told  that  a  feasible  short-term  objective  was  to  get  the  economy 
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growing  again.  Impossible.  Foreign  investment  and  loans  were 
shrinking,  and  a  worldwide  slowdown  was  already  evident.  The 
government  declared  the  convertibility  system  untouchable,  yet  it 
messed  around  with  the  system,  announcing  in  April  the  inclusion 
of  the  euro  in  the  Convertibility  Law.  A  more  efficient  economy 
was  needed,  yet  import  duties,  export  subsidies  and  many  other 
inefficiency-prone  policies  were  enacted.  Provincial  political  lead- 
ers sometimes  mouthed  the  right  words  but  never  fully  cooperated 
with  the  federal  government  to  put  their  houses  in  order.  Some 
even  went  so  far  as  to  print  their  own  money,  thereby  circumvent- 
ing the  essential  monetary  discipline.  The  worst  came  on  Dec.  1, 
when  unwarranted  and  ill-conceived  foreign -exchange  controls 
and  arbitrary  restrictions  on  withdrawals  from  individual  bank 
accounts  were  decreed.  No  doubt,  the  latter  was  the  straw  that 
broke  the  camel's  back.  A  few  days  later  both  Economy  Minister 
Domingo  Cavallo  and  President  De  la  Riia  went  home  for  good. 

No  Easy  Way  Out  Possible 

Their  departure,  as  furiously  as  it  was  demanded  by  many,  has 
not  yet  resulted  in  even  a  dim  light  at  the  end  of  the  tunnel. 
True,  the  convertibility  system  is  gone,  the  peso  has  been  deval- 
ued and  the  largest  default  in  history  was  declared.  But  nothing 
is  going  to  work  in  the  absence  of  a  thorough  and  consistent 
program,  which,  as  this  is  being  written,  is  not  yet  in  sight. 

A  profound  recession  (a  10%  decrease  in  GDP  in  2002  is  not 
unthinkable),  even  greater  unemployment,  an  inflationary  bub- 
ble and  a  further  fall  in  real  wages  are  now  unavoidable.  But  poli- 
cies that  deepen  the  fiscal  deficit,  repress  financial  markets,  inhibit 
production  and  investment  and  promote  corruption  through 
black  markets  will  simply  worsen  and  prolong  the  inevitable  pain. 

The  crisis  would  be  shorter  and  socially  less  costly  if  the  ex- 
change rale  were  unified  and  allowed  to  float  freely;  exchange  and 
deposit  controls  were  eliminated;  a  coherent  program  to  restore  the 
operation  and  recapitalization  of  the  banking  system  were  produced; 
a  fiscal  austerity  program  were  implemented  that  was  endorsed  by 
all,  not  just  part,  of  the  Argentinean  state;  stringent  monetary  policy 
were  applied;  trade-  and  production-distorting  measures  were  dis- 
carded; price  controls  were  avoided;  and  serious  external-debt 
negotiations  were  launched.  Needless  to  say,  none  of  the  above  mea- 
sures would  be  popular.  For  a  while,  their  implementation  would 
give  rise  to  further  social  and  political  unrest.  But  at  the  end  of  the 
day,  the  suffering  would  be  substantially  less  than  it  will  be  with  the 
populist  dictates.  The  right  policies  would  also  make  it  easier  for 
Argentina  to  obtain  indispensable  external  financial  support.  F 


Ernesto  Zedillo,  former  president  of  Mexico;  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and  Paul  Johnson,  eminent  British  historian  and 
author;  in  addition  to  Forbes  Ciiairnian  Caspar  W.  Weinberger,  are  now  periodically  writing  this  column.  To  see  past  Current  Events  colun.ns, 
visit  our  Web  site  afwww.forbes.com/currentevents. 
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C Everything  points  to 
ntario's  emergence 
as  a  global  player  in 
disease  prevention/' 

J.  Mark  Lievonen,  President,  Aventis  Pasteur  Limited 


Ontario's  state-of-the-art  research  capabilities  continue  to  attract  the  leading  life 
sciences  companies.  *  Consider  the  case  of  Aventis  Pasteur.  In  addition  to  supplying  Canada 
with  30  different  vaccines,  the  company  has  a  global  mandate  for  the  manufacture  of  several 
leading-edge  products,  including  a  vaccine  developed  here  that  protects  against  5  childhood 
diseases  in  a  single  shot.  •  Researchers  are  also  heading  up  a  $350  million  worldwide  quest  for 
vaccines  against  some  of  the  more  virulent  forms  of  cancer.  ^  "We're  currently  investing  over 
40%  of  sales  in  R&D,  including  an  additional  $40  million  of  capital  expenditures  in  our  Toronto 
operations",  notes  Mr.  Lievonen.  ■  Ontario  provides  an  ideal  environment  for  the  health  sciences: 
a  critical  mass  of  world-class  talent  working  in  internationally  recognized  research  institutes;  a 
centralized  healthcare  system,  facilitating  clinical  trials;  and  a  highly  competitive  cost  structure. 
•  KPMG  confirms  that  Ontario  outperforms  the  U.S.  and  Europe  on  a  battery  of  basic  costs  including 
labor,  power,  construction,  and  corporate  taxes.  With  R&D  tax  credits  among  the  most  generous 
in  the  industrialized  world,  it's  no  surprise  that  R&D  spending  is  up  360%  since  1988.  •*  Add  in  a  quality 
of  life  the  U.N.  ranks  among  the  best  in  the  world,  and  the  point  is  clear:  Ontario's  worth  looking  into. 
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Canada 

The  Future  s  Right  Here 


www.2oiitario.com 

1  800  819  8701 
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"Just  order  the 
standard  computers. 


WW 


Translation:  By  standard  I  nnean  configured  just  like  mine. 


300.778.4239 


At  CDW,  we  understand 

what  it  can  be  like 
for  your  IT  department 


That's  why  we  offer  the  brand  naml 
technology  solutioi  leec 
Like  software,  PCs,  siuidyt',  iiL  twoikingi^ 
telephony  and  more.  Plus,  all  the  services  to 
support  them.  You  name  It  and  we've  got  It. 


One-Stop  Solution:  From  systems 
software  to  networking,  no  matter 
what  you  need,  CDW  is  your  one- 
stop  solution.  In  a  flash,  we'll  get 
you  what  you  need,  and  get  it 
shipped  out  -  usually  the  same  day. 


Personal  Expertise:  CDW  assigns  an 
account  manager  and  a  team  of  product 
experts  to  your  business.  So  we  better 
understand  your  IT  needs  and  know 
how  to  make  your  day  a  little  easier. 


Reliable  Resource:  CDW  is  your  Direct 
Solutions  Provider,"  delivering  com- 
puting solutions  at  competitive  prices. 
Plus,  the  technical  expertise  to  support 
every  purchase  and  the  backing  and 
reliability  of  a  Fortune  500*  company 


Computing  Solutions 
Built  for  Business^ 


DIGITAL  RULES 

By  Rich  Karlgaard,  publisher 


VOTE  CARLY 


EIGHTEEN  MONTHS  AGO— AFTER  TECH'S  CRACK  BUT  BEFORE 
the  deluge — I  found  myself  seated  at  an  outdoor  dinner  next  to 
a  very  famous  technology  name.  He  was  about  60,  tall,  slouched, 
professor-like  and  wearing  a  nice  suit  that  was  rather  unkempt. 
He  fiddled  with  his  fork  when  he  talked.  I  thought  he  resembled 
the  Harvard  economist  John  Kenneth  Galbraith  more  than  his 
own  namesake.  He  pointedly  refused  to  talk  about  his  company, 
rebuffing  my  tries  with  a  wave  of  his  fork.  "Boring,"  he  said. 
"Business  is  boring,"  David  Woodley  Packard  repeated. 

But  now  it's  a  Saturday  in  late  January  2002.  I'm  seated  in  the 
office  of  Carly  Fiorina,  the  chairman  and  CEO  of  Hewlett- 
Packard.  She  wears  a  white  sweater,  blue  jeans  and  sandals.  A  cold 
sore  on  her  lip  and  a  slight  rasp  in  her  voice 
betray  an  immune  system  racked  by  the  long 
and  ugly  fight  she  has  found  herself  Ln.  The  fight 
is  over  the  future — and  soul — of  Hewlett- 
Packard.  Fiorina  would  like  to  merge  HP  with 
Compaq  Computer;  David  Woodley  Packard, 
joined  by  Walter  Hewlett  and  the  Packard 
Foundation,  would  prefer  HP  go  its  own  way. 
It's  the  biggest  stink  ever  to  hit  Silicon  Valley. 

Fiorina  stubbed  her  toes  early.  By  losing 
the  families'  support,  she  gave  up  1 8%  of  the 
shareholder  votes.  Of  the  82%  in  play,  most — 
53% — is  owned  by  institutions.  Individuals 
hold  29%.  To  prevail,  Fiorina  must  win  over 
61%  of  these  outstanding  shares.  The  odds  are 
long.  But  they're  not  impossible,  and  I  think  she  still  has  a  shot. 


HP  chief  Fiorina  gives  herself  until 
April  I  to  sell  the  Compaq  merger. 


WWDD?  (What  Would  Dave  Do?) 

Allow  me  one  more  story.  I  promise  you,  it  all  ties  together. 

It's  ten  years  ago.  I  am  editor  of  a  technology  finance  magazine 
called  Upside,  and  I  have  a  reporter  on  the  Hewlett-Packard  beat. 
The  Silicon  Valley  giant  is  struggling.  Then,  magically,  John  Young, 
the  CEO  at  the  time,  lands  on  the  cover  of  Business  Week,  saying 
he  has  a  plan  to  fix  HP.  Our  scoop  is  dead.  But  wait — an  anony- 
mous HP  board  member  leaks  a  shocker  to  us.  Deep  Throat  says 
the  old  man,  Dave  Packard,  is  hopping  mad  at  Young  and  wants 
him  out!  Packard  wants  Dick  Hackborn  as  chief,  the  wild  duck 
behind  HP's  successful  foray  into  printers.  One  hitch:  Hackborn 
turns  down  the  job.  He  prefers  to  stay  in  Boise,  Idaho  and  run 
printers.  Sorry,  Dave.  Packard  taps  his  second  choice,  Lew  Piatt. 

Hackborn  is  the  key  to  understanding  the  HP-Compaq  merger 
today.  He  wields  the  big  stick  on  HP's  board.  It  was  Hackborn 
who  recruited  Fiorina  to  HP  two  years  ago.  He's  told  the  board 
that  if  Fiorina  loses  the  merger  and  is  forced  out,  he'll  go,  too. 

The  Hackborn/Fiorina  strategy  boils  down  to:  WWDD? 


(What  Would  Dave  Do?)  Hackborn  and  Fiorina  are  boldly 
claiming  the  legacy  of  Silicon  Valley's  sainted  founder.  Mind 
you,  Hackborn  and  Fiorina  have  pitted  themselves  against  the 
blood  relatives.  Their  audacious  ploy  just  might  work. 

Show  Some  Blood 

Make  no  mistake.  The  Hackborn/Fiorina  plan  to  turn  HP  and 
Compaq  into  an  integrated,  healthy  giant  of  IBM's  class  and 
clout  won't  be  easy.  Hackborn  may  have  been  Dave  Packard's 
favorite,  but  Fiorina,  at  47,  is  a  flawed  vessel.  The  first-time  CEO 
possesses  an  acute  intelligence,  a  top-notch  strategic  mind, 
exalted  ambition  and  focus.  The  flip  side  is  that  her  intelligence 
has  a  whiff  too  much  of  that  recognizable 
hired-gun-consultant  type  to  it:  eager-but- 
detached,  overreliant  on  numbers,  a  bit 
bloodless.  Her  lack  of  empathy  appears  to  be 
an  obstacle  in  winning  over  the  HP  employ- 
ees; again  and  again  one  hears  that  she  doesn't 
"bleed"  HP.  She  brushes  off  employees'  wor- 
ries about  merger-driven  layoffs — her  own 
guess  is  15,000  job  cuts,  but  others  say  up  to 
30,000 — by  implying  that  those  jobs  are  toast 
anyway.  This  could  be  more  diplomatically 
stated.  Still,  Fiorina's  foibles  do  not  make  her 
wrong  about  the  merger.  She  and  Hackborn 
are  right,  and  they  should  be  supported. 
Hewlett-Packard  and  Compaq  are  about 
as  perfectly  complementary  as  it  gets  in  technology,  starting 
with  the  CEOs.  Fiorina  sees  the  big  picture;  Compaq's  Michael 
Capellas  is  a  crack  operations  type.  They  get  along.  HP  domi- 
nates printing  and  digital  imaging.  Compaq,  using  Dell-inspired 
quick  inventory  turns,  still  manages  to  eke  out  a  profit  in  PCs. 
Thanks  to  Capellas'  masterful  fix  of  its  Tandem  acquisition, 
Compaq  has  become  a  force  in  supercomputing,  a  category 
revitalized  by  Sept.  11.  (Think  defense  and  security.)  Compaq  is 
also  sneakily  strong  in  storage,  another  sweet  spot.  Marry  HP 
and  Compaq,  and  you  have  a  potential  T.  rex  in  the  food  chain 
of  computer  imaging,  printing,  security  and  storage. 

The  sons  of  Hewlett  and  Packard  don't  like  it.  Do  they 
deserve  special  consideration?  No.  Neither  has  worked  a  day  at 
HP  beyond  summer  internships.  They  have  no  plan.  On  the 
other  side  is  Fiorina,  a  work  in  progress.  I  asked  her  if  she'd 
taken  the  time  to  win  HP  employees  over.  The  criticism  stung; 
she  actually  blushed.  A  sign  of  growth?  I  think  the  older  Dave 
Packard  would've  liked  that.  F 


Forbes 


To  see  past  Digital  Rules  columns,  visit  our  Web  site  at 
www.forbes.com/karlgaard. 
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OUTFRONT 

Too  Good  to  Be  True 

Investors  thought  they  were  getting  nice  returns  in  a  foolproof  business— but  were  actually  fleeced 
of  $330  million  in  one  of  the  largest  Ponzi  schemes  in  California  history.  |  by  victoria  murphy 


A RETIRED  PARTNER  OF  A  BIG 
Five  accounting  firm  was 
one  of  the  biggest  losers. 
Worse  than  being  swindled 
out  of  $2  million,  he  says, 
is  that  he  persuaded  many 
friends  to  invest  another 
$25  million  in  PinnFund  USA  which, 
according  to  a  Securities  &  Exchange 
Commission  complaint,  was  actually  a 
Ponzi  scheme  sucking  up  $330  million.  "I 
stood  on  Highway  680,  next  to  my  car," 
recalls  this  investor.  "I  was  thinking  about 
walking  across  in  front  of  a  big  truck." 

Some  of  the  more  than  160  investors 
would  like  to  make  roadkill  of  Michael 
Fanghella,  who  ran  the  fund,  and  James 
HiUman,  who  raised  the  money.  They  put 
on  a  good  show,  claiming  to  invest  pro- 
ceeds in  preapproved  subprime  mortgages 
that  could  be  quickly  flipped  to  a  bank  and 
produce  17%  annual  returns  for  investors. 
Corporate  executives  and  partners  of  top 
law  and  accounting  firms  anted  up.  What 
they  didn't  know,  says  the  SEC,  was  that 
the  fund  was  losing  money  and  covering 
those  losses,  as  well  as  paying  out  1 7%  div- 
idends, with  new  investor  money — and 
that  Fanghella  diverted  more  than  $100 
million  for  his  personal  use,  while  HiUman 
was  receiving  undisclosed  monthly  com- 
missions of  up  to  $1  million. 

Today  Fanghella  sits  in  jail  awaiting 
trial  on  a  20-count  criminal  indictment 
from  the  U.S.  Attorney  in  San  Diego.  The 
SEC  won  a  $109  million  default  judgment 
against  him  last  May  for  fraudulendy  sell- 
ing securities.  Hillman  cut  a  deal  with  the 
SEC,  but  could  still  face  criminal  charges. 
Lawyers  for  the  victims  are  warming  up  a 
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suit  against  PricewaterhouseCoopers; 
RINA  Accountancy  in  Oakland;  A.V.  Arias 
and  Levitz,  Zacks  &  Ciceric,  accounting 
firms  in  San  Diego;  and  Union  Bank. 

Set  up  in  1993,  the  hand  seemed  legit. 
By  the  time  regulators  shut  down  Pinn- 


Fund  last  March,  it  had  more  than  400 
employees  in  42  states.  The  hallways  of  the 
93,000-square-foot  headquarters  in  Carls- 
bad, Calif,  were  lined  with  photos  of 


persona' 
expenses 
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Fanghella  promoting  charities.  Hillman 
ran  a  real  estate  law  practice  and  had 
worked  for  loan  operations  in  the  Bay 
Area  (including  one  with  Fanghella).  One 
investor  recalls:  "Everyone  kept  saying, 
'He's  the  most  honest  guy  I  ever  met.' "  In 
fact,  Hillman  and  Fanghella  were  both 
censured  and  fined  in  1988  by  the 
National  Association  of  Securities  Dealers 
for  failing  to  return  investor  funds  in  a 
timely  manner.  Now  they  were  involved  in 
a  scheme  to  seO  unregistered  securities,  the 
SEC  alleges. 

Investors  were  getting  paid,  and  so  sus- 
pected nothing.  PinnFimd  said  it  was  flip- 
ping mortgages  two  or  three  times  each 
month,  making  perhaps  2%  on  the 
spread.  It  seemed  relatively  risk-free, 
because  the  loans  were  supposedly  being 
made  at  a  30%  discount  to  the  value  of  the 


homes.  Business  appeared  to  be  robust; 
PinnFund  claimed  the  volume  of  loans 
increased  92%  in  1997  and  1 10%  in  1998. 
"It  was  safer  than  putting  money  in  the 
bank,"  says  a  seasoned  real  estate  investor 
who,  with  his  family,  lost  more  than  $40 
million.  Many  investors  were  so  confident 
in  PinnFund  that  they  leveraged  their 
stakes,  in  some  cases  up  to  50%. 

But  PinnFund  was  actually  using  bank 
lines,  not  investor  funds,  for  the  loans.  The 
mortgage  lending  turned  a  profit  only 
once— $300,000— in  1996,  says  Pinn- 
Fund's  former  chief  financial  officer.  From 
then  on,  the  SEC  claims,  Fanghella  used 
$95  million  of  investors'  money  to  cover 
losses  and  expenses. 

Hillman  went  on  raising  money — up 
to  $10  million  a  month — via  three  part- 
nerships. Starting  in  1998  those  funds 
were  funneled  into  a  trust  account  set  up 


by  Fanghella,  where  they  were  supposed  to 
sit  until  a  loan  had  been  approved. 

They  didn't.  Some  funds  went  toward 
a  75-foot  yacht,  the  Maverick,  which 
Fanghella  bought  himself,  along  with  a 
condo  in  Barbados.  Other  sums  bought 
him  a  relationship  with  a  former  NBA 
cheerleader  turned  porn  star,  Kelly  Cook 
(a.k.a.  "KeOy  Jaye"  in  below-the-belt  flicks 
like  Babewatch  6  and  Blonde  Angel). 
Though  still  married,  Fanghella  showered 
Cook  with  gifts  between  December  1 999 
and  early  2001— a  $350,000  "promise 
ring,"  $3.6  million  in  cash,  a  Jaguar  XK8 
and  a  BMW  X5,  and  $1.9  million  in  credit 
card  expenses.  Vain  love  tokens,  it  turns 
out.  Fanghella  later  discovered  that  she 
had  a  "roommate"  in  the  $5  million  house 
in  Lagima  Niguel  he'd  bought  for  her.  Her 
lawyer  was  also  her  boyfi^iend. 

Fanghella's  personal  life  began  to 
crumble.  In  August  2000  he  sued  Cook 
after  she  broke  off  their  courtship,  insist- 
ing that  she  return  $14  million  worth  of 
goodies.  "I  believed  that  Kelly  Cook  and  I 
would  marry  each  other  once  we  were 
each  free  to  do  so,"  he  says  in  a  court  dec- 
laration. (Cook  put  most  of  it  in  holding 
companies.)  That  same  month  his  wife, 
Patrice,  sued  him  for  divorce.  Responding 
to  the  suit  in  an  unsigned  document, 
Fanghella  inadvertently  tipped  his  hand 
about  PinnFund:  "My  wife  knew  at  all 
times  that  we  had  no  income  from  Pinn- 
Fund, and  that  we  were  living  an  inflated 
lifestyle,  funded  by  borrowed  money.  It 
was,  and  is,  all  smoke  and  mirrors."  Citing 
audited  financial  statements,  PinnFund,  he 
claims,  lost  $32  million  in  1999. 

Funny  thing  about  that  $32  million. 
That's  the  loss  that  PinnFund's  accountant 
Arias  found.  But  that  same  year  PinnFund 
reported  a  $2.2  million  profit  in  financials 
sent  to  GMAC  Residential  Funding  Corp., 
a  buyer  of  PinnFund  mortgages.  Arias 
resigned  but  laid  out  the  discrepancy  to 
the  Department  of  Housing  &  Urban 
Development,  which  oversees  mortgage 
lending.  Asked  for  an  explanation  by  HUD, 
Fanghella,  the  SEC  says,  forged  a  note  from 
Arias  saying  the  differences  were  immate- 
rial and  should  be  ignored. 

PinnFund's  cover  was  blown  last 


Bodies  of  evidence:  IVIichael  Fanghella  longed  for  a  glamorous  life  with 
porn  star  Kelly  Cook,  but  ended  up  in  jail;  James  Hillman  (in  the  gray  suit) 
plea  bargained  with  the  feds— but  could  still  walk  away  with  $2  million. 


OUTFRONT 


March.  An  investor,  nervous  after  reading 
about  a  Ponzi  scheme,  called  the  SEC, 
which  launched  an  investigation.  Hill- 
man  continued  to  raise  money  until  the 
day  before  the  feds  filed  a  complaint. 
Fanghella  promptly  checked  into  an  air- 
port hotel  in  Los  Angeles  and  fled  to  Bar- 
bados, says  the  SEC;  he  surrendered  to 
authorities  in  San  Diego  last  August. 

What's  left  for  investors?  Not  much 
from  Fanghella:  $800,000  in  cash,  the  $2.2 
million  condo  in  Barbados,  $900,000  for 
the  Maverick.  Sued  by  the  SEC,  Cook  has 
turned  over  the  house  and  cars.  Hillman 
gave  up  $17  million  from  16  accounts,  an 
estimated  $13  million  from  partnerships 
and  up  to  $25  million  in  ta.\  refunds,  in 
exchange  for  ducking  SEC  charges.  (He 
gets  to  keep  several  personal  assets  plus  a 
6%  commission  on  any  assets  liquidated 
at  or  above  his  cost,  standing  to  keep  up  to 
$2  million.)  But  Hillman,  who  denies  any 
wrongdoing,  is  feeling  the  wrath  of  in- 
vestors; one  claims  to  know  of  a  death 
threat.  "I'm  very  sorry  people  are  saying 
negative  things  about  me,"  says  Hillman. 

Perhaps  investors  can  recover  some- 
thing from  the  accountants.  Hired  by 
Hillman  to  audit  the  partnerships  in 
March  1999,  PricewaterhouseCoopers 
contacted  Levitz  Zacks  in  San  Diego  and 
found  glaring  mismatches.  Example:  One 
set  of  PinnFund  books  had  a  $67  million 
liability  listed  as  "revolving  warehouse 
facilities,"  with  no  explanatory  footnote. 
Days  later  Hillman  sent  a  second  set  of 
financials,  which  claimed  the  $67  million 
was  part  of  $78  million  provided  to 
PinnFund  by  the  partnerships.  Ques- 
tioned by  PWC,  Levitz  Zacks  claimed  it 
had  never  heard  of  the  partnerships.  The 
audit  wasn't  completed;  PWC  didn't 
notify  authorities  of  the  discrepancy,  but 
now  insists  that  its  contacting  Levitz 
Zacks  "helped  set  in  motion  the  process 
that  led  to  the  SEC  enforcement." 

But  like  Martin  AUamian,  a  hedge 
ftjnd  manager  in  St.  Charles,  111.,  who  lost 
$12  million,  most  investors  will  be  left 
with  only  bitter  memories.  A  month  be- 
fore the  blowup,  he  says,  Fanghella  looked 
him  in  the  eye  and  said,  "You  know  if  I 
wanted  to  commit  a  fraud,  I  couldn't,  be- 
cause we  have  a  whole  department  that 
runs  the  trust  account."  F 


Premonitions 


How  much  did  he  know  then? 
Former  chief  Ken  Lay. 


A  spooky  antecedent  to  the  Enron  scandal  goes  back  15  years. 

BY  LYNN  J.  COOK  AND  DAN  ACKMAN 

ARMED  GUARDS  AT  ENRON'S  DOOR.  FAKE  TRADES  AND  ILLICIT  GAINS.  CRIMI- 
nal  investigations.  Pleas  of  ignorance  from  the  top.  Talk  about  history  repeat- 
ing itself — this  was  all  back  in  October  1987,  at  Enron  Oil's  trading  offices  in 
Valhalla,  N.Y.  For  two  years  a  pair  of  rogue  traders,  Enron  Oil  President  Louis 
Borget  and  his  treasurer,  Thomas  Mastroeni,  routinely  violated  the  company's  risk  pa- 
rameters and  set  up  sham  oil  contracts  with  phony  companies  they  created.  They  even 
pushed  all  deals  through  a  single  brokerage  firm,  and  then  collected  kickbacks  of  up  to 

five  cents  per  barrel.  Their  reported  take  was  almost  $6 
million.  When  the  scam  broke,  Enron  took  an  $85  million 
hit,  wiping  out  the  year's  expected  earnings.  Chairman 
Kenneth  Lay  expressed  shock  at  the  shenanigans. 

Kelly  Dunn,  a  futures  trader  who  was  then  a  24-year- 
old  staffer  in  the  Valhalla  office,  remembers  it  well.  Look- 
^H^^^^^B     ing  back,  it's  hard  to  imagine  Enron  brass  didn't  know 
,  -gll^B  ^P^l^^^^^l     Borget  was  playing  fast  and  loose  with  deals,  she  says, 
m^^m   ^i^^SHBI     because  she  was  told  that  at  least  one  seasoned  oil  trader 
B^^^   jljOPWiiir-^^  called  Houston  to  warn  of  Enron  Oil's  true  trading  po- 

sitions and  losses.  For  instance,  Enron  Oil  reportedly  had 
open  short  positions  (contracts  to  sell  oil  but  no  corre- 
sponding purchase  contracts)  in  excess  of  80  million  bar- 
rels— more  than  six  times  the  limit  spelled  out  in  Enron's 
risk-reduction  policy  and  the  rough  equivalent  to  three 
months'  output  of  the  North  Sea  oilfields  at  the  time. 
Dunn  says  the  risk  rules  were  routinely  ignored  in  Val- 
halla: Every  week  position  reports  that  detailed  trading 
activities  were  written  out  in  longhand  and  faxed  to 
headquarters.  "Houston  had  to  know  our  position  was 
bigger  than  we  were  reporting,  if  we  were  making  that 
kind  of  money,"  Dunn  says.  "They  turned  a  blind  eye  to 
big  profits." 

Dunn  remembers  getting  orders  to  prepare  for  an 
audit.  Part  of  that  work  was  to  re-create  "lost"  contracts 
from  a  private  file  previously  accessible  only  to  Borget 
and  Mastroeni.  Employees,  she  says,  were  grasping  at  that 
point  and  even  talked  about  reordering  old  paper  to  print 
the  contracts  on  and  then  misting  the  sheets  with  water 

to.  V  Ti.        L.     ^        and  microwaving  them  to  make  the  forms  appear  aged. 

iP^  The  number  of  *  rr  o 

■SEnron  partnerships  before  auditors  made  it  to  New  York,  Borget  knew  he 

was  about  to  be  cauglit  and  confessed  to  officials  in  Hous- 
ton, pleading  guilty  to  charges  of  fraud  and  tax  evasion, 
and  serving  a  year  in  jail;  Mastroeni  got  two  years'  pro- 
bation and  400  hours  of  community  service.  The  entire 
New  York  office  was  disbanded.  Enron  was  never  impli- 
cated in  any  wrongdoing.  Lay  blamed  Borget,  saying,  "He 
felt  so  confident,  he  wanted  to  go  for  a  home  run"  (FORBES,  Nov.  16,  1987). 

A  final,  eerie  coincidence.  The  guy  who  cut  deals  with  the  traders  was  a  young  pros- 
ecutor named  lames  Comey.  Now  that  Houston's  U.S.  Attorney  has  recused  himself 
from  the  Enron  criminal  investigation,  a  piece  of  it  may  fall  to  investigators  in  the  office 
of  Manhattan's  new  U.S.  Attorney — lim  Comey.  He's  got  a  head  start  on  sorting  out 
the  mess.  F 


^  By  the  Numbers 


Down  and  Out 

The  full  damage  may 
never  be  known.  But  the 
verifiable  numbers  are 
scary  enough. 


Enron's  off-balance- 
sheet  debt. 


The  number  of 
^Enron  partnerships. 

The  decrease  in 
Enron's  share  price  since 
August  2000. 

Sources:  Prudential  Securities, 
Houston,  company  information. 
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TOYOTA 


Mass-produce  a  hybrid  The  other  1 0% 

system  that  reduces 
smog-forming  emissions 
by  up  to  90% 


In  1997,  Toyota  was  the  first  car  company 
in  the  world  to  mass-produce  a  hybrid 
vehicle.  By  combining  gasoline  and  electric 
power,  the  Prius  reduces  smog-forming 
emissions*  cuts  gas  consumption  in  half, 
and,  in  short,  has  revolutionized  the  way 
cars  affect  our  environment. 

Even  so,  we're  not  resting  on  our  laurels. 
The  Toyota  Hybrid  System  is  being  further 
refined,  to  make  it  cleaner  and  more 
efficient.  And  we're  continuing  to  search 
for  even  greener  forms  of  transportation. 

Our  hydrogen-powered  fuel  cell  hybrid 
SUV  is  now  being  road-tested.  Its  only 
emission  is  pure  water.  Beyond  that,  who 
knows.  But  no  matter  what  alternatives 
are  discovered  in  the  future,  they  won't 
be  found  overnight.  They'll  be  the  result 
of  90%  perspiration.  And  10%  inspiration. 

www.toy  Ota .  co  m/to  mo  rrow 


!  measurements  ( 


:nd  oxides  of  nitrogen.  Compared  to  the  average  car.  ©2002 


OUIFRQNT 


Oddities 


the  planet?  Hedge  away  the  risk 

BY  RICHARD  C.  MORAIS 

WHAI"  U.S.-BASED  COMPANY  WILL 
have  the  largest  market  capital- 
ization on  Dec.  31,  2002?  In  this 
liorse  race  bookmakers  Blue  Square  says 
GE  is  the  favorite  at  8-13  (a  $13  bet  will 
return  the  original  stake  plus  $8).  Run- 
ncrs-up:  Microsoft  (3-2),  Exxon  Mobil 
( 1 "  'ind  Citigroup  ( 16- 1 ). 

President  Bush  is  unlikely 
to  resign  this  year,  but  odds- 
maker  William  Hill  Group 
Ltd.  is  taking  bets  on  that 
happening  at  25-1.  The  hot  action,  how- 
ever, is  on  actor  Will 
Smitti,  who  suggested 
in  an  interview  he'd  like 
to  run  for  political  of- 
fice. The  1,000-1  presi- 


Worried  about  extraterrestrials  taking  over 
by  placing  a  bet  in  London. 


dential  long  shot  is  now, 
with  the  release  of  Ali, 
down  to  50-1.  Bet  that 
Nicole  Kidman  will  re- 
marry this  year,  and  Hill 
will  give  you  $4  for  every 
$1  you  put  up. 


The  odds  Tony  Blair 
will  hold  a  euro  referen- 
dum this  year  are  8-1 
against.  Want  to  bet  that 
one  pound  will  be  worth 
less  than  a  euro  before 
year-end?  Blue  Square 
will  give  you  50- 1  odds. 


If  you  want  to  bet  that  the  1.75%  U.S.  dis- 
count rate  will  move  up  by  Dec.  3 1 ,  you  can 


get  odds,  but  the  bookies  will  make  their 
spread.  IG  Index  Financial  is  quoting  this 
one  at  3.05%  to  3.10%.  If  you  think  the 
rate  will  stay  low,  you're  working  from  the 
3.05%  figure.  If  you  bet  $100  per  basis 
point  and  the  year-end  rate  is  2.5%,  you 
win  $5,500,  and  if  it  is  4%  you  owe  $9,500. 
If  you  take  the  other  side,  you're  working 
from  3.1%;  at  a  4%  finish  you'd  collect 
only  $9,000.  With  a  matched  book  totaling 
$100  per  point,  the  bookie  makes  $500  no 
matter  what. 


According  to  Hill,  it  is  more 
likely  (66-1)  that  the  exis- 
tence of  extraterrestrials 
will  be  confirmed  in  2002 
than  that  the  Archbishop 
of  Canterbury  will  de- 
clare the  second  coming 
(500- 1 ).  You  can't  make  the 
reverse  bets  (no  aliens,  you 
win).  Bookies  aren't  quoting 
the  other  side.  F 


Nice  Guys  Finish  Last 

Would  someone  please  tell  Michael  Reschke 
that  the  old  rules  of  real  estate  have  changed? 

BY  STEPHANE  FITCH 

BEFORE  YOU  DANCE  WITH  WOLVES,  TRY 
washing  off  the  scent  of  lanolin.  Perhaps 
if  he'd  been  less  sheeplike  with  his  part- 
ners, Michael  Reschke  wouldn't  be  so 
close  to  losing  Prime  Group  Realty 
Trust  (assets:  $1.6  billion),  his  Chicago-based  REIT. 

But  Reschke,  46,  is  old-fashioned.  He's  a  bor- 
rower— Prime's  ratio  of  debt  to  stock  market 
value  is  4.6-to-l,  on  the  high  side.  He  still  believes 
in  handshake  deals,  and  in  hoping  for  the  best. 

As  in  1 997,  when  he  formed  a  par  tnership  to  °"  ^'^  "'"^'^  "^^^ 
own  $  1 60  mill  ion  of  Prime  Group  Realty  stock  at  $  1 8.60  before  the 
company  sold  stock  to  the  public  at  $20.  His  minority  partner: 
Peter  Peterson's  New  York  investment  fund,  Blackstone  Group, 
which  put  in  $45  million  and  retained  an  option  to  force  Resclike 
to  buy  it  out  for  $22.50  a  share,  $60  million,  in  diree  years.  Reschke 
assumed  Blackstone  would  behave  like  a  friendly  partner.  Instead, 
the  fund  was  soon  outbidding  him  for  plum  Chicago  towers.  Then 
in  1999,  with  Prime's  shares  around  $16,  Reschke  was  scrambling 
to  find  Blackstone's  $60  million.  The  deal  with  Blackstone,  he  says, 
is  "the  one  thing  that  I  regret  that  got  me  into  trouble." 

Well,  not  quite.  To  pay  Blackstone,  Reschke  took  a  $60  mil- 


lion one-year  loan  from  Vornado  Realty  Trust,  the  savvy  and  ra- 
pacious owner  of  Manhattan  skyscrapers  and  Chicago's  giant  Mer- 
chandise Mart.  Again,  Reschke  naively  thought  Vornado  was  try- 
ing to  help.  "I'd  done  business  with  [Vornado  president)  Michael 
Fascitelli  when  he  was  at  Goldman  Sachs,"  says  Reschke.  He  claims 
that  Fascitelli  and  Vornado  Chairman  Steven  Roth  discussed  mak- 
ing a  $140  million  investment  in  Prime — perhaps  even  a  buy- 
out! — that  would  enable  Reschke  to  pay  off  Black- 
stone. But  after  Vornado  made  the  loan,  they 
stopped  taking  Reschke's  calls.  He  suspects  Vor- 
nado decided  to  "just  squeeze  his  nuts."  Vornado 
won't  comment.  The  note  came  due  Oct.  25, 2001 . 

More  trouble  ahead.  After  breaking  ground  on 
a  1.5-million-square-foot  building  that  Bank  One 
was  to  anchor,  Reschke  learned  that  the  bank's 
chief,  lames  Dimon,  was  looking  for  a  way  out  of 
the  620,000-square-foot,  $25-million-a-year  lease. 
Dimon  twice  even  sent  his  lieutenants  to  discuss 
buyijig  the  building  for  just  over  $350  million.  No  dice.  Dimon  says 
he'd  buy  the  building,  but  only  at  the  right  price. 

He  may  soon  be  negotiating  wdth  Roth.  Reschke's  best  shot 
came  and  went  when  Cadim,  a  Canadian  real  estate  investor, 
agreed  last  August  to  buy  half  of  Prime  Group's  shares  at  $14.50 
and  lend  Reschke  enough  to  pay  Vornado  and  still  own  half  the 
REIT.  The  deal  collapsed  along  with  the  World  Trade  Center  on 
Sept.  1 1.  Reschke  is  suing,  claiming  Cadim  switched  sides  to  Vor- 
nado, which  is  about  to  foreclose.  Cadim  declined  to  comment. 

"People  say  I'm  a  cat  who  has  nine  lives,"  Reschke  muses. 
"But  I've  lost  count."  F 


Mike  Reschke. 
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Starving  Artist 


Philanthropist 


IS  MassMutual 

■liH  FINANCIAL  GROUP" 


n  the  trek  from  anonymity  to  fortune,  Life's  been  known  to  deal  a  joker  or  two.  So  we  offer  you 
le  financial  edge  you'll  need  throughout  your  life -from  annuities  to  mutual  funds  to  insurance. 
Ven  estate  protection  strategies  (for  that  glorious  time  when  you  get  to  start  giving  it  away). 

You  can't  predict.  You  can  prepare. 

OppenheimerFunds/lnvestments-Retirement  Services/401(k) Plans-Life  Insurance-Disability  Income  Insurance-Long  Term  Care  Insurance -Annuilies-Trusl  Servlces-For  our  nearest  oHice.  contact  massmutual.com 

12001  Wassachusetts  Mutual  Life  Insurance  Co  IMassMulual),  Springfield,  MA  Oil !  1  Securities  products  and  services  offered  tlitougli  tJ\ML  Investors  Services,  Inc ,  a  MassMutual  subsidiary,  member  SIPC,  and  OppenheimerFunds  Dislnbulor,  Inc. 
'  iervires  are  offere'* "  ■  '.'dSsMulual  Trust  Company,  FSB  HOYLE'  and  the  back  design  of  its  playing  cards  are  registered  trademarks  owned  by  Ttie  United  States  Playing  Card  Company,  used  here  with  permission 


FROm 


K(  )M  THE  OUTSIDE,  STANLEY  HO"S 

f Hotel  Lisboa  on  the  peninsula  of 
Macau  looks  like  any  other  glitzy 
casino  in  Las  Vegas  or  Monte  Carlo. 
But  the  bright  lights  conceal  a  gam- 
bling area  where  flinty-eyed  dealers  watch 
over  hard-core  gamblers,  many  lined  up  three  deep  at  the  black- 
jack tables,  loudly  outbidding  one  another  for  hands. 

Circling  the  crowd  are  young  men  looking  for  anyone  on  a 
losing  streak.  When  the  marks  step  outside,  members  of  Chinese 
gangs  known  as  triads  offer  to  lend  them  more  money  at  interest 
rates  that  increase  by  the  hour.  If  the  money  isn't  quickly  paid 
back,  the  borrower  can  look  forward  to  an  "escorted"  trip  back  to 
Hong  Kong  to  scrounge  up  the  cash. 

Known  as  one  of  the  most  violent  and  corrupt  gambling  towns 
in  the  world,  Macau  is  about  as  far  as  it  gets  from  the  faux  ex- 
ploding volcanoes  and  kid-friendly  pirate  ships  of  Las  Vegas.  Yet 
despite  the  squalor,  Kirk  Kerkorian's  MGM  Mirage,  Steve  Wynn, 
Sheldon  Adelson  and  a  partnership  of  Park  Place  and  Mandalay 
Resort  Group  are  among  the  nine  finalists  angUng  to  win  one  of 
three  gambling  licenses  being  granted  by  the  Macau  government. 
The  winners  are  expected  to  be  announced  in  time  for  the  Chinese 
New  Year  on  Feb.  1 2.  Ho,  who  has  long  held  the  local  gambling 
monopoly,  is  likely  to  get  one  of  the  licenses. 

But  why  would  such  blue-chip  outfits  want  to  risk  life  and 


Some  of  Las  Vegas'  biggest 
casinos  are  gambling  on  Macau 
Good  luck. 

BY  DOROTHY  POMERANTZ 


limb  in  Macau?  Because  that's  where  the  money  is.  Asians,  who 
account  for  up  to  60%  of  high  rollers,  were  deserting  Las  Vegas 
even  before  Sept.  1 1 .  The  impact  is  felt  most  directly  in  baccarat, 
the  Asian  high  rollers'  game  of  choice,  which  fell  6.4%  last  year 
to  $2  billion  wagered,  according  to  UBS  Warburg,  a  51%  drop 
from  the  peak  in  1 995. 

So  if  the  Asians  won't  come  to  Vegas,  Vegas  will  go  to  the 
Asians.  With  12  million  visitors  a  year,  Macau  is  the  center  of 
gambling  in  Asia.  But  the  Wild  West  reputation  has  caught  the  at- 
tention of  Nevada  regulators,  who  expect  their  licensees  to  act 
in  accordance  with  the  stringent  rules  of  Nevada  wherever  they're 
doing  business. 

"These  companies  have  a  lot  to  lose  if  they  engage  in  activity 
that  could  be  looked  at  negatively,"  warns  Dennis  Neilander, 
chairman  of  Nevada's  powerful  Gaming  Control  Board.  That  may 
prove  a  challenge,  considering  each  bid- 
der is  required  to  have  a  local  partner.  A 
portion  of  the  small  gambling  commu- 
nity is  in  so  deep  with  the  triads  that  com- 
panies run  a  big  risk  of  hooking  up  with 
gangsters  without  even  knowing  it. 
"Every  man  and  his  dog  in  Macau  and  Hong  Kong  is  trying  to 
get  involved  in  this,"  says  Neil  Maloney,  director  of  commercial 
enquiries  at  Hill  &  Associates,  a  Hong  Kong  security  consultant  to 
one  of  the  American  bidders.  "Some  of  the  players  are  tainted  in 
one  way  or  another." 

Among  the  American  companies  MGM  is  widely  considered  to 
have  the  best  shot  at  a  license.  But  it  will  almost  certainly  have  to 
compete  against  the  man  who  made  Macau  what  it  is:  Stanley  Ho. 
An  entrepreneur  worth  $1.1  billion.  Ho  received  an  exclusive  gam- 
bling fi-anchise  in  1961  fi-om  Portugal,  which  handed  Macau  back 
to  China  in  1999.  Ho  now  controls  all  of  the  casinos  and  most  of 
the  real  estate  in  Macau,  as  well  as  the  hydrofoils  that  ferry  gam- 
blers the  37  mUes  from  Hong  Kong. 

Peter  Kjaer,  Ho's  son-in-law  and  head  of  his  gambling  Web 
site  (drho888.com),  says  the  80-year-old  mogul  is  happy  to  have 
the  competition.  But  he  also  knows  that  most  Asian  gamblers 
don't  care  about  glitz.  They  just  want  to  gamble  hard  and  fast. 

"There  will  be  a  curiosity  factor,  but  a  lot  of  people  are  going 
to  stay  with  the  old  casinos,"  Kjaer  predicts.  F 


Fruit  de  Mer 

Viacom  squeezes  a  fortune 
from  a  spineless  star. 

BY  DAVID  ARMSTRONG 

WHO  LIVES  IN  A  PINEAPPLE  UNDER 
the  sea?  SpongeBob  SquarePants, 
the  animated  invertebrate  who 
stars  in  the  hottest  cartoon  on  television. 

Created  by  40-year-old  Stephen  Hil- 
lenburg,  a  scuba  diver  and  erstwhile 
marine  biology  teacher,  SpongeBob 


SquarePants  chronicles  the  misadventures 
of  a  lovably  naive,  buck-toothed  sponge 
who  sports  square-shaped  trousers  and 
lives  in  a  three-room  pineapple  on  the 
ocean  floor. 

SpongeBob  debuted  on 
Viacom's  Nickelodeon  chan- 
nel in  1999  and  is  currently  the 
highest- rated  children's  show 
on  television,  sucking  in  15 
million   viewers   a  week. 
Thanks  to  a  flood  of  market- 
ing tie-ins,  Nickelodeon  esti- 
mates that  SpongeBob  merchan 


dise  should  rack  up  $250  million  in  retail 
sales  this  year. 

Now  that  the  show  is  catching  on  with 
college  kids — one-third  of  SpongeBob's  au- 
dience is  over  1 8 — cool  bands  like  the  Vio- 
lent Femmes,  Ween  and  Pantera  are 
soaking  up  some  of  Sponge- 
Bob's  success  by  contributing 
music  to  the  show  and  to  a 
SpongeBob  CD. 

Better  get  it  while  it 
lasts:  The  kiddies  will 
soon  find  another  fad  to 
immerse  themselves  in.  F 
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Please  resist  the  temptation  to  strut  into  your  meetings. 


A  Powerful  Notebook  built  for  those  who  mean  business.  The  GR  comes  loaded  with  all  the  tools, 
software,  and  connectivity  you  need  for  creating  stellar  presentations,  finishing  projects  in  recora 
time,  or  simply  adding  some  flair  to  your  everyday  work.  And  the  best  part  is,  you'll  look  good  doing  it 

Starting  at  ^1,599* 


Models 
CR390 

Mobile  Intel'-  Pentium"  III 
Processor  1.20  GHz'-  M 
15"  SXGA+  TFT  screen 
512  MB  SDRAM 

CR370 

Mobile  Intel''  Pentium*-  III 

Processor  1.13  GHz'-  M 

15"  XGA  TFT  screen 

256  MB  SDRAM  (expandable  to  512) 


CR  Series  Notebooks 

Microsoft"  Windows'  XP  Professional  or 
Microsoft"  Windows'  XP  Home  Edition 

AGP-enabled  ATI  MOBILITY'  RADEON~-D  graphics  chip 

16  MB  DDR  SDRAM 

30  GB"' removable  hard  drive 

Integrated  lO/IOOBase-T  Ethernet 

Swoppable  multi-bay  with  CD-RW/DVD  combo  drive 

Dual  battery  copability 

Sony  digital  video/audio  editing  software  package 
1.5"  thin,  about  6  lbs.'  light 
VGA  out/NTSC  video  out 

Other  configurations  avoiioble  at  select  dealers 
The  Ultimate  in  Connectivity 

The  GR  comes  equipped  with  an  i.LINK-  (IEEE  1394)  interface'"  Memory  Sticl^''  siot  USB.  and  supports 
wireless  LAN  capabilities.  Connect  to  an  orray  of  business-related  penpherols  to  easily  transfer  ond 
store  al!  your  audio,  video,  and  dota  files.  High  connectivity  means  higher  productivity. 

BUY  NOW  AND  GET  A  FREE  WIRELESS  MODEM  FROM  COAMERICA  ^ 

When  you  sign  a  one-year  contract  with  CoAmerlca's  wireless  Internet  service. 

Visit  your  local  retaile'-  or  www.sonycom/vaio.  Tc  find  a  reseller  near  you,  coll  877-276-SONY.  Also 
cvoiloble  at  CDW,  insight  Direct  Microvv'arehouse,  PC  Connection,  PCMoll,  and  Zones  Incorporated. 

Sony  VAIO  GR  with  Microsoft  Windows  XP.  Experience  it. 

Sony  PCs  use  genuine  Microsoft'*  Windows"^ 
www.mierosoft.cotn/piracy/howtotetl 

102  Son/  Eleclfonics  Inc.  Ali  rights  (eseived.  Reprcduclion  in  v;fiole  Of  in  pan  wtfioul  wiil'pr  permission  is  pronib'teil  Prices,  specttications,  mifj  ptomottoiis  are  ^-alirl  only  in  Ihe  U.S  and  aic  subieci  !o  change  wilhoo'  nolice  Prices  dnd  pioniolions  do  not  incltjdp  applicable 
ales  tax  Of  shipping  ao.1  handling  Manolacfyrei  suggested  retail  price  Actual  price  may  vary  Sony,  VAiO  the  VAIO  Ifjgo.  the  Sony  Irjgo,  Memory  Stick.  i.tlNK.  and  Dream  On  are  'rademarks  ol  Sony.  Inlei,  the  Intel  Inside  logo,  and  Pentium  are  trademarks  or  registered  Irademark* 
01  Intel  Corporation  or  ils  subsidiaiies  in  the  Untied  Siales  and  other  countries  Micfosoit  and  Windows  are  registered  trademarks  ol  Microsoft  Corpcraiion  in  the  Uniled  Slates  and  other  coii.nne.s.  Alt  oiher  trademarks  are  trademarks  nl  their  respective  owners  This  PC  nieel! 
the  minimum  hardware  fequrrernents  to  run  Microsctt  Windows  XP  Hardware  drivers,  if  necessary,  are  available  iiom  Sony  upoo  the  release  cl  WinrJows  XP  Ceriam  soihvaie  prodiicffs)  included  with  this  computer  may  include  features  such  as  copy  proleciron  and  .:!)nien 
managemenl  technology.  USE  OF  THE  SOFTWARE  PROOUCT(S)  REOUIRES  AGREEIvlENT  TO  APPLICABLE  END-USER  AGREEIvlEMTS  AND  FULL  COMPLIANCE  WITH  APPLICABLE  PRODUCT  ACTIVATION  PROCEDURES.  Produrl  activation  procedures  and  privacy  policies  wil 
be  detailed  dufiog  initial  launch  ot  the  sotuaieproduct(s),  oi  upon  certain  reinstallations  ol  Ihe  software  produci(s)  or  reconfigurations  ol  Ihe  computer,  and  may  he  completed  by  Inteinel  or  telephone  (loll  charges  may  apply),  Pieinstalled  versions  of  software  may  noi  beidentica 
■  ,»  1.  - .  isions.  'GHz  denotes  microprocessor  internal  clock  speed;  other  laclors  may  affect  application  performance.  'GB  means  onebilfion  byles  when  referrinrj  lo  hard  drive  capacity  Accessible  capacily  may  vary  With  weight  saver  in  multi-bay  'i  LINK  Is  a  trademark  of  Soni 
I  designate  fhat  a  product  contains  an  lEEt  1 394  connector.  Aft  products  with  an  i  LfNK  connector  may  not  communicate  with  each  other  'With  S100  fVlait-in  Rebate  on  GR370  and  390  notebook  models  only  Otfer  valid  1/1 5.r02-S/31/02.  V^hile  supplies  last.  "Offei 
"li  oiifcrase  ol  an  eligible  Sony  v'r  io  n-'»o^i«  „nd  e'iroiimeni  in  GoAmerica's  12-monm  service  plan  in  the  U  S  oniy  Other  reslficlions  and  eariv  canceHalion  fees  may  apply:  wieiass  coverage  nol  available  aveiywhe'e  Whil"  supplies  last  Valid  7/1/01-3/31/02 
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Power  Play 


Can  a  small-market  sports  arena  compete  with  bigger 
players  in  New  York  and  L.A.?  |  by  kurt  badenhausen 


Lini:urY  Mi:i)iAs     in  maix  )NI',  is 
IK)  fool.  So  when  he  pill  tilt'  I  )oii 
vcr  Nuyj^cls  and  llie  Colorado 
Avalanclu'  on  llic  block  two  years 
ago,  it  sccnicd  like  .1  smart  inove. 

Aflc-r  all,  tlie  Nuggets,  one  ol  llie 
niosl  Uoring  learns  in  pro  Uaskelball, 
li.idn'l  made  the  playolis  in  six  years. 
The  Avalanche  was  a  good  hockey  le.im, 
hill  unlike  New  York  or  l.os  Angeles, 
sm.ill  market  Denver  had  lewhigcom 
panics  to  hoosi  sponsorshi|>  revenues. 
I'.ighleen  years  helore,  hockey  owner 


Skating  past 
the  compotition 
on  and  off  tho  ice: 
Stan  Kroonkc. 


|ohn  Mc  Mullen  moved  his  moneylos- 
ing  Denver  Ir.mchise  lo  New  Jersey, 
where  his  team  won  two  Stanley  (!u[>s 
and  regularly  lurneil  a  profit. 

So  why  did  I  orhes  -lOO  member 
hnos  (Stan)  Kroenke,  who  owns  ol 
the  St.  Louis  K.ims  loolhall  team,  pav 
million,  .i  rich  three  limes  rev 
eiuies,  18  months  ago  lor  I  wo  small 
town  te.inis?  lb  Kroenke, a  Missouri  real 
estate  dexeloper,  the  key  [lart  ol  the  ileal 
was  the  h),()()0  seal  lV|isi  t'enler,  (Mus 
dii-  ''•>{)  acres  ol  uiulexi-loped  laud  lhal 
sui  roiiiui  it  in  downtown  Denver. 

by  leveraging  all  these  assets, 
Kroenke  llguies  he  lan  eventually  earn 


a  l()%-to- 1 3'^'o  annual  return  on  his  in- 
vestment. Starting  when?  I.ast  year  the 
two  teams  lo.st  $1.7  million.  The  Nuggets, 
who  .sell  only  HO'Vo  of  their  .scats,  lo.st  .$7.6 
million.  Almost  ollsetting  that  lo,s,s:  the 
Avalanche,  which  earned  $5.9  million 
alter  winning  the  Stanley  (Xip. 

Kroenke  hopes  lo  clone  the  success 
ol  1,0s  Angeles  Kings  owner  Philip  An- 
schul/,  whose  Sl.iples  (  rnter  ho.sts  more 
than  events  a  year  with  live 
sports  teams  plus  concerts,  the  ( irammy 
Aw.irds  anil  conventions.  y\nschut/.'s 
leam.s-  he  also  owns  M)%  of 
the  Los  Angeles  Lakers — 
earn  $.^3  million  a  year. 

Denver  is  not  I'insel 
town,  but  at  200  events  a 
year  ihe  I'epsi  ( ienler  cer- 
tainly has  room  to  grow. 
Kroenke  wants  to  add  arena 
football  and  indoor  soccer. 
More  eyeballs  would  trans- 
late into  higiier  rates  for  cor- 
porate sponsorships  and 
luxury  suites.  Suites  cur- 
rently rent  for  an  average  of 
$I4(),()()0  a  year  at  Pepsi 
Center,  versus  $23(),()()0  at 
Staples. 

Kroenke  recenlly  signeil 
a  .seven-year  agreement  with  (Jiampi- 
onship  Auto  Racing  leams  to  .send  cars 
on  a  circuit  around  the  I'epsi  Cx-nter. 
Kroenke  is  also  buiKling  the  3,5()0-.seal 
City  Lights  Pavilion  adiacent  to  the 
Pe|>si  Center.  1  he  amphitheater,  sched- 
uleil  to  open  in  ihe  summer,  will  host 
more  ih.in  .^0  concerts  a  ye.ir. 

Says  Dean  boiiham,  who  owns  the 
sports  valuation  firm  the  bonh.im 
(iroup:  "Kroenke  bought  these  assets  at 
an  extraorilinary  \  alue.  In  ten  years  they 
>.\n\\d  easily  be  I  worth  |  $1.3  billion." 

II  they  are,  Kroenke  will  have 
proved  him.self  almost  as  adept  at  trad- 
ing as  lohn  Malone.  F 


Check  out  oui  cxpaiulori  tables  ol  NOA  and  NHL  teams 
at  www.forbos.coin/bnskctball  <iii(l  www.furbcs.coni/tiockoy. 


Lost  in  Space 

A  software  executive  tries  to  find 
his  fortune  in  the  final  frontier. 


BY  BRENDAN  COFFEY 

JAMI  S  lii;NS()N  VVAN'i'S  TO  Sl-.Nl) 
rocket  ships  to  nearby  asteroids  and 
[irospect  them  lor  precious  metals. 
Using  language  more  appropriate 
lo  a  narcotics  officer,  the  chief  executive  ol 
Poway,  (lalif -based  SpaceDev  claims  a 
single  asteroid  "has  a  street  value  of 
$«()  trillion. " 

Despite  the  purported  value  there  is  no 
race  to  land  on  any  of  the  100  million  aster- 
oids zipping  around  near  Earth;  SpaceDev  is 
the  only  company  contemplating  such  a  feat. 

Make  that  was  contemplating.  I  he  com- 
[xiny's  first  asteroid  launch  was  scrapped  in 
lanuary  and  has  been  put  off  indefinitely. 
Instead,  the  company  has  been  busy  fulfill- 
ing a  contract  with  NASA  to  design  and 
manufacture  microsatellites,  a  deal  that 
.iccounted  for  half  of  SpaceDev's  $4  million 
in  revenues  last  year. 

but  com  l  ading  lor  N.VSA  is  only  a  stop- 
gap measure.  The  real  future,  Ben.son  .says, 
lies  in  space-generated  commerce,  like 
tourism.  Now  that  tycoons  are  reporledly 
willing  to  spend  upwards  of  $20  million  to 
see  space  from  a  Russian  rocket,  Benson 
hopes  to  sell  seats  on  suborbital  flights  to  the 
edge  of  Larth's  atmosphere  lor  $100,000. 

Lor  those  with  shallower  pockets  Ben- 
son en\  isii)ns  a  pa)'  pei  -\  iew  lour  beamed 
Irom  an  unmanned  vehicle  bristling  with 
cameras.  "II  you  want  space  to  stay,  it's  gotta 
pay,"  says  the  onetime  soltw.ire  executive. 

lUit  for  all  of  his  lofty  ambitions  Benson 
can't  unleash  SpaceDex  's  share  price  from  a 
strong  gravitational  pull.  It  began  trading 
over-the-counter  in  1997  at  $2.73  and  now 
languishes  at  onlv  W)  cent,s.  F 
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uni  lets  yc 

your  network 

any  way  you  wa 


Ericsson  has  the  industry- w 
insight  and  resources  to  c 
you  true  freedom  in  develop 
your  busin( 
Offering  you  customized  solutic 
that  allow  your  networl" 
develop  as  markets  demj 
We  provide  solutions  and  integr 
systems  across  all  standa 
to  ensure  a  network  is  the  bes 
its  class.  Another  reason  v 
the  world's  most  powe 
telecommunication  companies, 
Cingular  Wireless,  Deutsc 
Telekom  and  NTT  DoCoMo,  I 
choose  Ericsson.  Again  and  ag 
www.ericsson.cc 
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The  bait  or 
the  trap? 
MGM's  Alex 
Yemenidjian. 


Mouse  Swallows  Lion? 

Walt  Disney  Co.  is  said  to  be  wooing  a  reborn  but  reluctant 
Metro-Goldwyn-Mayer,  hoping  to  buy  it  in  a  stock  swap.  Dis- 
ney covets  MGM's  4,000-film  library  for  its  myriad  TV  outlets.  Is 
the  roaring  lion  for  sale?  The  stated  goal  of  MGM's  81%  owner, 
Kirk  Kerkorian,  and  boss  Alex  Yemenidjian  is  to  bulk  up  through 
acquisitions.  Huh?  Kerkorian  has  bought  or  sold  MGM  five  times. 
MGM's  aloofness  seems  more  linked  to  worry  over  the  Mouse's 
weak  stock  price  and  the  hope  that  other  suitors  might  pay  a  big 
premium  over  MGM's  recent  $2 1  -a-share  price.    — Brett  Pulley 

Tax  Court  Nickel  and  Diming 

The  Internal  Revenue  Service  is  contesting  dozens  of  valuations 
made  by  heirs  of  Herbert  Allen,  New  York  dealmaker  and  Forbes 
400  member  who  died  in  early  1997  at  age  88.  In  U.S.  Tax  Court 
the  feds  say  his  racehorses  were  worth  $600,000;  the  estate  says 
they'd  go  for  $387,000.  Kingdom  of  Greece  bonds?  $431,000  ver- 

mmsmmimmimmnmmm 

Amid  claims  of  false  accounting  the  Enron  debacle  has  prompted  calls  for  criminal  investigation.  Ex-Enron  chief  financial  officer 
Andrew  Fastow  denies  wrongdoing.  But  other  public-company  CFOs  have  faced  corporate-fraud-related  charges.— lA^P.B. 


sus  $  1 29,000.  All  told,  the  IRS  values  the  estate  at  $2 1 7 
million,  the  heirs  at  $198  million.  But  clever  estate 
planning,  including  use  of  a  Panama  corporation, 
makes  both  figures  pale  beside  our  late- 1996  net 
worth  estimate  of  $800  million.        — Janet  Novack 

Sudden  Money  for  Whom? 

As  big  payouts  loomed  for  Sept.  1 1  victims,  dozens  of 
journalists  got  e-mails  last  month  offering  them  inter- 
views with  Susan  Bradley,  a  Palm  Beach  Gardens,  Fla. 
financial  planner  who  created  something  called  the 
Sudden  Money  Institute.  Left  unsaid:  Bradley,  52,  is  also 
a  licensed  stockbroker  who,  with  an  earlier  firm,  paid 
$16,915  to  settle  a  1994  client  complaint  alleging  she 
didn't  fully  explain  a  risky  investment.  Bradley  now 
faces  a  new  client  claim,  which  she  calls  meridess,  that 
advice  to  buy  real  estate  investment  trust  shares  instead 
of  a  certificate  of  deposit  cost  $  1 1 7,705.      — W.P.B. 

Talk  Versus  Action 

In  November  Arab  League  Secretary  General  Amre  Moussa  spoke 
at  a  Detroit  bash  cosponsored  by  Guardian  Industries,  the  glass 
firm  of  Forbes  400  member  William  Morse  Davidson.  Topic:  bet- 
ter U.S.-Arab  world  economic  ties.  Then  news  accounts  from 
Damascus  said  an  Arab  League  unit  had  put  Guardian  on  a  revived 
list  of  companies  to  be  boycotted  for  dealing  with  Israel.  Guardian 
says  it's  still  selling  glass  to  Arabs.  — David  Armstrong 

Bracing  for  Another  E-Mail  Onslaught 

In  April  2000  we  wrote  here  that  National  Scientific  Corp.,  whose 
rosy  chip-patent  talk  gave  it  an  $1 1.25  share  price  and  a  $400  mil- 
lion market  value,  had  had  no  revenue  at  all  in  three  years.  Investors 
flooded  us  with  angry  e-mail  and  great  predictions.  In  its  just-re- 
leased financials,  the  Phoenix-area  firm  finally  generated  yearly  rev- 
enue of  $882,000 — all  from  peddling  the  products  of  others — ^but 
still  lost  $6.2  million.  Recent  price:  20  cents.  — W.P.B. 


COMPANY/HEADQUARTERS 

Aurora  Foods/St.  Louis 

CentennialTechnologies/Boston 

Craig  Consumer  Electronics/Los  Angeles 

cue  International/Slaniford,  Conn. 

Donnkenny/New  York 

Ferrofluidics/Nashua,  N.H. 

HBO&Co./Adanta 

Leslie  Fay/New  York 

Sirena  Apparel  Group/Los  Angeles 


CFO 

M.  Laurie  Cummings 
James  Murphy 
Donna  Richardson 
Cosmo  Corigliano 
Edward  Creevy 
Jan  R.  Kirk 
Jay  Gilbertson 
Paul  Polishan 
Richard  Gerhart 


ALLEGATIONS  INCLUDE 

underreporting  expenses  to  boost  financials 
inflating  company  revenues  and  earnings 
faking  records  to  get  corporate  line  of  credit 
overstating  operating  income  by  $1 16  million 
exaggerating  sales  figures 
using  false  press  releases  to  hype  stock  price 
pumping  up  earnings  before  corporate  merger 
adding  S81  million  to  company  earnings 
hiding  shortfall  of  forecast  earnings 


CURRENT  STATUS 

sentenced  to  57  mondis 
sentenced  to  1 5  months 
pleaded  not  guilt}' 
awaiting  sentencing 
sentenced  to  60  months 
sentenced  to  63  months 
pleaded  not  guilty 
sentenced  to  108  months 
sentenced  to  4  months 
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Both  are  seen  as  pillars  of  trust. 
Only  one  can  assess  the  health  of  your  portfolio, 


Doctor  Watson  - 
delivered  three 
generations  of  babies. 


Kathleen  Hastings 
Schwab  Investment  Specialist, 
McLean,  VA 


Complimentary  Initial  Consultation.  Okay,  so  we  don't  write  prescriptions.  But,  at 

Charles  Schwab,  we  do  dispense  helpful  advice.  Our  Investment  Specialists  will  sit  down  with 
you  and  discuss  your  financial  goals.  With  a  one-on-one  consultation  that  offers  just  the  expert 
advice  you'd  expect  from  us. 

Objective.  Uncomplicated.  And  not  driven  by  commission. 

And  that  expert  advice  covers  everything  from  college  and  retirement  planning  to  trust  and 
estate  issues.  So  during  your  consultation  we  can  discuss  a  plan  of  action  that: 

•  Assesses  your  current  investment  strategy 

•  Recommends  changes  to  achieve  your  goals 

•  Suggests  strategies  to  protect  and  preserve  your  assets 

•  Factors  in  how  the  new  tax  laws  affect  your  retirement 


But  most  importantly,  you  can  rest  assured  that  you're  getting  the  kind  of  advice 
you  can  feel  very  comfortable  with.  And  we  promise  it  won't  hurt  a  bit. 

Call  us  to  sign  up  for  your  complimentary  initial  consultation  and 
you'll  also  receive  our  planning  guide. 


SCHWAB 


Call 

1-800-613-0895 

Click 

schwab.com 

Visit 

402  locations  nationwide 


Canadian  residents  call  Charles  Schvi/ab  Canada  Co.  at  1  -See-SSQ-OSQQ  or  visit  schwabcanada.com. 
C  2001  Charles  Sctiwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  10901  1 4571). 
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Looking  good:  L'Orcaf  Chief 
Lindsay  Owen-Jones  and  friends. 
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NOVEMBER  27,  2000 

The  Color  of 
Money 

WE  WROTE  ABOUT  L'OREAL'S  EXPANSION 
Strategy:  Build  megabrands  rooted  in  eth- 
nic beauty  that  appeal  to  different  seg- 
ments of  the  world  market.  The  approach 
seems  to  be  working,  although  slumping 
economies  in  its  biggest  markets,  like  the 
U.S.  and  Japan,  are  slowing  its  growth. 
L'Oreal  announced  in  January  that  world- 
wide 2001  sales  would  show  an  8%  gain, 
to  $12  billion,  compared  with  an  18% 
jump  the  year  before.  Profits  are  expected 
to  rise  by  up  to  20%,  down  from  a  24% 
hike  tlie  year  before.  The  company  said  this 
year  would  be  sluggish  as  retailers  work  off 
inventory.  But  that  beats  struggling  com- 
petitors. Revlon  hasn't  turned  a  profit  since 
1998  and  recently  sold  its  Brazilian  Col- 
orama  brand  to  L'Oreal  as  part  of  a  larger 
seUoff  of  noncore  assets.  Procter  &  Gamble 
is  betting  it  will  have  more  success  with 
Clairol  than  Bristol-Myers  Squibb  had.  It 
bought  the  ailing  brand  for  $5  billion  in 
November.  — Brendan  Coffey 

MAY  29,  2000 

If  You  Can't  Beat 'Em ... 

AMERICAN  INSURERS  WERE  FURIOUS  TWO 
years  ago  that  Bermuda-based  Ace  Lim- 
ited was  taking  advantage  of  an  obscure 


tax  rule  and  eating 
into  their  commercial 
property  and  casualty 
business.  They  were 
lobbying  Congress  to 
change  the  rule,  under 
which  a  Bermuda  cor- 
porate parent  could 
import  premiums  free 
of  corporate  income 
tax  by  reinsuring  some 
policies  sold  by  its 
American  subsidiaries. 
But  after  Sept.  1 1  the 
bill  went  nowhere — 
and  now  one  ot  the  outraged  insurers  is 
acting  as  if  Ace  had  a  pretty  good  idea 
after  all.  Chubb  and  two  partners  formed 
Allied  World  Assurance  Holdings,  Ltd.,  an 
operating  company  that  will  underwrite 
insurance  and  reinsurance  business 

Flashbacks  


Canceled 


from — yes,  Bermuda.  Chubb  claims  it  was 
attracted  not  by  the  tax  advantage  but  by 
Bermuda's  nonrestrictive  licensing 
requirements.  — Carrie  CoolUge 

FEBRUARY  4,  2002 


RUSSIAN  TELEVISION  HAS  LONG  BEEN  A 
rough  business,  as  we  wrote  last  issue. 
Now  TV6,  Russia's  second-largest  pri- 
vately owned  network,  has  been  taken  off 
the  air.  This  is  the  result  of  a  lawsuit 
brought  by  a  minority  shareholder,  oil 
giant  Lukoil,  which  used  an  obscure  loop- 
hole in  Russia's  legal  code:  Any  company 
with  negative  equity  for  two  years  must 
be  liquidated.  The  big  loser  is  TV6  major- 
ity owner  Boris  Berezovsky,  the  fallen  oli- 
garch and  foe  of  Russian  President 
Vladimir  Putin.  — Paul  Klebnikov 


70  YEARS  AGO  IN  FORBES/MARCH  IB,  1932 

Driven  One  Lately?  Producers  are  wishing  Ford  well.  They  want  to  see  Ford 

get  under  way  with  real  steam  because  the  most  important  thing  at  the  moment  is  to  start 
business  going.  Ford  has  officially  announced  it  will  include  some  items  that  will  make  for 
greater  comfort  and  better  appearance:  a  longer  wheel-base,  smaller  and  lighter  wheels 
with  larger  tires  and  shock  absorbers  of  Ford's  own  manufacture. 
Having  lost  $5.45  billion  last  year,  Ford  recently  announced  a  restructuring  that 
includes  cutting  35,000  jobs  and  eliminating  models  like  the  Lincoln  Continental. 

25  YEARS  AGO  IN  FORBES/FEBRUARY  15,  1977 

Windows  on  the  World  Three  people 

at  a  recent  lunch  65  floors  above  Manhattan's  Rocke- 
feller Center  were  executives  of  Cushman  &  Wakefield. 
They  were  hungry  for  an  upbeat  story  about  New  York 
real  estate.  The  table  commanded  a  spectacular  view  of 
the  city's  toughest  office-rental  problem.  The  twin  tow- 
ers of  the  World  Trade  Center  alone  hold  over  1.5  million 
unrented  square  feet. 

15  YEARS  AGO  IN  FORBES/JANUARY  26,  1987 

Love  Boats  Many  cruise  lines  complain  about  overcapacity  and  squeezed  mar- 
gins. This  is  a  capital-intensive  business  in  which  80%  occupancy  rates  are  often  needed 
just  to  break  even.  Fortunes  have  been  made.  Carnival  Cruise  Lines,  which  has  spent 
$500  million  since  1984  to  double  the  size  of  its  fleet,  is  today  estimated  to  be  earning 
more  than  20%  annually  on  about  $400  million  in  gross  revenues.  But  don't  be  surprised 
when  you  start  reading  about  a  growing  trend  of  takeovers  in  the  cruise  ship  business. 
Carnival  is  battling  with  Royal  Caribbean  Cruises  for  control  of  P&O  Princess  Cruises. 
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WE  DIDN'I 
INFRASTRU' 

\ 


{ t's  time  to  set  the  record  straight.  Long  before  our  competitors  even  added  the  word 
'infrastructure"  to  their  vocabulary,  we  were  busy  creating  it.  Since  we  first  launched 
Jnicenter,  it  has  become  the  de  facto  global  standard  for  managing  eBusiness 
nfrostructure.  But  we  didn't  stop  there-we're  also  the  world  leader  in  security  and  storage 
software.  Every  day,  our  software  handles  over  180  million  transactions,  protects  $50  billion 
n  wire  transfers  and  stores  40  million  security  exchanges.  Expertise  doesn't  happen 
overnight.  It's  taken  25  years  of  hard  work  and  leadership  to  get  to  be  the  best.  So 
A/hen  we  say  you  can  trust  every  one  of  our  18,000  employees  around  the  world  to  deliver 
he  software  and  service  that  your  eBusiness'  success  depends  on,  we  really  mean  it. 


Computer  Associates^ 


:LL0  TOMORROW     WE  ARE  COMPUTER  ASSOCIATES     THE  SOFTWARE  THAT  MANAGES  eBUSINESS" 


ca.com 


001  Computer  As'^c^riatp^  International,  Inc.  (CA).  Ail  trademarks,  trade  names,  service  marks,  and  logos  referenced  herein  belong  to  their  respective  companies. 
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Detou 


Business  has  a  new  enemy  post-Sept.  II:  security  snags. 
Flextronics  is  fighting  back,  by  kerrya.  dolan 


INDIVIDUALLY  THEY  ARE  SMALL.  COLLECTIVELY  THEY 
represent  a  staggering  burden  on  business  and  trade. 
These  are  the  impediments  to  the  movement  of  people 
and  goods  brought  on  by  Sept.  1 1 :  the  wasted  hours  of 
employees  showing  IDs  to  get  into  their  building,  the 
delays  at  the  airport,  the  backlog  of  trucks  at  the  bor- 
der, the  increased  cost  of  air  freight,  the  dead  weight  of  higher 
insurance  premiums.  Add  up  these  insults  to  the  economy 
and  there  is  no  doubt  that  they  are  hobbling  international 
trade,  hurting  U.S.  business  productivity  and  prolonging  the 
recession. 

Alice  Schroeder,  a  Morgan  Stanley  insurance  analyst,  pegs 
the  "cost  of  risk" — higher  premiums  and  increased  risk  of  unin- 
sured losses — at  up' to  $25  billion  this  year.  The  top  ten  Wall 
Street  firms  will  spend  half  a  billion  dollars  in  total  to  upgrade 
their  disaster- recovery  capabilities.  Air  cargo  costs  have  risen 
nearly  7  cents  to  an  average  of  60  cents  per  pound  because  of 
higher  security  costs.  Myriad  firms  have  diverted  manpower  to 
update  antiterror  plans.  This  new  fi  iction  is  sand  in  the  gears  of 
the  global  multinational  corporation. 

"Courtesy  of  a  world  worried  abom  global  terrorism,  you 
have  the  equivalent  of  a  tax  on  cross-border  connectivity,"  says 
Stephen  Roach,  chief  economist  at  Morgan  Stanley. 
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The  tentacles  of  post-Sept.  1 1  friction  touch  almost  every  in- 
dustry, but  they  are  felt  most  in  businesses  that  deal  with  trans- 
portation and  logistics  across  U.S.  borders.  Take  apart  a  Palm 
handheld  organizer,  and  you'll  find  parts  from  Japan,  Korea  and 
Mexico.  That  poses  problems  for  Palm's  contract  manufacturer, 
Flextronics  International.  Though  Flextronics'  main  California 
office  is  2,900  miles  from  New  York,  the  ripple  effect  has  altered 
many  decisions  made  by  the  manufacturer.  At  its  100  factories  in 
28  countries  on  four  continents,  Flextronics  churns  out  half  a 
million  products  daily — printers  for  Hewlett-Packard,  cell  phones 
for  Motorola  and  handhelds  for  Palm.  It  then  delivers  the  prod- 
ucts to  distribution  centers  and  customers  in  the  U.S.,  Europe 
and  Asia.  Even  under  normal  circumstances  the  logistics  are 
daunting.  Since  mid-September  they  have  been  further  compli- 
cated by  border  tie-ups,  tighter  security  checks  and  increased 
shipping  costs. 

Solving  these  problems  is  crucial  to  this  company's  fiiture. 
Says  Michael  Marks,  chief  executive  of  Flextronics:  "People  are 
concerned  about  this,  but  we're  on  the  forefi^ont  of  making  our 
customers'  lives  easier." 

Flextronics,  like  others,  had  bad  delays  in  the  days  after  the 
terrorist  attacks,  but  since  then  deliveries  have  been  on  time  or 
only  a  few  hours  late,  says  logistics  chief  Thomas  Wright.  The 


POST-9/11  SECURITY  SNAGS 


"People 
but  we' 


extra  effort  to  make  that  happen  added  friction  to  the  process  of 
doing  business. 

Smart  companies  were  figuring  out  how  to  reduce  logistical 
snafus  even  before  the  terrorists  struck.  Now  companies  have  no 
choice.  Insurance  premiums  will  go  up  for  just  about  every  busi- 
ness, though  some  companies  will  increase  their  deductibles  or 
reduce  the  coverage  they  carry.  On  the  security  front,  most  busi- 
nesses have  adopted  tighter  new  measures.  New  York's  Empire 
State  Building  has  increased  security  personnel  by  25%  and 
added  scanning  machines  at  all  five  entrances,  to  the  tune  of  sev- 
eral million  dollars.  The  equipment  ouday  may  prove  to  be  the 
least  of  the  buOding's  problems.  Now  visitors  have  to  wait  in  line 
to  get  to  the  elevators.  What  tenant  will  not  hesitate  before 
renewing  a  lease? 

Sand  in  the  gears  shows  up  in  ways  large  and  smaU.  Travel  is  a 
big  one.  On  Sept.  1 1  Alameda,  Calif -based  TheraSense,  which  sells 
glucose-monitoring  systems  for  diabetics,  was 
in  the  midst  of  the  road  show  for  its  uiitial  pub- 
lic offering.  When  it  resumed  three  weeks  later, 
it  had  to  resort  to  renting  a  corporate  jet  at  triple 
the  cost  of  business  class,  says  Chief  Executive 
Mark  Lortz.  "With  all  the  uncertainty  and  the  long  lines  at  air- 
ports, we  never  would  have  been  able  to  do  that  back-to-back  travel 
on  a  commercial  airline,"  he  explains. 

Following  Sept.  1 1  the  airlines  imposed  a  security  surcharge 
on  cargo  averaging  15  cents  per  kilo.  Some  customers  have  side- 
stepped the  increase  by  sending  goods  by  ship,  says  Richard 
Zablocki,  a  managing  director  at  Emery  Worldwide.  At  Cypress, 
Calif -based  Universal  Electronics,  some  once  highly  mobile  em- 
ployees remain  reluctant  to  travel.  For  now  they're  making  their 
sales  calls  on  the  phone.  At  some  point  that's  going  to  hurt  revenue. 

Sometimes  the  anticipation  of  hassles  is  enough  to  divert 
business.  Traffic  from  the  Canadian  border  into  Detroit  is  down 
as  much  as  40%  fi-om  a  year  ago.  Yet  Customs  officials  still  need 
the  assistance  of  the  National  Guard  and  local  law  enforcement 
officers  to  keep  the  traffic  moving.  "The  risk  here  is  that  all  of 
the  additional  support  is  temporary.  Unless  things  are  done  to 
address  the  problem,  we  could  return  to  a  state  of  crisis  any  day," 
says  Kevin  Smith,  Customs  director  at  General  Motors. 

Avoiding  crisis  could  require  adding  more  Customs  border 
agents.  Technology  could  help,  too.  GM  has  worked  with  Cus- 


toms on  a  pilot  project  that  puts  transponders  in  trucks  to  zap 
data  about  the  shipment  and  driver  to  agents  before  the  truck 
crosses  the  border.  It  now  has  taken  on  more  urgency,  especially 
since  GM  and  Ford  had  to  temporarily  shut  down  some  produc- 
tion lines  because  of  parts  shortages  after  Sept.  1 1 .  In  the  mean- 
time some  big  automakers  have  chosen  to  stock  more  inventory 
as  insurance  against  shipping  delays.  More  inventory  means 
higher  financing  costs,  which  mean  worse  profits. 

Flextronics'  business  could  be  vulnerable  to  minor  disrup- 
tions. Founded  in  1969  as  an  assembler  of  circuit  boards,  Singa- 
pore-based Flextronics  has  its  main  U.S.  office  in  San  Jose,  Calif 
When  Michael  Marks  was  named  chief  executive  in  1994,  the 
company  had  $93  million  in  revenues.  He  realized  tech  firms 
would  pay  for  design,  logistics  and  distribution,  as  well  as  assem- 
bly, so  he  acquired  companies  in  those  businesses.  Today  Flex- 
tronics is  approaching  $14  billion  in  sales,  contending  for  the 

are  CONCERNED  ABOUT  THIS, 

re  solving  customers'  problems." 


number  one  position  in  its  industry  against  archrival  Solectron. 

The  growth  was  good,  up  to  a  point.  As  Flextronics  took  on 
new  business  from  Hewlett-Packard,  Alcatel  and  others,  it  often 
bought  the  clients'  factories  and  continued  making  their  prod- 
ucts there.  That  resulted  in  a  scattershot  array  of  sites  around  the 
world.  Late  last  summer,  as  the  U.S.  economic  slowdown  thick- 
ened, the  strategy  became  unwieldy — too  many  factories  in 
high-cost  or  isolated  locations.  When  business  was  booming,  it 
was  a  way  to  meet  demand,  but  now  production  lines  were  idle. 
Yet  customers  wanted  even  lower  costs. 

Flextronics  needed  to  do  business  in  fewer  places  and  have 
products  cross  fewer  borders — goals  that  became  especially  apt 
in  the  post-terror  world.  Marks'  team  formed  a  plan  to  consoli- 
date production  into  eight  industrial  parks,  most  of  which  are  in 
low-cost-labor  locations  like  Hungary,  China  and  Mexico.  Flex- 
tronics lures  suppliers  to  set  up  at  each  park.  And  it  can  make 
products  for  several  customers  at  the  same  park,  thus  spreading 
out  risk  and  overhead.  Flextronics  had  five  such  parks  already  up 
and  running  and  liked  the  results. 

So  does  Kodak.  Flextronics  has  been  making  disposable 


-DealingJWith  Detours 


Companies  are  taking  all  sorts  of  action  to  get  around  the  new  security  snags  in  our  economy. 


PAYING 
1R  SPEED 

Dynamex,  a  same- 
day  delivery  firm. 
Problem:  Airlines 
charge  about  $5 
extra  plus  15  csnts 
per  kilo  for  cargo. 
Solution:  Pass  on 
the  charge  to 
customers. 


SEE  YOU 
ON  VIDEO 

NRG  Energy,  a 

power  company. 
Problem:  Employee 
reluctance  to  travel. 
Solution:  Replacing 
four  of  six  annual 
meetings  with 
videoconferences. 
Thank  you, 
WorldCom. 


BEWARE  OF 
BORDERS 

Commuters  from 
Ciudad  Juarez 
to  El  Paso. 
Problem:  Up  to 
three-hour  waits  to 
cross  the  border 
into  U.S. 

Solution:  Ride  bikes 
instead.  INS  even 
set  up  a  special 
bicycle  lane. 


cameras  for  Kodak  at  its  Hungarian  park  since  mid- 1999. 
Because  the  plastic-molding  and  assembly  lines  are  near  each 
other,  Flextronics  can  turn  resin  into  a  camera  in  less  than  eight 
hours.  In  20  minutes  it  can  switch  from  production  of,  say,  a  24- 
exposure  camera  without  a  flash  to  a  36-exposure  flash  camera. 
Plus,  Kodak  n  ramp  production  up  or  down  as  needed,  build- 
ing up  for  the  peak  in  summer  and  winding  down  in  the  fall. 
We  have  more  flexibility  working  with  Flextronics  in  Europe 
than  we  did  when  Kodak  was  running  its  own  plant  here,"  says 
Angelika  Theissen,  a  Kodak  manager  in  Europe. 

An  added  benefit:  Locating  more  of  its  suppliers  at  a  park 
helps  Flextronics  circumvent  some  of  the  post-9/1 1  friction.  Last 
year  a  truck  filled  with  microchips  flown  in  from  the  Philip- 
pines— and  set  for  use  in  the  new  Microsoft  Xbox  videogame 
machine — was  hijacked  on  the  drive  from  the  Guadalajara  air- 
port to  the  nearby  Flextronics  park.  But  production  wasn't 
interrupted,  because  Flex  keeps  two  weeks  of  Xbox  parts  inven- 
tory at  or  near  its  Guadalajara  site,  and  parts  suppliers  nearby 
keep  another  two  to  four  weeks  of  inventory  on  hand.  "Strange 
things  do  happen,"  says  Todd  Holmdahl,  a  general  manager  for 
ike  Kbox.  "I  have  had  a  cargo  container  of  computer  mice  fall  into 
the  ocean.  This  buffer  gives  you  the  opportunity  to  keep  your 
up  manufacturing  lines  up  and  running." 

The  park  setup  also  lets  Flextronics  produce  goods  for  the  clos- 
est market.  Palms  made  in  Hungary  go  to  the  European  market. 


Navigating  through  the  contortions: 
Flextronics'  Michael  Marks. 

those  made  in  Guadalajara  to  North  and 
South  America.  Even  that  can  be  altered  if 
demand  spikes  in  one  region.  "We've  got  the 
ability  to  optimize  where  the  product  is 
sourced  and  how  it  is  assembled,"  says  Flex- 
tronics' Wright. 

To  adopt  the  park  plan,  Flextronics  laid 
off  10,000  people,  closed  20%  of  its  factory 
space  and  took  a  $400  million  charge  in  the 
third  quarter.  Currendy  30%  of  Flextronics' 
business  goes  through  the  parks,  most  of 
which  are  being  expanded  or  are  still  under 
construction.  In  five  years  that  will  grow  to 
70%,  with  each  park  producing  $1  billion  in 
revenue.  "The  future  is  big  locations  like  these,"  Marks  says.  Cus- 
tomers agree:  Flextronics'  revenues  rose  7%  to  $3.5  billion  in  the 
quarter  ended  Dec.  31,  and,  after  a  one-time  charge,  earnings  grew 
21%  to  $82  million.  Rivals  like  Solectron  have  seen  declines. 

If  anything,  the  gridlock  that  took  hold  in  the  days  after  Sept. 
1 1  has  improved  the  sales  pitch  of  outsourcers  like  Flextronics, 
as  more  companies  eye  letting  the  experts  handle  the  logistics. 
"If  a  disaster  happens,  who's  going  to  be  better  prepared  to  solve 
it — your  own  company  or  someone  who  has  a  hundred  cus- 
tomers and  deals  with  a  thousand  details  every  day?"  suggests 
Miles  Cook,  a  vice  president  at  consulting  firm  Bain  &  Co. 

Flextronics  has  modeling  software  called  SimFlex  that  helps 
customers  figure  out  the  best  way  to  outsource.  Input  data  on, 
say,  sales  and  demand  for  Palms,  and  SimFlex  factors  in  Customs 
duties  and  tax  policies  to  help  choose  where  to  have  products 
made  and  how  to  ship  them.  The  software  was  developed  six 
years  ago  by  a  team  in  Finland  partly  for  the  Finnish  military,  to 
manage  the  movement  of  supplies  if  a  road  were  blown  up.  That 
capability  has  taken  on  added  importance  since  Sept.  11.  Flex- 
tronics acquired  the  software  last  May  and  charges  tens  of  thou- 
sands of  dollars  to  use  it.  "Customers  just  love  it,"  says  Marks. 
Palm's  supply  chief  Angel  Mendez,  calls  it  a  "superior  tool." 

Businesses  will  need  every  tool  they  can  get  as  they  adapt  to 
the  new  antiterror  obstacles,  for  ignoring  the  grains  of  sand  now 
may  result  in  janmiing  the  gears  of  commerce  later.  F 


FOREIGN 

TRAVEL 
Metabolex,  a 

biotech  firm. 
Problem:  Business 
contacts  from 
Japan  no  longer 
want  to  travel 
to  U.S. 

Solution:  Send 
execs  to  Japan. 
Sw/allow  added 
time  and  cost. 


BURNING  UP 

WONEY 
Yellow  Corp.,  a 
trucking  company. 
Problem:  Waits  of 
up  to  eight  hours 
coming  from 
Canada  and  Mexico. 
Solution:  Suck  up 
the  extra  fuel  and 
labor  costs,  keep 
prices  steady. 


JUST 

CHARTER  IT 
TheraSense,  a 

medical-device  firm. 
Problem:  Long 
waits  at  airports 
during  its  road 
show  for  IPO. 
Solution:  Rented  a 
corporate  jet  at 
triple  the  cost  of 
commercial  fares. 


yMe? 


Enron  is  hardly  alone  when  it  comes  to  creative 

OFF-BALANCE-SHEET  accounting.  I  BY  SETH  LUBOVE  AND  ELIZABETH  MACDONALD 


WHAT  MAKES  KRISPY 
Kreme,  a  chain  of 
217  donut  shops (of 
which  only  75  are 
company-owned), 
worth  $2.1  billion 
on  Wall  Street?  Per 
haps  investors  are  impressed  by  the  com 
pany's  ability  to  grow  rapidly  on  an  eye 
dropper  of  capital.  For  the  first  nine 
months  of  fiscal  2002,  capital  expendi 
tures  fell  to  $38  million  from  $59  million 
in  the  prior  year.  Yet  Krispy  Kreme  has 
expanded  along  with  its  customers'  waist- 
lines during  the  same  period,  with  earn 
ings  that  soared  73%  to  $18  million  on 
sales  that  were  up  27%  to  $277  million. 

An  impressive  feat  if  you  care  about  re 
turn  on  capital,  but  there's  a  hole  in  this 
donut.  Amid  much  hoopla  last  year,  the 
company  announced  it  would  spend  $30 
million  on  a  new  1 87,000-square-foot  mix- 
ing plant  and  warehouse  in  Effingham,  111 
Yet  that  $30  million  doesn't  show  up  any- 
where on  the  balance  sheet  or  as  part  of  the 
company's  capital  expenditures. 

Krispy  Kreme  is  still  on  the  hook  for 
the  $30  million,  but  you  wouldn't  know  it 
unless  you  decipher  the  company's  finan- 
cial filings.  The  project  is  being  financed 
with  something  called  a  "synthetic  lease," 
an  off-balance-sheet  trick  in  which  a  cor- 
poration has  all  the  practical  effects  of  a 
heavily  mortgaged  piece  of  real  estate  but 
tells  its  shareholders  that  it  neither  owns 
the  property  nor  owes  debt  on  it. 
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"Under  current  accounting,  synthetic 
leases  are  legal,"  says  Kevin  Nunnink, 
chairman  of  real  estate  consultant  Integra 
Realty  Resources.  "But  they  are  a  sub- 
terfuge, a  way  to  keep  debt  off  the  balance 
sheet." 

Krispy  Kreme  has  lots  of  company. 
Scores  of  firms,  especially  tech  outfits 
looking  to  artificially  boost  their  return 
on  assets,  have  been  quietly  burying  their 
headquarters  and  other  properties  for  the 
past  few  years  in  so-called  special  purpose 
entities,  the  same  creative  accounting 
vehicles  that  are  at  the  heart  of  the  Enron 
debacle.  Promising  the  best  of  both 
worlds,  synthetic  leases  allow  companies 
to  keep  debt  off  the  books  but  deduct 
interest  and  depreciation  as  if  they  had 
bought  and  mortgaged  the  place. 

Haven't  we  seen  this  mis- 
chief before?  A  few  decades 
ago  corporations  took  debt 
off  their  balance  sheets  by 
selling  real  estate  and  leasing 
it  back.  The  accounting  pro- 
fession responded  with  a 
crackdown  that  put  certain 
long-term  leases  right  back 
on  the  balance  sheet  as  "capitalized  lease 
obligations."  Synthetic  leases  are  simply 
an  artful  evasion  of  the  capitalized-lease 
rules,  accomplished  primarily  by  their 
short  duration. 

But  now  the  time  of  reckoning  may 
be  drawing  near  for  many  of  the  compa- 
nies that  were  sold  on  synthetic  leases  as  a 
way  to  avoid  shaky-looking  balance 
sheets.  More  bullet  loan  than  magic  bul- 
let, synthetic  leases  have  a  fatal  flaw:  The 
balloon  debt  that  finances  the  real  estate 
comes  due  in  as  little  as  three  to  seven 
years,  despite  the  fact  that  a  company  will 
likely  keep  its  headquarters  in  the  same 
place  for  decades.  That  means  the  bor- 
rower has  to  either  scramble  to  refinance 
the  debt  or  sell  the  property.  Easy  enough 
when  rates  are  steady  or  falling  and  real 
estate  is  appreciating.  But  in  a  volatile 
economy  with  turbulent  real  estate  prices, 
many  of  the  companies  that  took  out  syn- 
thetic leases  during  the  1 990s  may  be  in 
for  a  rude  awakening. 

"Everybody,  all  the  banks,  were  very 
aggressively  pursuing  borrowers  with 
synthetic  leases,"  says  Gordon  DuGan, 


president  of  W.R  Carey,  a  New  York- 
based  real  estate  investment  outfit  that 
has  helped  companies  such  as  Advanced 
Micro  Devices  and  PetsMart  get  out  of 
synthetic  leases  and  into  more  traditional 
sale/leaseback  real  estate  deals.  "Here's 
the  line:  'Don't  worry,  when  the  lease  is 
up,  we'll  roU  it  over.'  But  companies  don't 
go  bankrupt  because  they're  not  prof- 
itable. It's  because  they  owe  more  than 
they  have  in  cash  that  day." 

Until  accounting  rules  are  changed 
again,  a  synthetic  lease  can  be  treated  in 
shareholder  reports  as  an  operating  lease, 
meaning  the  monthly  payments  are  con- 
sidered current  expenses,  like  payroll  and 
utilities.  But  on  tax  returns  the  contract  is 
treated  as  a  capital  lease,  in  which  the  ten- 
ant of  the  property  controls  it  like  an 

"Under  current  accounting, 

SYNTHETIC  LEASES  ARE  LEGAL. 
But  they  are  a  subterfuge,  a  way  to 
keep  debt  off  the  balance  sheet." 

owner  and  deducts  a  large  part  of  the 
payment  as  interest  rather  than  as  a 
rental  cost. 

Not  surprisingly,  even  the  accoun- 
tants don't  always  agree  on  what  consti- 
tutes a  synthetic  lease.  Tennessee  retailer 
Dollar  General  found  that  out  the  hard 
way  last  September  when  it  had  to  restate 
its  financial  results  for  the  prior  three 
years.  Much  of  the  blame  was  attributed 
to  outside  accountants  who  decreed  that 
synthetic  leases  covering  the  headquar- 
ters, 400  stores  and  two  distribution  cen- 
ters should  be  reclassified  as  capital  leases. 
Overnight,  Dollar  General's  total  liabili- 
ties ballooned  by  $51 1  million. 

At  least  Dollar  General  had  disclosed 
the  deals  to  its  shareholders  all  along.  Not 
so  at  other  companies,  where  synthetic 
leases  may  be  swept  under  the  rug  with 
such  murky  phrases  as  "tax-retention 
operating  leases"  or  just  plain  "operating 
leases."  Enron,  for  instance,  listed  $556 
million  in  guarantees  under  "various" 
operating  leases  in  the  10-K  it  filed  last 
April,  some  of  which  included  synthetic 
lease-like  "purchase  options"  and  "resid- 


ual value  guarantees." 

"It's  pretty  obtuse.  There  is  a  lot  of 
minutiae,  issues,  details.  It's  painful,"  says 
Craig  Lund,  who's  actually  a  big  fan 
of  syndicated  leases.  His  Lund  Financial 
in  San  Jose,  Calif,  has  helped  arrange 
leases  for  big  tech  outfits  that  include 
Cisco  Systems,  Cypress  Semiconductor 
and  Coherent. 

One  tip-off:  the  words  "restricted 
cash"  or  other  hints  that  some  of  the  com- 
pany's money  is  tied  up  to  guarantee  a 
lease  obligation.  Buried  deep  in  the  third- 
quarter  filing  of  an  outfit  called  Lexicon 
Genetics,  for  instance,  is  the  revelation 
that  it  had  to  set  aside  $26  million  of  its 
$176  million  in  cash  and  cash  equivalents 
to  cover  payments  on  a  synthetic  lease  it 
entered  into  in  2000  to  expand  offices  and 
labs  in  Texas.  Inktomi,  on  the 
other  hand,  uses  a  bit  of  allit- 
erative doublespeak  to  note 
that  the  synthetic  lease  on  its 
Foster  City,  Calif  headquarters 
"limits  the  liquidity"  of  $120 
million  in  cash. 

Cisco  revealed  in  its  latest 
10-K  that  it  had  set  aside  $L26 
billion  of  "investment  securities"  as  collat- 
eral on  what  the  company  simply  calls 
"leases"  for  9.5  million  square  feet  of  build- 
ings in  San  Jose  and  elsewhere.  But  the 
leases  have  all  the  trademarks  of  synthetic 
leases,  including  the  company's  guarantee 
of  a  residual  value  on  the  real  estate  of  $1.53 
billion.  Gee,  the  last  time  you  rented  a  beach 
house,  did  you  guarantee  a  residual  value  to 
the  landlord?  A  Cisco  flack  admits  the  leases 
are  synthetic  leases  in  all  but  name. 

When  Cisco's  leases  are  up  in  the  next 
few  years,  will  the  properties  be  worth  the 
$161  a  foot  it  has  guaranteed?  In  Silicon 
Valley's  postbubble  economy,  where  a 
good  chunk  of  the  properties  are  located, 
they  might  not  be. 

"Until  now,  there  have  been  few  prob- 
lems with  synthetic  leases,  but  that  has 
more  to  do  with  the  strong  economy  than 
the  concept,"  says  Stuart  Saft,  a  real  estate 
attorney  with  New  York's  Wolf  Halden- 
stein  Adler  Freeman  &  Herz,  and  a  critic 
of  the  deals.  "As  the  economy  continues 
to  weaken  and  we  see  more  economic 
dislocations,  I  believe  we  wUl  begin  to  see 
the  synthetic  leases  unravel."  F 


F    n    R    R    F    S   .   Fphriiarv  18  7nn7  57 


AFTER  ENRON 


TIMEBOMBS 

in  the  Vauft 

Like  ENRON,  the  nation's  biggest  banks  have 

risky  off-balance-sheet  liabilities  that  are  barely  disclosed. 
Brace  for  the  next  disaster.  I  byrobertlenzner 


THEY  DIDN'T  WANT  TO  DO 
it,  but  they  had  no  choice: 
J. P.  Morgan  Chase,  Citi- 
group, Bank  of  America  and 
other  banks  shelled  out  un- 
secured loans  of  $3  billion 
to  the  doomed  Enron  Corp. 
in  October,  weeks  before  the  firm  col- 
lapsed into  Chapter  1 1  amid  accusations 
of  fraud,  self-dealing  and  a  cover-up. 

The  fallout  was  ugly.  The  $3  billion 
loan  sells  at  20  cents  on  the  dollar  today, 
posing  a  potential  writeoff  of  $2.4  billion 
for  the  46  banks  involved.  All  told,  J.P. 
Morgan  Chase's  total  Enron  exposure 
cost  it  $450  million  in  the  December 
quarter,  pushing  the  bank  into  the  red. 
Citigroup  took  a  charge  of  $228  million 
and  could  be  forced  to  take  still  more, 
given  Enron's  moribund  state;  the  sum 
amounts  to  only  50%  of  its  unsecured 
exposure  to  Enron.  Northern  Trust  took 
a  $43.5  miEion  charge. 

The  banks  were  forced  to  throw  good 
money  after  bad  because,  six  months  ear- 
lier, they  had  agreed  (in  exchange  for  mea- 
ger fees)  to  cover  Enron's  financing  needs 
should  the  high-flying,  investment-grade 
energy  giant  ever  find  itself  in  real  trouble. 
Hey — who  knew?  But  this  multibillion- 
doUar  exposure  was  never  shown  on  the 
banks'  balance  sheets  as  outstanding 
loans,  because  they  aren't.  Instead,  the  ill- 
advised  promises  were  listed  in  the  foot- 
notes to  the  banks'  financial  statements. 

hi  the  Enron  aftermath,  "off-balance- 
sheet"  has  a  bad  ring.  Regulators  vow  to 


force  banks  to  disclose  such  promises 
more  openly  and  increase  their  reserves 
against  potential  future  losses  from  this 
activity.  More  reserves  means  lower  earn- 
ings and  lower  stock  prices. 

The  sad  truth  about  lending:  Bad 
things  happen  to  good  companies.  Xerox, 
Lucent  and  Kmart,  among  others,  have 
drawn  down  billions  in  bank  loans  as 
their  credit  ratings  have  sunk,  calling  in 


promises  made  by  banks  when  these  bor- 
rowers looked  a  lot  more  solid. 

The  stakes  are  huge.  Last  year  corpo- 
rate defaults  set  an  alltime  record  with 
211  issuers  of  debt  unable  to  service  $115 
billion  of  obligations,  says  Standard  & 
Poor's.  U.S.  banks'  total  obligation  in  off- 
balance-sheet  promises  is  a  staggering  $5 
trillion,  more  than  triple  the  exposure  in 
the  last  recession  in  1991,  says  Prudential 
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2001  Acura  Division  of  American  Honda  Motor  Co..  Inc.  MDX  with  Touring  Package  shown.  Acura  anS 
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Securities  analyst  Michael  Mayo. 

A  partial  hit  list:  I. P.  Morgan  Chase 
has  made  $224  billion  of  such  commit- 
ments, about  as  much  as  it  has  in  out- 
standing on-balance-sheet  loans.  Citi- 
group has  off-balance-sheet  exposure  of 
$200  billion,  up  from  $176  billion  in 
1999.  Bank  of  America  carries  $228  bil- 
lion of  commitments  that  "are  legally 
binding,"  according  to  a  footnote 
in  its  annual  report. 

Reserves  for  potential  losses 
from  these  commitments:  tiny. 
The  accepted  practice  in  bank 
accounting  is  to  set  up  significant 
loan-loss  reserves  only  when  the 
commitment  is  availed  of  and  the 
arrangement  becomes  an  on-bal- 
ance-sheet loan. 

Some  of  this  $5  trillion  is  for  credit 
card  limits  that  consumers  have  not  yet 
exhausted.  The  scarier  part.  Mayo  says,  is 
$1  trillion  committed  to  companies  that 
could  get  into  trouble. 

Roughly  a  third  of  the  $5  trillion  total 
represents  pledges  to  step  up  to  the  plate 
if  the  corporate  borrower  can't  refinance 
its  commercial  paper.  If  the  recession  per- 
sists and  credit  ratings  deteriorate  for 
once-healthy  titans,  these  backup  loans 
will  be  taken — and  banks  will  be  worse 
off  for  it. 

"This  is  the  fallen  angel  syndrome," 
says  analyst  Lori  Appelbaum  of  Goldman 
Sachs.  "You  promise  to  lend  to  a  com- 
pany with  an  almost  zero  chance  of 
losing  money — and  you  end  up  with 
Kmart,  Owens-Corning,  Xerox  and 
Finova."  Tanya  Azarchs,  a  Standard  & 
Poor's  credit  analyst,  adds  that  off- 
balance-sheet  loan  commitments 
"are  tapped  at  the  very  moment  the 
banks  would  prefer  not  to  lend" — 
when  the  clients  get  in  trouble. 

So  why  do  banks  make  these 
commitments  on  such  a  massive 
scale?  There  isn't  much  money  in  it. 
The  typical  fee  for  agreeing  up  front 
to  lend  to  a  blue-chip  client  is  12  basis 
points,  or  $1.2  million  a  year  on  a  $1 
billion  commitment.  The  $3  billion 
drawdown  at  Enron  was  yielding  the 
participating  banks  only  $3  miUion  a 
year  as  a  standby  fee. 

The  best  explanation  is  that  banks 


make  the  off-balance-sheet  pledges  as  a 
favor,  hoping  to  win  a  client's  business  the 
next  time  it  offers  stock  or  buys  a  company, 
says  James  Davis,  president  of  Loan  Pricing 
Corp.,  a  New  York  concern  that  identifies 
trends  in  corporate  lending  markets. 

"What  banks  charge  for  potential 
lines  of  credit  is  not  commensurate  with 
the  risks  they  are  running,"  says  professor 


"This  is  fallen  angel  syndrome. 

Lend  to  a  company  with 
ZERO  CHANCE  OF  DEFAULT 
and  you  end  up  with  Kmart." 


Jose  Scheinkman,  a  Princeton  University 
economist. 

A  regulatory  crackdown  may  bring 
the  off-balance  issue  to  a  head.  The  Secu- 
rities &  Exchange  Commission  wants 
more  complete  disclosure  of  off-balance- 
sheet  liabilities  of  banks  as  well  as  indus- 
trial companies.  It  bemoans  a  "lack  of 
transparent  disclosure." 

An  even  bigger  threat  is  a  proposed 
new  accounting  rule  that  would  require 
banks  to  "mark  to  market"  any  loan  com- 
mitments that  can  be  traded  in  the  sec- 
ondary market.  Meaning:  no  more  heads 
in  the  sand,  at  least  where  an  objective 
value  can  be  put  on  the  bank's  exposure. 
A  J. P.  Morgan  Chase  spokesman 

Off  Balance  and  Out  of  Kilter 


These  banks  made  big  promises  to  good 
companies  during  good  times.  Now  times  have 
changed  and  promises  are  being  called  in. 

LENDING-RELATED  OFF-BALANCE 
SHEET  COMMITMENTS 


Atrisk^ 

%  of  loans 

Bank 

(Sbil) 

outstanding 

Citigroup 

$171.8 

15.7% 

Banii  of  America 

163.1 

24.7 

J.P.  Morgan  Chase 

142.6 

36.1 

Bank  One 

88.4 

29.2 

FleetBoston 

70.0 

28.6 

Wachovia 

61.8 

27.0 

U.S.  Bancorp 

51.8 

22.9 

Wells  Fargo 

51.4 

11.3 

'Total  credit  commitments  with  original  maturity  exceeding  one  year, 
Including  financial  standby  letters  of  credit  and  performance  standby 
letters  of  credit.  Source:  Prudential  Securities. 


argues  the  new  rule  would  cover  only  a 
fraction  of  the  off-balance-sheet  liabilities 
and  therefore  isn't  a  problem.  But  Appel- 
baum of  Goldman  contends  the  mark-to- 
market  rule  should  apply  to  the  big 
chunk  that  is  most  at  risk — the  $1.6  bil- 
lion pledged  as  backup  lines  for  commer- 
cial paper. 

Some  banks  woke  up  early  to  the  risks 
and  are  reducing  their  off-bal- 
ance-sheet loan  commitments  as 
fast  as  they  can.  PNC  Financial 
Services  Group  in  Pittsburgh  has 
reduced  its  exposure  by  $37  bil- 
lion, or  63%,  since  1998.  PNC  cut 
back  by  taking  a  loss  on  the  com- 
mitments and  then  offering  them 
for  sale  at  reduced  prices  to  other 
banks,  insurance  companies  and  the  like. 

Likewise,  when  former  Citigroup 
executive  James  Dimon  took  over  Bank 
One  in  1999,  he  spotted  the  off-balance 
problem.  "We  had  too  much  aggregate 
risk  and  too  much  individual  risk.  And 
we  weren't  being  properly  compensated 
for  it,"  he  says. 

So  Dimon  chopped  out  $25  billion  of 
off-balance-sheet  exposure,  most  of  it  for 
backup  lines  for  commercial  paper.  "This 
helped  us  reduce  our  unfunded  liabilities 
from  around  $80  billion  to  $55  billion," 
he  says.  "We  let  them  run  off  and  paid 
some  small  compensation  to  get  out  of 
the  liabilities." 

But  at  most  big  banks  the  off-bal- 
ance gambit  continues  unabated, 

  sometimes  at  bitter  cost.  Case  in 

point:  Kmart,  once  a  seemingly 
invincible  retailer.  In  better  times  a 
passel  of  banks  promised  to  lend  it 
$1.5  billion  if  it  ever  ran  into  trou- 
ble issuing  commercial  paper,  push- 
ing the  commitment  off  their  bal- 
ance sheets.  In  November  Kmart 
took  them  up  on  the  promise,  and 
suddenly  it  is  all  too  visible  as  a  los- 
ing proposition. 

J.P.  Morgan  Chase  handed  Kmart 
$118  mUlion,  Fleet  Boston  $120  mil- 
lion. Bank  of  New  York  $105  million, 
Wachovia  $82  million  and  Bank  One 
$66  million.  Losses  are  all  but 
assured:  Kmart  went  Chapter  1 1  in 
late  lanuary  and  now  the  loans  trade 
at  50  cents  on  the  dollar.  F 
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You  listen  to  an  e-mail 


on  your  cellphone.  So  you  save  valuable  time 


when  on  the  road.  It's  possible  when  Avaya  transforms  your  company's  voice  and  data  systems 
by  getting  them  working  together  Reliably  Securely  With  our  innovations  in  voice  and  in-depth 
expertise  in  data,  efficiency  becomes  the  rule,  not  the  exception.  Find  out  why  more  than  90% 
of  the  FORTUNE  50(F  use  Avaya  communications  to  power  their  business,  visit  avaya.com/nowone. 


COMMUNICATION  WITHOUT  BOUNDARIES 


Kings  of  Royalty 


IT  SEEMED  LIKE  A  BUM  DEAL.  THE  STILLWATER  PALLADIUM 
mine  in  Montana  was  only  partly  built,  and  Russia  was 
expected  to  unleash  vast  stores  of  the  metal  soon.  Prices 
were  sure  to  tumble.  Or  so  went  conventional  wisdom.  Sey- 
mour Schulich  of  Franco-Nevada  Mining,  who  had  worked 
for  four  years  to  get  a  piece  of  Stillwater,  thought  the  Russ- 
ian threat  exaggerated.  So  when  a  royalty  on  the  mine  came  up 
for  sale  in  April  1998,  he  offered  $36  million,  topping  the  next- 
best  offer  by  20%. 

"Opportunity  comes  to  those  who  are  patient  and  who  can 
write  a  big  check,"  says  the  62-year-old. 

Over  the  next  four  years  palladium  prices  quintupled  to 
$1,085  an  ounce.  The  mine  generated  $17  million  in  royalties, 
nearly  half  Schulich's  cost,  and  should  be  good  for  another  $  1 2 
million  a  year  over  50  years. 

It  would  be  easy  to  dismiss  the  Stillwater  win  as  sheer  luck  if 


the  frugal  Schulich  and  his  French-Canadian  colleague,  54-year- 
old  Pierre  Lassonde,  had  not  pulled  off  plent)'  of  similar  stunts 
before.  Through  uncanny  bets  on  commodity  prices  and  shrewd 
royalty  deals,  Franco's  bosses  have  managed  to  return  38% 
annually  to  shareholders  since  taking  Franco-Nevada  public  18 
years  ago.  What's  more,  the  two  pulled  this  off  in  gold  mining, 
one  of  the  toughest  places  to  make  money  in  the  last  two 
decades.  The  duo's  9%  stake  in  Franco  is  worth  $235  million, 
but  now  they're  betting  it  all  in  a  final  wager:  that  history  will 
reverse  and  gold  will  rise  again. 

They  arrived  at  that  bet  after  months  in  which  the  fate  of 
Franco-Nevada  hung  in  the  balance.  Last  April  the  Toronto- 
based  company  bought  20%  of  Normandy  Mining  of  Australia. 
A  few  months  later  Normandy  became  the  target  of  a  bidding 
war  between  two  gold  mining  giants.  The  value  of  Franco's  stake 
in  Normandy  has  since  more  than  doubled.  Now  shareholders 
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of  the  recently  crowned  winner  of  Normandy — Newmont  Min- 
ing of  Denver — will  vote  on  whether  to  add  Franco  to  their  pur- 
chase. If  they  do,  the  three-way  deal  would  give  tiny  Franco,  with 
just  21  employees  now,  a  32%  stake  in  the  world's  largest  gold 
company,  which  employs  14,000. 

Newmont  Mining  is  for  gamblers — it's  one  of  the  few  gold 
producers  that  doesn't  sell  much  of  its  output  forward  to  hedge 
against  a  fall  in  gold  prices.  This  means  big  profits  if  gold  rises. 
But  if  the  price  drops  far  enough,  Newmont's  fortunes  vanish. 

Franco,  which  went  public  in  1983  as  a  gold-exploration 
company,  had  an  inauspicious  start.  The  two  investors  sifted 
through  43  deals  without  much  luck.  Then  Schulich,  who  had 
made  millions  buying  oil  and  gas  royalties,  had  an  idea:  If  roy- 
alty deals  worked  for  oil  and  gas,  why  not  gold?  The  two  floated 
the  idea  to  Canadian  and  American  investors  but  got  the  cold 
shoulder.  Royalties  in  gold  were  traded  almost  exclusively 
among  mining  companies,  and  no  one  had  tried  to  break  into 
the  business  before.  The  two  decided  to  make  a  run  at  it  anyway, 
using  $930,000  from  a  secondary  stock  offering  in  1985. 

Their  first  deal,  in  1986,  was  for  the  rights  to  a  4%  cut  of  rev- 
enues, plus  a  few  smaller  royalties,  on  land  in  Nevada  where  a 
mine  run  by  Western  States  Minerals  was  pulling  44,000  ounces 
of  gold  annuaUy  from  near  the  surface.  The  two  offered  $2  mil- 
lion for  the  royalties,  half  the  cash  on  Franco's  balance  sheet,  fig- 
uring the  gold  already  discovered  would  allow  them  to  break 
even  someday  even  if  there  were  no  gold  deeper  in  the  ground. 
No  one  else  bid.  Within  a  year  more  gold  was  discovered  and 
annual  production  doubled.  The  royalties  now  generate  $23 
million  annually,  and  reserves  stand  at  24  million  ounces. 

"We  like  to  buy  annuities,"  says  Schulich,  "but  with  liens 
attached  on  anything  else  that's  found." 

Two  years  later  Franco  bought  a  royalty  on  a  gold  mine  in 


a  drill  bit,  it  would  likely  have  had  no  clue  any  gold  was  below. 

A  contrarian  instinct  helps,  too.  Shares  in  Voisey's  Bay,  a 
Labrador  nickel  mine,  fell  from  $27  to  $4  in  two  years  after  spec- 
ulators panicked  over  falling  nickel  prices  and  political  setbacks 
to  the  project.  In  October  1998,  with  the  stock  near  its  low,  Las- 
sonde  invested  $50  million.  He  has  since  sold  the  shares  for  $55 
million,  plus  warrants  now  worth  $10  million. 

"People  have  visions  of  sugarplums.  You  bet  against  them," 
says  Lassonde.  "Fear  sets  in.  You  bet  against  them  again." 

Last  April  Franco  announced  the  sale  of  Midas  to  Nor- 
mandy for  20%  of  the  Australian  company's  shares  and  a  5% 
royalty  on  the  mine.  In  September  AngloGold  of  South  Africa 
offered  74  cents  a  share  for  Normandy.  The  deal  would  have 
given  Franco  a  60%  gain,  but  Schulich  and  Lassonde  figured 
they  could  get  more.  They  lobbied  Newmont  to  put  in  its  own 
bid  and  buy  all  of  Franco,  too.  Newmont  bid  three  times, 
finally  offering  $1  a  share  for  Normandy.  Newmont  will  also 
hand  over  $2.5  billion  of  its  shares  to  Franco  shareholders  for 


Golden  Touch 

Franco  has  returned  38%  annually  since  going  public,  as  gold 
prices  fell.  Now  it  is  tying  its  fortune  to  the  beleaguered  metal. 
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Sources:  FT  Interactive  Data  via  FactSet  Research  Systems:  Bloomberg  Financial  Markets. 


A  pair  of  mining  investors  amassed  a  $235  million  fortune  as  metals 
prices  tumbled.  Now  they're  risking  it  all  in  a  last  bet  that  gold- 
one  of  the  hardest  hit— will  rise  again.  |  by  Bernard  condon 


California  called  Castle  Mountain.  It  turned  out  to  be  a  money- 
loser  for  the  operator  and  was  closed.  Yet  Franco  did  fine — it 
had  already  collected  triple  the  $2.8  million  it  had  paid.  Franco 
went  on  to  buy  royalties  on  diamond  mines,  platinum  mines 
and  oil  and  gas  deposits,  but  gold  is  where  it  shines. 

The  two  founders  complement  each  other.  Schulich  instinc- 
tively looks  for  ways  to  protect  the  downside  in  a  deal.  Lassonde, 
once  Canada's  top  gold-fund  manager,  has  a  good  gut  as  to 
where  metal  is  buried.  The  contrast  extends  to  lifestyles. 
Schulich  drives  a  seven-year-old  Lincoln  and  lives  in  a  house  he 
bought  25  years  ago;  Lassonde  has  a  $232,000  Ferrari  and  a  new 
mansion  in  Toronto's  tony  Forest  Hills. 

Yes,  luck  plays  a  role.  The  only  mine  that  Franco  owned  out- 
right— Midas,  in  Nevada — is  pulling  $65  million  worth  of  gold 
a  year  from  a  narrow  but  long  and  deep  deposit.  If  Franco  had 
shifted  5  feet  to  either  side  of  the  spot  on  which  it  chose  to  sink 


absorbing  that  company. 

If  all  goes  according  to  plan,  Lassonde  will  become  New- 
mont's president  and  Schulich  a  director.  They  intend  to  sell 
$700  mOlion  of  assets  and  pay  down  debt.  And  by  not  hedging, 
they  wQl  bet  their  fortunes  that  gold  wUl  rise.  Schulich  bases  his 
bullishness  on  demand.  He  thinks  the  dollar  will  fall  soon,  given 
the  high  U.S.  current  account  deficit.  The  price  of  gold  wQl  then 
rocket  as  investors  seek  safe  havens.  Lassonde  traces  his  bullish- 
ness to  supply.  He  estimates  that  more  than  a  third  of  the  new 
supply  of  gold,  excluding  central  bank  sales,  will  disappear, 
thanks  to  shuttered  mines.  Short-seUers  will  scramble  to  cover. 

And  what  if  gold  goes  nowhere?  Schulich  and  Lassonde 
won't  suffer.  They  are  selling  Franco  at  a  rich  35  times  estimated 
earnings  this  year  before  taxes,  depreciation  and  capital  expen- 
ditures on  new  mines.  They  are  buying  Newmont  at  only  seven 
and  a  half  times.  That's  not  luck.  That's  pure  shrewdness.  F 
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Fortune  can  smile  -  on  those  who  choose  the  right 

wealth  manager.  Just  don't  go  looking  for  the  right  wealth  manager  at  one  of  those 
investment  firms  that  handles  lots  of  other  business,  like  investment  banking  or  corporate 
lending.  You  may  end  up  with  an  off-the-shelf  solution  because  they  didn't  have  the  time  or 
expertise  to  go  the  extra  mile. 

Fortunately,  you  can  find  what  you  need  at  U.S.  Trust.  Because  we  have  only  one  business: 
wealth  management  -  true  wealth  management  -  which  means  dedicating  the  time  and  the 
right  people  to  deliver  truly  customized  solutions  for  every  client. 

It  starts  with  a  portfolio  manager,  like  David  Tillson.  He  works  with  a  team  of  specialized  experts 
(as  well  as  your  personal  advisors)  regarding  all  things  that  can  impact  your  financial  affairs. 
Like  estate  planning,  private  banking,  risk  management,  and  tax  planning.  With  affluent  clients 
having  income  tax  rates  of  nearly  40%,  and  estate  tax  rates  of  50%,  you'd  be  amazed  how  a 
tax  specialist  can  help. 

This  level  of  attention,  and  much  more,  is  why  so  many  people  at  the  top  of  their  game  - 
be  they  key  partners  of  Wall  Street  firms,  heads  of  America's  largest  corporations,  or  owners 
of  successful  businesses  -  rely  on  us.  And  why  so  many  affluent  individuals  have  come  to  us 
since  1853.  We  hope  it's  our  good  fortune  to  show  you  what  we  can  do  for  you.  Let's  talk  - 
at  1  800  US  TRUST  -  ask  for  Richard  Foley,  Managing  Director.  Or  visit  us  at  www.ustrust.com. 


The  expert  in  wealth  management. 
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Napster  isn't  gone,  it  just  went  to  the  multiplex. 
Thousands  of  college  students  swap  pirated 
TV  shows  and  films  over  the  Internet.  Next  stop: 
your  living  room.  Hollywood  is  nervous.  Cable 
companies  are  petrified.         by  scott  woolley 


JACK  VALENTI,  HEAD  OF  THE  MOTION  PICTURE 
Association  of  America,  fired  off  an  angry  letter  to  Stan- 
ford University  President  John  Hennessy  in  December. 
Valenti  had  heard  that  Stanford  students  were  giddily 
downloading  pirated  movies  to  their  PCs  from  a  server 
within  the  campus  network.  The  school  had  it  disconnected,  but 
the  pirates  are  still  at  it.  Hooked,  they  have  resorted  to  somewhat 
slower  downloads  from  the  public  Internet. 

"There's  a  great  deal  of  thievery  going  on  on  college  cam- 
puses," Valenti  fumes. 

Though  the  Napster  song-swapping 
Web  service  has  gone  silent,  some  of  its  70 
m.illion  users  are  moving  up  the  content 
food  chain  to  filmed  entertainment.  The 
MPAA  says  online  fans  illegally  copy  films 
350,000  times  a  day  on  the  Internet,  and  the 
fad  is  growing  at  a  Napsterish  pace. 

What  bandwidth-rich  students  pioneer, 
middle  America  soon  mimics.  The  stakes 
are  huge — even  more  valuable  assets  are  in 
jeopardy  than  Napster  put  at  risk;  an  hour  of 
a  feature  film  typically  costs  $25  million  to 
produce,  an  hour  of  music  costs  far  less.  The 
Napsterization  of  video  could  forever 
change  the  behavior  of  fUmgoers.  It  also  pits 
Hollywood  against  the  cable  and  satellite 


Broaderband 

Modem  speeds  are  in  a  steady  climb.  If 
they  keep  rising  at  the  current  rate,  TV 
over  the  Net  will  rival  broadcast  quality. 

56.6  kilobits  per  second 
download  speeds  widely  available. 
Limited  to  basic  Web  surfing.  ^ 

385  kilobits  per  second  P 
speeds  widely  available.  Good  for 
overnight  movie  downloads. 

2-megabit-per-second  down- 
load speeds  widely  available.  Good  for 
on-demand  broadcast-quality  TV. 


carriers  that  offer  its  movies,  as  well  as  elec- 
tronics makers. 

Sony,  Microsoft,  TiVo  and  a  wave  of 
other  companies  are  flooding  the  market 
with  products  for  the  living  room  that  can 
receive  TV  shows  and  films  via  traditional 
cable,  broadcast  and  satellite  hookups — and 
also  the  Web.  Some  of  the  devices  can  also 
send  the  video  back  out  to  friends  and  fam- 
ily over  the  same  speedy  Net  connections. 
The  newest  of  these  set-top  boxes  can  store 
the  equivalent  of  30  feature-length  films,  a 
few  even  more. 

The  first  model,  Sonicblue's  ReplayTV 
4000,  started  shipping  in  November.  Last 
month,  at  the  Consumer  Electronics  Show 
in  Las  Vegas,  such  devices  took  center  stage 
with  new  boxes  from  TiVo  and  newcomer 
Moxi,  whose  console  took  the  show's  top 
prize  (see  story,  p.  90).  Microsoft  designed 
its  hot  new  Xbox  videogame  player  to  grow 
into  a  simOar  multifunctional  digital  hub. 

Two  popular  file-swapping  software 
programs  already  enable  video  piracy  via 
PC:  Morpheus  and  Ka2aa,  which  are  used 
mostly  to  transport  songs  and  grainy 
reruns  of  Seinfeld,  The  Simpsons  and  South  Park.  Morpheus, 
which  claims  20  million  users,  is  owned  by  MusicCity,  a  private 
company  in  Tennessee;  Kazaa,  which  was  recently  sold  to  a  pri- 
vate Australian  company  called  Sharman  Networks,  boasts  17 
million  users. 

Unlike  Napster,  Morpheus  and  Kazaa  are  much  harder  to 
stomp  to  death  by  litigation.  They  lack  central  servers  that  lawyers 
can  target.  Undeterred,  Hollywood  is  waging  a  courtroom  as- 
sault: The  MPAA  sued  Morpheus'  and  Kazaa's  owners  in  October 
to  halt  their  file-swapping.  A  group  of  tele- 
vision networks  sued  Sonicblue  over  its 
new  Replay  box,  objecting  to  its  ability  to 
automatically  skip  ads  in  TV  shows  and 
share  the  programs  with  other  Replay  users. 

Hollywood  is  counterpunching  in  the 
market,  too.  Having  watched  the  music  in- 
dustry writhe  in  agony  over  Napster,  enter- 
tainment titans  quickly  closed  ranks  to 
wring  a  buck  out  of  the  video-swapping 
phenomenon.  Five  major  studios — MGM, 
Sony,  Paramount,  Universal  and  Warner 
Bros. — have  started  a  joint  venture  to  offer 
movies  over  the  Internet. 

"Consumers  have  demonstrated  their 
interest  in  accessing  entertainment  through 
this  new  medium,  and  we  intend  to  provide 
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a  secure,  reliable  and  legiti- 
mate alternative,"  says  a 
spokesman  for  the  venture. 

The  project,  code-named 
Moviefly,  which  they  hope  to 
debut  this  summer,  is  about  to 
hire  its  first  chief  executive  and 
is  busily  encoding  its  movies 
for  secure  distribution.  The 
aim  is  to  have  a  Web  site 
where  users  log  on,  scan  a  list 
of  thousands  of  films  and  pick 
one  to  download  for  $3  to  $6. 
The  flick  would  be  encrypted 
and  designed  to  self-destruct, 
Mission:  Impossible-style,  after, 
say,  24  hours. 

Studio  execs  also  talk 
privately  about  their  enthu- 
siasm for  eliminating  the 
cable  or  satellite  middleman. 
Hollywood  and  cable  evenly 
split  revenues  for  pay-per- 
view  movies,  $1.4  billion  last 
year,  up  60%  from  2000. 
With  their  own  servers,  stu- 
dios could  pocket  all  the  rev- 
enue themselves. 

But  video  downloads 
take  forever  over  the  Inter- 
net— eight  hours  for  a  90- 
minute  film  over  a  well-func- 
tioning DSL  modem.  Cable 
firms  say  that  consumers 
won't  put  up  with  the  wait. 
"It  isn't  like  plopping  your 
butt  in  the  Barcalounger  and 
pressing  a  few  buttons,"  says 
Lynne  Elander,  a  vice  presi- 
dent at  Cox  Communica- 
tions. On  Cox's  newly  upgraded  systems  in  San  Diego  and  Nor- 
folk, Va.,  viewers  can  choose  from  200-plus  movies  at  any 
minute  of  the  day. 

The  question  is  how  long  this  broadband  liinitation  will  pro- 
tect Hollywood  and  cable  alike.  Video  eats  up  far  more  bytes  than 
music:  A  two-hour  movie  occupies  as  much  disk  space  as  600 
songs.  Even  high-speed  cable  modems  and  DSL  lines  typically  run 
at  only  one-fifth  the  speed  needed  for  a  full-size  TV  picture  in  real 
time.  That  is  why,  to  date,  Web  video  has  been  confined  to  jerky 
images  in  credit-card-size  windows  on  the  PC. 

Morpheus  user  Caleb  Leak,  a  16-year-old  student  at  Mt. 
San  Jacinto  Junior  College  in  California,  picks  a  movie  before 


going  to  bed  and  must  wait  until  the  next  morning  to  view 
it — and  swap  it.  Still,  ordering  up  a  movie  on  the  Web  for 
download  "is  easier  than  driving  to  Blockbuster,"  says  TiVo 
Chief  Michael  Ramsay. 

The  bandwidth  problem  will  fade,  making  freewheeling 
video-swapping  even  easier.  For  20  years  the  speed  of  home 
online  connections  has,  with  fits  and  starts,  increased  about  35% 
per  year.  At  that  rate,  in  four  years  many  homes  will  have  access 
to  reliable  2-megabit-per-second  service,  the  magic  number  at 
which  real  video-on-demand  can  work. 

Concedes  the  MPAA's  Valenti,  with  a  sigh:  "The  respite  we  have 
is  only  temporary,  no  question  about  that."  F 
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The  Panic  Spreads 

You  can  no  longer  safely  shrug  off  Japan's  economic  crisis. 
It  just  might  drag  the  world  into  a  depression. 


BY  BENJAMIN  FULFORD 


HE  WORLD— AND 
even  the  previously 
sanguine  Japanese — is 
now  catching  on  to 
the  fact  that  Japan's 
12-year  slump  has  de- 
teriorated into  a  fijll- 
blown  crisis,  threatening  a  wild  global  ride. 
Falloffs  in  various  indicators  in  the  world's 
second-largest  economy  resemble  the 
plunge  of  countries  like  the  U.S.  into  the 


Great  Depression  of  the  1930s. 

What  about  the  theory  that  Japan  is  so 
rich  a  nation  that  it  can  buy  its  way  out  of 
a  financial  collapse?  After  all,  it  is  said,  the 
huge  debt  overhang  fi-om  the  country's  rot- 
ten banking  system  and  the  actuarial  de- 
ceit of  its  postal-  and  insurer-based  retire- 
ment systems  is  just  Japan  owing  itself  This 
is  not  Russia  or  Argentina  or  Thailand. 

No,  it's  not  Russia  or  Argentina.  It  is 
potentially  something  far  worse. 


"Japan  is  42  times  bigger  than  Thai- 
land," says  Kenneth  Courtis,  vice  chairman 
for  Goldman  Sachs  in  Asia,  referring  to  the 
country  dubbed  the  epicenter  of  the  1997 
Asian  crisis.  That  bout  cut  world  output  by 
$300  billion  in  a  year.  Japan  represents  the 
"largest  economic  crisis  since  the  1930s," 
says  Courtis.  "The  world  is  heading  for  a 
once-in-a-century  economic  crisis,"  agrees 
Ryoji  Musha,  strategist  for  Deutsche  Bank. 

How  so?  Consider  the  notion  that,  with 
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Wireless  engineers  dream  of  putting  more  of  the  world  in  the 
palm  of  everyone's  hand.  And  no  other  company  is  doing 
more  to  help  them  achieve  it  than  Agilent.  By  providing  test 
solutions  and  services  that  help  design,  deploy,  optimize  and 
manage  networks.  And  technologies  that  help  shrink  handset 
size  and  speed  product  development.  So  everything  from 
simple  e-mails  to  real-time  streaming  video  will  become 
a  wireless  reality.  Sooner  than  you  dreamed  possible. 


Agilent  Technologies 


dreams  made  real 


JAPAN 

perhaps  $11  trillion  in  savings,  the  Japan- 
ese have  enough  weahh  to  cope.  Sounds 
like  they  do,  until  you  realize  that  the  total 
on-  and  off-balance-sheet  claims  on  the 
household,  corporate  and  government  sec- 
tors in  Japan  are  about  $30  trillion,  ac- 
cording to  estimates  by  Goldman  Sachs. 
That  sum  is  six  times  Japan's  $5  trillion 
GDP.  A  like  total  of  U.S.  public  and  private 
debt:  $19  trillion,  two  times  GDP. 

Those  ratios  in  Japan  are  being  made 
worse  month  by  month,  year  by  year,  by 
deflation,  which  at  perhaps  4%  annually  in 
Japan  (measured  in  consumer  prices)  is  the 
most  pronounced  in  the  world.  Deflation 
aggravated  the  Depression  here  in  the 
1930s.  And  it  can  spread.  Cheap  Toyotas 
are  already  putting  pressure  on  Detroit's 
prices.  What  if  Japan  engineered  a  devalu- 
ation of  the  yen,  taking  it  from  133  to  the 
dollar  to  140  or  150?  Then  these  Toyotas 
would  be  even  cheaper  for  U.S.  customers. 
Says  Robert  Jay  Pelosky,  chief  global  strate- 
gist for  Morgan  Stanley:  "This  would  send 
a  price  shock  into  the  U.S.  and  Europe  at  a 
time  we  are  flirting  with  deflation." 

At  the  same  time  Japan  faces  a  debt 
bomb  at  home,  it  is  also  the  world's  largest 
creditor.  If  its  banks  were  panicked  into 
calling  in  overseas  loans,  say  by  a  run  on 
deposits,  an  economic  contraction  would 
sweep  America  and  the  globe. 

To  be  sure,  the  specter  of  a  withdrawal 
of  Japanese  money  has  yet  to  materialize 
despite  having  been  raised  for  more  than  a 
decade.  Some  economists  pooh-pooh  the 
idea  that  lenders  could  or  would  move 
much  of  these  fimds  home  to  low  yields. 
Nevertheless,  consider  what  happened  on  a 
far  smaller  scale  in  1997.  It  took  only  the 
collapse  of  a  medium-size  Japanese  bank, 
Hokkaido  Takushoku  (with  assets  worth 
$80  billion),  to  expand  Thailand's 
problems  into  a  regional  crisis,  says 
Thomas  Byrnes,  so\'ereign  risk  analyst  for 
Moody's.  Within  three  months  of  the 
bank's  collapse,  Japanese  financial  institu- 
tions pulled  $118  biUion  out  of  the  global 
economy,  mosdy  from  Asia  and  eastern  Eu- 
rope. South  Korea,  the  world's  tenth-largest 
economy,  was  effectively  bankrupted  by  the 
withdrawal  of  Japanese  money,  he  says. 

The  four  biggest  of  Japan's  troubled 
banks  alone  have  total  claimed  assets  worth 
$3.7  trillion.  It  would  not  be  just  Korea  and 


other  Asian  countries  that  would  suffer  if 
these  banks'  latent  troubles  erupted.  Japan 
is  the  world's  main  source  of  capital.  Much 
of  its  $3  trillion  in  overseas  assets  is  in  liq- 
uid instruments,  such  as  $333  billion  woi  th 
of  U.S.  Treasurys  and  bank  loans  to  the  U.S. 
and  Europe  worth  $340  billion  and  $363 
billion,  respectively.  Moody's  Byrnes  sees 
signs  that  Japanese  banks  have  already 
begun  to  repatriate  some  of  their  money.  In 
the  first  six  months  of  2001  (second-half 
numbers  have  not  been  released)  they 
pulled  $17  billion  out  of  the  U.S. 

Is  anyone  paying  attention?  The  busi- 
ness press  is  more  preoccupied  with  Enron 
and  maybe  even  Argentina.  But  there  are 
some  voices  of  concern,  including  that  of 
Treasury  Secretary  Paul  O'Neill.  Paul  Vol- 
cker,  former  head  of  the  Federal  Reserve 
Board  and  a  famous  worrier,  says  he  can't 
recall  in  his  career  a  touchier  global  eco- 
nomic situation.  "The  U.S.  situation  is  frag- 
ile: The  stock  market  feels  good,  the  short- 
run  outlook  is  reasonably  good,  but  it  is 
fragile  in  that  it  depends  on  consistent  and 

Dangerous  Depths  

Japan's  recent  year-over-year  factory 
output  declines  are  far  worse  than  Eu- 
rope's. They  now  rival  the  average  an- 
nualized 11%  dips  in  the  U.S.  in  1930-33. 
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big  imports  of  foreign  capital,"  Volcker  says. 
"This  is  not  going  to  last  forever."  Fed  Gov- 
ernor Edward  Gramlich  is  calling  for  more 
U.S.  savings  to  cut  reliance  on  lending  from 
abroad,  now  running  to  4.4%  of  GDP. 

So  when  might  the  piper  get  paid?  In- 
surance on  time  deposits  worth  more  than 
$75,000  at  Japanese  banks  is  supposed  to 
expii^e  at  the  end  of  March.  A  crunch  could 
come  then,  if  enough  money  exited  the  sys- 
tem. A  recent  9.5%  drop  in  savings  at 
smaller  financial  institutions  (in  anticipa- 
tion of  the  end  of  deposit  guarantees)  is  a 
sign  this  may  already  have  begun.  If  a  panic 


caused  Japanese  to  flee  yen-based  holdings, 
the  U.S.  dollar  could  soar  in  value,  creat- 
ing a  dollar  bubble  that  could  fuel  a  tem- 
porary speculative  stock  market  boom 
here.  It  might  feel  good  at  first,  but,  as  post- 
1980s  Japan  and  our  post-2000  Internet 
sector  show,  bubbles  have  nasty  aftereffects. 

After  three  yearly  downgrades,  Japan 
has  a  sovereign  credit  risk  rating  of  Aa3 
with  a  negative  oudook,  the  worst  rating 
among  developed  nations.  Byrnes  of 
Moody's  sees  no  default  within  five  years, 
but  he  admits  Japan  is  in  "uncharted  terri  - 
tory." John  Makin  of  the  American  Enter- 
prise Institute,  whose  bearish  views  are 
being  picked  up  on  Wall  Street,  cautioned 
in  a  recent  essay:  "Ratings  agencies  in  Rus- 
sia, Latin  America  and  Asia  have  repeatedly 
demonstrated  their  inability  to  signal  com- 
ing crises  for  the  debt  of  governments  be- 
cause they  persistently  heed  the  admoni- 
tions of  governments  it  would  be 
'irresponsible'  to  warn  investors  to  get  out 
of  assets  whose  value  is  about  to  collapse." 

Argues  London's  Independent  Strat- 
egy: "There  is  no  record  of  any  government 
ever  being  able  to  repay  debts  equal  to  sev- 
eral times  the  annual  output  of  its  country 
in  real  money.  Japan  will  be  no  exception." 

A  shrinking  majority  opinion  still  be- 
lieves Tokyo  can  muddle  through.  One 
common  scenario,  mentioned  by  Merrill 
Lynch  Japan  strategist  Masatoshi  Kikuchi, 
calls  for  one  or  two  years  of  contraction  ac- 
companied by  steady  economic  restruc- 
turing and  a  recovery  in  late  2003.  This 
would  be  followed  by  a  gradual  pay-down 
of  Japan's  debts.  Another  view:  Japan  could 
simply  continue  decaying  until  it  reached 
developing-country  status,  much  as  Ar- 
gentina did  after  World  War  II.  "We  are 
very  afraid  of  Japan  becoming  another  Ar- 
gentina," says  Taiichi  Sakaiya,  who  was 
Japan's  economics  minister  until  recent!)'. 

However,  the  pace  of  deflation  alread)' 
gripping  Japan  makes  the  gradual  scenario 
less  likely  by  the  day.  When  asked  if  Japan 
faced  the  danger  of  a  Russian-style  collapse, 
Shoichiro  Toyoda,  the  honorary  chairman 
of  Toyota  Motor,  says,  "It  is  already  in  the 
middle  of  one."  But  he  complains  the 
country's  leaders  don't  recognize  it. 

The  world  can  only  hope  that  when 
George  W.  Bush  visits  this  month  he  will 
focus  those  Japanese  minds.  F 
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The  importance  of  staying  a  step  atiead 


R great  many  consumers  assume 
that  automobile  manufacturers, 
well,  manufacture  automobiles. 
They  don't.  They  assemble  them. 
Here's  how  one  supplier  explains  it: 
"Would  you  expect  that  the  steak 
dinner  served  at  your  local  restaurant 
came  from  cattle  that  the  chef  raised 
and  butchered?  That  he  served  the 
meal  on  plates  he  made,  on  a  tablecloth 
he  sewed?" 

While  major  manufacturers  do  in  fact 
design  and  build  many  components,  they 
look  to  outside  suppliers  for  the  vast  major- 


Delphi's  Column  Integrated  Module 
cleverly  integrates  switch  functions 
and  comes  fully  assembled. 


ity  of  parts  in  addition  to  general  technolo- 
gy. One  of  the  largest  suppliers  is  Delphi 
Automotive  Systems,  a  Troy,  Michigan- 
based  company  outfitted  with  more  than 
200,000  employees  and  197  manufactur- 
ing facilities  scattered  across  the  globe  that 
racked  up  sales  of  $29.1  billion  in  2000. 

Delphi  parts  are  used  in  the  construc- 
tion of  vehicles  built  by  more  than  30 
manufacturers,  ranging  from  Alfa- 
Romeo  to  Volkswagen,  Ferrari  to  Ford, 
General  Motors  to  BMW.  Delphi's  prod- 
uct lineup  is  so  diverse  that  it  challenges 
the  imagination.  You  wouldn't  expect  a 


company  that  is  currently  developing  a 
magneto  rheological  suspension  control 
for  Cadillac  to  build  power  steering 
hoses,  or  pioneer  technology  that  could 
essentially  help  prevent  head-on  colli- 
sions, or  sell  $54  million  worth  of  power 
sliding  doors  to  European  manufactur- 
ers. And  you  would  probably  be  really 
surprised  to  learn  that  Delphi  connec- 
tors are  used  to  link  the  White  House 
media  center  with  a  fiber-optic  system 
for  television  transmission, 

J.T  Battenberg,  the  chairman,  presi- 
dent and  CEO  of  Delphi  Automotive  Sys- 
tems, says  his  company  is  committed  to 
"supporting  vehicle  manufacturers  as 
they  address  significant  shifts  in  the 
industry.  These  shifts  are  driving  dramat- 
ic changes  in  safety  technologies,  envi- 
ronmental technologies  and  overall  vehi- 
cle electrical  and  electronics  content." 

As  an  example,  Battenberg  cited 
Delphi's  Passenger  Occupant  Detection 
System  (PODS),  which  is  entering  the 
American  market  this  year  "in  response 
to  demands  for  advanced  adaptive 
restraint  systems."  According  to  Bat- 
tenberg, "GM,  Ford  and  Daimler- 
Chrysler  have  already  selected  Delphi's 
PODS  technology,  and  we  recently 
booked  new  business  with  a  major 
European  manufacturer." 

Here's  how  PODS  works:  Technology 
pioneered  by  Delphi  can  detect  the  pres- 
ence and  relative  stature  of  the  occupant 
of  a  car  seat,  which  allows  the  system  to 
tailor  air  bag, deployment  according  to  an 
occupant's  weight,  size  and  position.  "With 
these  contracts,"  Battenberg  says,  "our  rev- 
enue for  PODS  has  the  potential  to  grow  to 
in  excess  of  $300  million  annually  by  2004" 


Another  of  Delphi's  latest  technologies 
breakthroughs  is  the  X-by-Wire  system 
A  network  of  electronic  control  module, 
similar  to  those  on  modern  jetliners,  X 
by-Wire  replaces  traditional  mechanics 
or  hydraulic  linkages  between  driver  cor 
trols  and  steering  and  braking  systems 
And  then  there's  the  Column  Integrate' 
Module,  a  fully  assembled  and  exter 
sively  tested  steering  column  syster 
that  can  substantially  reduce  complexit 
by  integrating  switch  functions  such  a 
headlights,  wipers,  turn  signals  an 
cruise  control.  So  advanced  is  th 
Column  Integrated  Module  that  it  ca 
even  be  provided  with  a  steering  whee 
and  airbag  for  true  bolt-in  efficiencN 
Among  Delphi's  most  highly  anticipate 
new  technologies  is  Keyless  Go,  whic 
allows  drivers  to  unlock,  enter  and  stai 
a  car  without  ever  having  to  use  a  ke-- 
The  system  is  triggered  by  an  electron! 
device  small  enough  to  be  carried  in 
pocket  or  a  purse  that  enables  the  veh 
cle  to  essentially  "read"  the  presence  c 
the  owner. 

There  is,  of  course,  much  more.  Delpl 
has  just  increased  its  portfolio  of  patent 
to  more  than  5,000,  and  will  spend  $1. 
billion  on  research  and  development  thi 
year  alone. 

So  what's  next?  Use  your  imaginatior 
Because  Delphi's  employees  certainly  wi 
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Learn  how  Delphi  continues  to 
drive  tomorrow's  technology. 
Visit  www.delphiauto.com. 
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Technology  never  stands  still.  Especially  at  Delphi.  For  over  a  century,  we've  been  turning  visionary 
ideas  into  reality.  Now,  after  just  two  years  as  an  independent  corporation,  we've  become  the 
highest-ranked  new  company  on  the  Fortune  500'  at  number  57.  And  while  we're  known  as  the  world 
leader  in  automotive  technology,  some  of  our  systems  are  so  advanced  they're  in  demand  beyond 
the  automotive  world  —  in  everything  from  telecommunications  to  medical  applications.  So  think  fast. 
And  look  for  us  at  NYSE:  DPH  on  the  New  York  Stock  Exchange.  Or  catch  us  at  www.delphiauto.com. 
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Digital 

Diaspora 

From  the  Internet  wreckage,  the  spirit 
of  Silicon  Valley  emerges. 

BY  ELIZABETH  CORCORAN 


HARD  TIMES  HAVE  RIPPED  THROUGH  SILICON  VALLEY  LIKE  A  FOREST  FIRE,  INCINERATING 
scores  of  companies  and  tens  of  thousands  of  jobs.  The  raw  numbers  across  the  U.S.  are 
staggering:  Almost  700,000  people  working  at  high-tech  companies  were  laid  off  last  year, 
sent  packing  in  an  industry  that  once  seemed  to  be  the  growth  engine  of  the  economy.  At 
year-end,  unemployment  in  Santa  Clara  county,  the  heart  of  Silicon  Valley,  had  climbed 
fourfold  to  6.1%,  higher  than  the  nationwide  rate  of  5.8%.  The  overnight  disappearance  of 
jobs  is  playing  out  on  a  far  larger  scale  than  the  steepest  cutbacks  in  Detroit  in  the  worst  years  of  the 
automobile  industry;  from  1979  to  1982  automakers  fired  250,000  people. 

But  something  starding  is  happening  in  Silicon  Valley.  The  best  engineers,  managers  and  sales  reps 
are  regrouping  and  reemerging,  like  shoots  poking  up  through  still-smoldering  ashes.  Some  are  trying 
to  start  companies  or  find  firms  willing  to  back  their  ideas.  Others  have  found  new  jobs  surprisingly 
quickly,  eager  to  springboard  into  the  next  great  adventure.  And  more  so  than  in  past  downturns,  high- 
tech workers  are  leaving  the  Valley  for  jobs  elsewhere,  a  digital  diaspora  that  is  taking  the  Valley's  creativity 
and  high-intensity  work  ethic  to  the  far  ends  of  the  country.  "Silicon  Valley  was  a  magnet  for  people.  Now 
they're  spreading  out  again,  taking  the  knowledge  they  gained  here  with  them,"  says  John  Challenger,  chief 
executive  of  Challenger,  Gray  &  Christmas,  the  job-placement  firm.  "The  venture  capitalists  may  have  lost 
money,  but  the  rest  of  the  economy  will  use  these  people  to  do  extraordinary  things." 

The  alumni  of  Metricom,  a  San  Jose,  Calif,  pioneer  in  wireless  data  that  enjoyed  its  place  in  the 
dot-com  bubble  before  ending  in  a  wretched  demise  last  August,  offer  a  compelling  picture  of  the 
determination  and  never-quit  spirit  at  the  core  of  Silicon  Valley.  Metricom  got  caught  up  in  the  build- 
ing binge  that  overwhelmed  the  telecom  industry  in  the  late  1990s,  raising  $1.3  billion  in  less  than  six 
months  and  spending  it  to  light  up  wireless-data  networks  in  14  cities.  It  employed  776  people  at  its 
peak.  Secretary  of  Defense  Donald  Rumsfeld  and  Yahoo  Chairman  Jerry  Yang  were  early  directors. 
Metricom  managers  boasted  that  this  provider  of  high-speed  wireless  access  to  the  Internet  would 
become  the  Sprint  of  the  wireless-data  world.  That  dream  was  shattered  in  early  2001,  when  Metricom 
announced  its  first  layoffs.  Until  the  very  end  many  employees  believed  Metricom  would  magically 
pull  through,  like  a  comic  book  superhero.  They  were  punished  for  their  faith.  Metricom  declared 
bankruptcy  in  July  2001  and  went  out  of  business  a  month  later,  thanking  its  remaining  300  employ- 
ees with  one  week's  severance  pay  and  immediate  cancelation  of  all  health  care  benefits. 

Interviews  with  two  dozen  ex-Metricomers  reveal  striking  patterns.  All  of  them  are  warier  now 
of  management,  and  skeptical  of  promises  made  by  charismatic  executives.  But  they  also  are 
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THEN:  Metricom,  soft- 
ware development 
manager 

TIME:  3  years,  9  months 
NOW:  Looking 
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THEN:  Metricom  vice  president, 

software  engineering 

TIME:  3  years,  8  months 

NOW:  Mobility  Network  Systems, 
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unbowed.  They  still  believe  in  the  promise  of  technology  and 
in  their  own  ability  to  make  a  difference.  They  have  a  deeper 
faith  in  their  fellow  workers,  tapping  a  lifelong  network  of 
professional  friends  for  help  in  finding  the  next  opportunity. 
And  with  the  gritty  determination  of  early  settlers,  they  believe 
in  the  future.  "Things  like  this  don't  scare  me,"  says  Janet 
Taheri,  50,  a  Metricom  quality  assurance  manager  who  held  on 
until  the  lights  went  out  in  August  and  is  still  looking  for  a 
new  job.  "If  you  fall,  you  get  up.  From  every  occasion,  you 
learn  something."  The  seeds  of  innovation  are  starting  to  ger- 
minate in  Silicon  Valley  again. 

The  True  Believers  

ZAHEER  ALLAM  AND  MICHAEL  RITTER  STAYED  WITH  METRICOM 
right  through  to  the  bitter  end.  Six  months  later  they  are  col- 
leagues again,  this  time  at  a  wireless  outfit  called  Mobility  Net- 
work Systems.  But  they  took  starkly  different  paths  to  get  there. 
For  Allam  the  new  job  was  a  shot  at  imposing  his  ideas  on  a 
shop  already  in  business;  for  Ritter  it  was  a  surrender,  seeking 
safe  harbor  after  failing  to  find  funding  for  a  startup  of  his  own. 

When  Allam  was  finally  laid  off  from  Metricom  last  August, 
his  family  didn't  worry.  The  tall,  39-year-old  Indian  immigrant, 
with  aristocratic  bearing  and  a  quick  grasp  of  details,  had  a  rich 
resume  and  a  strong  network  of  fi-iends.  But  no  one  could  under- 
stand why  Metricom  had  failed.  "Even  my  12-year-old  son  said, 
'Dad,  I  can't  figure  out  why  you  couldn't  get  customers  to  buy 
this,' "  AUam  says.  His  response:  That  wasn't  my  job.  He  was  an 
engineer,  and  he  didn't  interfere  when  he  began  having  doubts 
about  Metricom's  zigzagging  marketing  strategy.  He  is  deter- 
mined to  avoid  making  that  mistake  again. 

He  had  joined  Metricom  in  1998  as  a  software  manager,  ris- 
ing to  vice  president.  He  urged  his  engineers  on  and  squelched 
stray  doubts,  assuring  himself  that  others  knew  better  how  to 
run  sales  and  manage  finances.  Now  he  regrets  it.  "At  Metricom 
we  succeeded  in  building  great  technology,  but  we  engineers 
should  have  made  more  noise  on  marketing,"  he  says.  "A  busi- 
ness cannot  survive  on  the  crutch  of  great  technology  alone." 

It  was  a  painful  lesson.  When  Metricom's  stock  was  at  $109, 
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'  v  '  Metricom  founded 
to  develop  technology  for 
utilities  to  check  meters  re- 
motely. Service  is  called  Utilinet, 
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Raises  another 
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in  January  2000,  Allam's  options  were  worth  $500,000.  "But  I 
was  greedy,"  he  says,  telling  himself  he  would  cash  out  when  the 
stock  hit  $150.  "I  walked  away  with  nothing." 

Allam  did  take  away  deep  insights  into  wireless  technology, 
aiming  to  build  gear  for  low-cost  local  networks  by  using  indus- 
try standards  instead  of  the  homegrown  algorithms  Metricom 
used.  He  toyed  with  starting  a  company,  but  whUe  engineering 
talent  was  plentifiil,  financing 
was  scarce.  "Money  is  the 
water.  Get  the  money,  then 
you  can  do  it,"  he  says. 

Chance  offered  him 
another  shot.  After  posting 
his  resume  with  BrassRing,  a 
Web-based  job  service,  Allam  got  a  call  from  Mdiversity,  a  two- 
year-old  San  Jose-based  company  in  the  cellular  market.  In 
October  Allam  joined  the  firm,  now  known  as  Mobility  Net- 
work Systems,  and  began  pitching  his  ideas  for  devices  that  will 
let  a  telecom  carrier  or  any  company  transmit  wireless  data  at 
high  speeds  using  industry  standards. 

This  time  Allam  wants  to  have  a  hand  in  every  part  of  the 
company,  hiring  engineers  and  mapping  product  plans  but  also 
wooing  potential  customers  and  partners.  "I'm  exercising  mus- 
cles I  haven't  used  before,"  he  says. 

Mike  Ritter,  44,  is  just  as  driven  to  deliver  breakthrough 
technology.  "I  just  want  to  build  something  useful — change 
what  people  do,"  he  says,  his  words  erupting  in  staccato  phrases, 
like  packets  of  wireless  data. 

Ritter  is  a  Valley  veteran,  with  a  doctorate  in  physics  and  a 
resume  that  includes  stints  at  Sun  and  Apple  Computer.  He 
joined  Metricom  in  1994,  rose  to  chief  technology  officer  and 
played  a  key  role  in  creating  a  technology  that  won  the  loyalty  of 
its  51,000  subscribers.  In  seven  years  he  had  cashed  in  only 
$1  million  of  what  was  at  once  more  than  $5  million  of  stock 
options,  sur*"  that  Metricom's  technology  would  one  day  make 
those  option  ■;  even  more  valuable. 

After  h  vas  laid  off  last  August  Ritter  spent  five  months  work- 
ing wi»^'  ^  ,me  engineers  developing  algorithms  that  could  turn  a 


"I  was  going  insane.  Nobody  was  calling. 
I  applied  for  one  job  as  a  programmer— and 
learned  they  had  gotten  200  resumes." 


laptop  computer,  ceU  phone  or  handheld  device  into  a  "smart" 
two-way  radio  capable  of  sending  and  receiving  data  over  a  few 
hundred  meters.  The  group  filed  for  three  patents,  pulled  together 
a  50-page  business  plan  for  a  company  called  Adstrata  and  pitched 
to  20  venture  capital  firms.  Ritter  asked  his  family  to  be  patient  and 
canceled  a  house  remodeling  project  to  save  money. 

Ritter  leased  space  for  a  mere  75  cents  a  square  foot  in  San 

Jose  from  a  defunct  startup 
that  had  folded  so  quickly  it 


hadn't  yet  managed  to  sell  the 
furniture.  "You  want  to  be 
part  of  something  that  will 
grow  very  big.  It's  like  the  dif- 
ference between  being  a 
bricklayer  and  helping  design  a  cathedral,"  Ritter  says. 

By  January,  however.  Hitter's  family  obligations  tipped  him 
toward  safety.  He  joined  Allam  as  chief  technology  officer  at 
Mobility.  Within  his  first  few  days  there  Ritter  and  AUam  were 
slipping  into  familiar  roles,  egging  each  other  on  about  what 
they  could  do  with  their  new  approach  to  wireless.  "My  two 
cents:  Adstrata's  approach  wouldn't  have  worked,"  Allam  teases, 
grinning  at  Ritter.  "Yeah,"  Ritter  jabs  back,  "that's  only  because 
you  don't  actually  know  what  we  can  do."  Then  he  offers  a  hint 
of  his  intent:  "It's  actually  very  complementary"  to  Mobility's 
plans,  he  says  with  a  tight  smile.  Just  watch. 

The  Quick  and  Able  

AS  STAGEY  SPROUL  WITNESSED  THE  EROSION  OF  METRICOM  LAST 
July,  she  sometimes  went  inline  skating  to  blow  oft"  steam — and 
started  looking  for  a  new  job.  Sproul,  32,  had  only  two  years  of 
high-tech  experience,  having  put  in  a  short  stint  first  at  Amdahl 
before  joining  Metricom  in  December  2000.  The  Internet  craze 
hadn't  yet  begun  to  fizzle,  and  her  salary  of  $80,000  was  nice  for 
someone  fresh  out  of  school.  She  had  come  late  to  tech,  working 
at  Safeway  and  other  jobs  for  a  few  years  before  going  to  college 
and  getting  a  computer-science  degree. 

As  the  tech  slump  deepened  her  job  search  seemed  hopeless. 
"I  was  going  insane.  Nobody  was  caUing.  I  applied  for  one  job  as 


million  over  five  years  as  it 
acts  as  principal  sales 
channel  for  high-speed 
Ricochet  service.  Plan  is  to 
launch  service  in  12  markets 
by  late  summer  2000. 
Ricochet  subscribers  now  at 
26,500.  Cumulative  losses 
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Metricom  stock 
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Approximately  29,500 
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lower-speed  service.  Febru- 
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per  share  raises  $473  mil- 
lion. Debt  offering  raises 
another  $219  million. 
Licenses  original  Utilinet 
product  to  Schlumberger. 
Capital  expenditures  hit 
$646  million,  employee 
count  reaches  776.  Sub- 
scribers hit  34,000. 
Stock  begins  inexorable 
downslide. 

2001  The  end  comes 

quickly.  In  February  expan- 
sion of  high-speed  service 
beyond  the  existing  nine 
markets  is  put  off  indefi- 


nitely. Chief  Executive 
Timothy  Dreisbach  resigns. 
In  March  company  lays  off 
179  employees,  or  22%  of 
the  staff.  More  cuts  follow. 
On  July  2  Metricom  files  for 
bankruptcy.  Stock  stops 
trading  at  $1.82.  In  August 
Ricochet  network  turned  off. 
282  workers  let  go,  leaving 
skeleton  staff.  After  raising  a 
total  of  $1.4  billion  in  its 
short  life,  Metricom's  most 
valuable  asset  remaining,  the 
Ricochet  network,  is  sold 
to  Aerie  Networks  for 
$8  million,  in  November. 
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"We  spend  about  a  third  of  our  adult  life 
with  the  people  we  work  with.  I  wanted 
desperately  to  keep  this  family  together." 


a  programmer  that  I  was  overqualified  for — and  learned  they 
had  gotten  200  resumes,"  she  recalls. 

Nine  months  earlier,  when  she  was  weighing  the  Metricom 
offer  against  a  competing  one,  two  factors  swayed  her  decision. 
First,  she  had  a  friend  at  Metricom  who  was  "really  gung-ho," 
she  says.  "He  thought  it  was  really  going  somewhere."  And  sec- 
ond, Metricom  managers  promised  to  broaden  her  technical 
background,  training  her  in  the  latest  and  hottest  software  pro- 
gramming techniques. 

Last  November,  in  her  fourth  month  of  unemployment,  a 
friend  came  to  her  rescue  once  again.  A  pal  from  her  first  tech 
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job  had  found  a  job  in  Reno  with  Bally  Gaming  Systems,  a  divi- 
sion of  Alliance  Gaming  Corp.  He  offered  to  submit  her  resume 
for  an  opening  in  Las  Vegas. 

The  job  would  involve  working  on  a  type  of  software  new  to 
Sproul,  namely  the  code  that  runs  the  computer  chips  embed- 
ded inside  Rally's  slot  machines.  Sproul,  born  and  raised  in 
northern  California,  had  never  even  visited  Las  Vegas.  But  by 
early  December  she  accepted  the  Bally  offer  and  headed  for  the 
desert,  ready  to  tackle  whatever  Bally's  served  up.  A  month  after 
starting  at  Bally's,  Sproul  felt  blessed.  "I'm  definitely  doing 
things  I  haven't  done  before,"  she  says.  She  has  been  working  on 
software  and  chips  to  fine-tune  the  performance  of  gaming 
machines  by  altering  the  frequency  of  payoffs,  and  is  becoming 
fluent  in  the  arcana  of  the  gaming  world.  Her  brightest  oppor- 
tunities, she  is  sure,  are  ahead  of  her. 

Sproul  walked  away  from  Metricom  with  just  enough  in  the 
bank  to  give  her  time  to  find  a  job  that  would  make  her  proud, 
a  job  that  promised  her  a  chance  to  build  something  new.  "It 
meant  I  could  stay  unemployed  for  four  months  and  not  cry." 

The  Networker  

WHEN  SIAMAK  MIRNEZAMI,  A  METRICOM  SOFTWARE  DEVELOP- 
ment  manager,  heard  the  news  of  the  company's  first  layoffs  early 
last  year,  his  heart  sank.  He  didn't  receive  any  of  the  pink  slips 
handed  out  to  22%  of  the  staff  that  day,  but  watching  his  col- 
leagues pack  up  was  almost  as  difficult  as  getting  laid  off  himself 
"We  spend  about  a  third  of  adult  life  with  the  people  we  work 
with,"  says  Mirnezami,  who  had  joined  Metricom  in  1997.  "I 
wanted  desperately  to  keep  this  family  together." 

Mirnezami  held  on  to  his  job  until  the  last  survivors  were 
laid  off  from  Metricom  in  August  2001,  but  he  had  set  up  a  pri- 
vate bulletin  board  on  Yahoo  for  ex-Metricom  emplo'/ees  the 
previous  March,  inviting  everyone  in  the  company  to  join.  Some 
200  people  now  belong  to  the  group,  which  Mirnezami  still 
oversees.  Some  vent — while  others  console  them — about  their 
Metricom  experiences.  They  offer  advice  about  the  gritty  details 
of  setting  up  a  wireless  network.  They  trade  jokes.  They  plan 
reunions.  And,  of  course,  they  share  tips  about  jobs: 

"To  All — I've  begun  work  at  an  optical  networking  company 
named  Altamar  Networks.  Check  out  the  job  listings  and  send 
me  your  resume!" 

"If  anyone  needs  an  intro  over  at  Digital  Island,  I  have  four 
friends  working  over  there,  including  two  brothers-in-law." 

Mirnezami  doesn't  track  how  many  tips  have  paid  off.  He 
has  pursued  a  few  leads,  although  six  months  after  Metricom's 
end  he  still  hasn't  found  the  right  next  job.  He  still  loves  tech- 
nology and  building  things  that  work.  Metricom  did  not  make 
him  rich,  except  for  this  constellation  of  ft-iends. 

When  Aerie  Networks  bought  the  remaining  Metricom 
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"Wireless  will  be  something 
huge  in  the  next  four  or 
five  years.  Nothing  will 
shake  that  out  of  me." 


assets  and  intellectual  property  for  all  of  $8.25  million  in 
November,  Mirnezami  and  his  colleagues  were  c]uick  to  assess 
the  chance  that  the  technology  they  created  might  be  revived.  By 
mid- January  Mirnezami  was  passing  along  another  plarf  that  he 
heard  was  in  the  works:  "Shush!  Wireless  WebConnect  wants  to 
light  up  Bay  Area. ..." 

The  Confident  One  

VENKAT  SURESH,  33,  FOUND  A  JOB  JUST  12  DAYS  AFTER  METRI- 
com  self-destructed  in  August.  Since  joining  ActivCard,  a  smart- 
card  security  firm  in  Fremont,  Calif.,  he  has  spent  half  his  time 
working  in  an  isolated  cubicle  at  Sun  Microsystems,  surrounded 
by  far  more  computer  equipment  than  people.  ActivCard  wants 
its  technology  to  work  smoothly  with  Sun's  software;  Suresh 
must  make  it  so. 

Never  mind  that  Suresh  knew  little  about  smart-card  secu- 
rity software  six  months  ago.  "Metricom  created  confidence,  a 
feeling  that  'I  can  do  that,'"  says  Suresh.  "We  learned  from  our 
own  mistakes.  We  were  constantly  honing  the  technology.  Every- 
one had  the  same  attitude.  That's  how  it 
got  built." 

When  Suresh  joined  Metricom  in 
1998  he  was  an  expert  in  digital  packet 
networks  but  knew  little  about  the  wire- 
less world.  Metricom's  gear  could  trans- 
mit wireless  data,  but  initially  only  at  a 
slow  crawl  of  28,800  bits  per  second. 
Suresh  was  part  of  the  team  that  transformed  Metricom  into  a 
service  that  clocked  200,000  bits  a  second.  "It  was  some  kind  of 
an  achievement.  You  can't  take  that  away.  In  the  process  we 
learned  a  lot  of  stuff." 

Suresh  was  also  lucky.  After  three  years  with  Metricom,  and 
four  years  before  that  with  a  consulting  firm  in  Minneapolis,  he 
got  his  green  card  a  couple  of  weeks  before  the  company  shut 
down.  (He  was  born  in  Kakinada,  India  and  immigrated  to  the 
U.S.  in  1995.)  If  the  green  card  had  not  arrived,  Suresh,  like 
thousands  of  other  immigrants  working  on  H-IB  visas,  sud- 
denly would  have  been  "out  of  status,"  which  technically  would 
have  forced  him  to  leave  the  country.  Immigration  officials  say 
they   are   willing  to 

review  such  problems  How  Pink  Is  the  Valley 

on  a  case-by-case  basis     L^g^  ygg^  unemployment  in  Silicon 
and  make  exceptions.  "I     Valley  flew  past  the  U.S.  average, 
know  a  lot  of  people 

,  7%  Unemployment 

who  have  left,  Suresh 
says.  Others  manage  to 
stay  by  working  for  con- 
sulting firms  where  they 
take  home  a  tiny  frac- 
tion of  what  the  agency 
bills  for  their  work. 

Even  with  his  green 
card  in  hand,  Suresh 
didn't  waste  a  moment 
in  finding  a  job.  "I  have 


6 

Silicon  Vallev  ^  N 

5                  X  ^^y^"""^ 

4— — 

^^,0r--m,t*''r^^  National 

3  y 

2 

1 

sources,  tsureau  or 
Labor  Statistics; 

California  Employment 

0 

Development  Dept. 

Jan 


May 


Sept 


Dec 


a  good  network  of  friends,"  he  says. 

He  sent  his  resume  to  ActivCard  on  Aug.  10,  a  week  after 
Metricom  went  defunct.  Five  days  later  Suresh  accepted  an 
offer  to  do  cjuality  assurance.  "I  would  have  preferred  a  devel- 
opment job,"  he  says,  "but  I  have  a  kid,  a  house.  I  have  to  pay 
the  bills." 

The  Optimist  

A  MONTH  OR  SO  AFTER  STEVE  M.  GARRIDO,  30,  WAS  LAID  OFF 
from  Metricom  in  August,  he  began  driving  around  the  business 
parks  near  his  home  to  scout  out  opportunities  in  sales.  Garrido 
had  joined  Metricom  in  1997  to  manage  customer  accounts.  He 
made  his  way  into  sales,  pitching  products  ft-om  the  time  Metri- 
com sold  directly  until  it  went  wholesale  and  relied  on  World- 
corn  as  a  reseller.  In  April,  just  months  before  declaring  bank- 
ruptcy, Metricom  reversed  course  and  went  direct  again,  but  it 
was  too  late.  "People  had  a  real  passion  for  this  product.  They 
really  believed,"  Garrido  says.  "Very  few  of  us  even  started  look- 
ing for  a  new  job  until  the  company  shut  down  in  August." 

He  worked  the  job  boards  and  net- 
worked with  friends.  His  wife,  who  had 
managed  property  at  Metricom,  found 
another  real  estate  job.  But  finding  a  wire- 
less opening  was  tough.  "Wireless  has  just 
dried  up.  The  only  things  available  are  on  a 
commission  basis,"  Garrido  said  in  late 
November.  To  tide  him  over,  he  returned 
to  a  job  he  had  in  college:  waiting  tables. 

Even  so,  Garrido  was  not  deeply  worried.  Valley-born  and 
bred,  he  had  seen  the  tech  industry  endure  boom  and  bust 
before.  "There  are  cycles,"  he  says.  "People  who  can  buckle 
down  and  weather  them  are  the  first  to  be  hired."  He  began  hav- 
ing weekly  conference  calls  with  a  dozen  or  so  former  Metricom 
sales  reps  and  tried  to  track  down  others  by  posting  notes  in  the 
Yahoo  chat  room  managed  by  Mirnezami.  "We  felt  we  were  a 
rare  breed,"  Garrido  says.  "We  were  technologically  educated, 
able  to  sell — and  sitting  on  a  gold  mine  of  contacts  and  leads  of 
companies  that  wanted  to  use  wireless  technology." 

In  New  Jersey  one  of  Garrido's  former  colleagues,  Seth 
Daniels,  incorporated  the  sales  rep  group  as  Wireless  Evange- 
lists, willing  to  serve  as  the  national  sales  force  for  any  firm 
developing  wireless  tools  or  services.  The  firm  launched  in  Jan- 
uary 2002.  "We  think  the  wireless  and  'wearable'  market  is  com- 
ing of  age,"  declares  Daniels.  "Our  people  are  technical,  they 
understand  wireless  and  how  companies  think  about  it.  They 
understand  what  products  will  work  together  and  what  won't." 

In  early  December  Garrido  landed  a  new  job  with  a  tele- 
com construction  firm,  RON  Solutions,  based  in  Fremont,  but 
he  still  keeps  a  hand  in  Wireless  Evangelists.  "Metricom  taught 
us  to  be  resilient,  to  weather  adversity,"  Garrido  says.  "We  went 
through  highs  and  lows.  We  created  something  that  hadn't 
existed  before.  I  have  a  strong  conviction  that  wireless  will  be 
something  huge  in  the  next  four  or  five  years.  Nothing  will 
shake  that  out  of  me." 

The  tech  bubble  was  popped,  but  the  revolution  lives  on.  F 
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OvemigW 
Delivery 


A  box  that  delivers  paper  documents  anywhere  overnight? 
Or  a  box  that  delivers  them  instantly  over  the  internet? 


Tie  Canon  imageRUNNER  with  document  distribution  technology. 

You  can  send  paper  documents  anywhere,  in  any  form,  at  anytime,  right  over  your  network  or  the  internet. 
Instantaneously.  Simply  scan  a  document  into  the  imageRUNNER  5000,  and  you  can  send  it  to  any  deslctop, 
e-mail  address,  fax  machine,  database  or  file  server.  And  since  the  Canon  imageRUNNER  is  capable  of 
integrating  directly  with  your  existing  e-mail,  lanfax,  and  document  management  software,  you  can 
maximize  your  investment  in  these  systems*.  The  cost  and  hassle  of  overnight  delivery  are  finally  over. 
At  Canon,  we're  giving  people  the  know-how  to  make  paper  documents  work  in  an  internet  world. 


SCAN 


SEND 
e-mail 

fax 
desktop 


PRINT 


Call  1-866-25-CANON  or  visit  www.imagerunner.com 


Canon 


KNOW  HOW 


The  MidasJ_isJL_  

TECH'S  TOP  VENTURE  INVESTORS 


It's  Morning 
Again  in 
Silicon  Valley 

BY  CARLEEN  HAWN  WITH  KATRINA  KELLER 


THE  ENGINE  OF  INNOVATION  STILL  HUMS,  DESPITE 
a  wretched  year  that  saw  several  hundred  startups 
go  bust  and  upwards  of  700,000  tech  jobs  disap- 
pear. Prool  of  that  comes  straight  from  the  source: 
the  members  of  our  second  annual  Midas  List,  the 
elite  100  venture  capitalists,  angel  investors,  entrepreneurs, 
law)'ers,  bankers  and  recruiters  who  nurture  and  steer  the 
tech  economy.  (What  follows  are  the  top  30  names; 
Forbes.com  has  the  full  list.) 

The  crash  of  2000-01  did  little  to  scare  off  the  smart 
money.  Last  year  venture  capital  firms  raised  some  $40  bil- 
lion, not  all  that  far  behind  the  $50  billion  raised  in  the 
heady  days  of  1999.  Slowly,  all  that  money  is  finding  a 
home.  Venture  backers  funneled  more  than  $25  billion  into 
2,000  young  companies  in  the  first  three  quarters  of  2001. 
While  the  value  put  on  those  firms  has  fallen,  the  median 
investment,  $8  million,  was  33%  higher  than  in  1999. 

Quality,  not  quantity,  is  the  bword.  Before  they  write  a 
check,  VCs  want  to  see  established  sales  channels  with  the 
potential  for  real  revenue.  "It's  not  all  about  technology  any- 
more. Distribution  strategies  are  equally  important,"  says 
Chris  Schaepe  of  Lightspeed  Venture  Partners,  who  ranks 
16th  on  our  list. 

At  no  other  time  has  clout  been  more  important  to  the 
startup  trade.  Spending  on  information  technology  could 
be  flat  or  may  even  decline  this  year.  That's  where  members 
of  the  Midas  List  come  in.  Only  investors  with  lots  of  expe- 
rience and  deep  industry  relationships  have  the  staying 
power  for  this  climate.  Most  members  of  this  year's  list  have 
at  least  15  years  of  experience.  They  weathered  the  last 
recession  to  hit  the  venture  trade  back  in  1991. 


Even  some  who  lost  money  in  the  past  two  years  are 
optimistic.  Critical  resources  like  management  talent  and 
real  estate  are  cheap.  "Startup  chief  executives  today  have 
advisers — VCs,  lawyers,  accountants,  i-banks — with  the 
bandwidth  again  to  really  dig  in  deeply  to  help  them  build 
great  companies,"  says  Gary  Rieschel  of  Mobius  Venture 
Capital,  number  19  on  the  hst. 

A  note  on  methodology:  We  have  altered  the  basis  for 
this  year's  Midas  List  to  more  clearly  identify  those  who  built 
not  just  valuable  businesses  but  efficient  ones,  with  loyal  cus- 
tomers and  earnings.  This  is  why,  for  example,  Benchmark's 
Robert  Kagle  earned  the  list's  top  spot  on  the  strength  of 
profit-machine  Ebay.  Like  last  year,  value  creation,  measured 
by  market  capitalization,  is  weighted  most  heavily.  (Compa- 
nies must  have  gone  public  or  been  merged  or  acquired  after 
August  1995  to  be  considered.)  But  this  year  we  added  the 
criteria  of  profits  generated  and  of  operational  efficiency, 
measured  by  revenue  per  employee  (see  key,  p.  83).  Each 
member's  aggregate  score  produced  our  ultimate  ranking. 
Our  results  are  based  on  extensive  reporting  and  surveys  sent 
to  400  candidates  from  the  fields  of  venture  capital,  law, 
banking  and  recruiting.  We.  also  polled  entrepreneurs  and  2 
academics.  Special  assistance  was  provided  by  research  firms  s. 
Thomson  FinancialA^enture  Economics  and  VentureOne.  2 

Having  a  little  perspective  is  warranted  these  days,  says  | 
David  Cowan  of  Bessemer  Ventures,  number  60  on  our  list.  | 
"At  least  one  important  company  has  been  born  every  year,  S 
regardless  of  the  state  of  the  economy,"  he  notes.  He  ticks  ^ 
off  a  few  with  down-market  birthdates:  Amgen  ( 1980),  Sun  | 
(1982),  Broadcom  ( 1991),  Ciena  ( 1992).  One  will  no  doubt  ! 
be  horn  in  2002.  i 
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1  I  ROBERT  KAGLE  |  1 1  82  |  35  | 

vc,  Benchmark.  AGE:  46.  Profits  (and  we 
don't  mean  pro  forma)  are  the  s\^eetest 
revenge.  One  of  the  6-foot-plus 
"e-Boys,"  once  ridiculed  as  a  "one-hit- 
wonder."  But  one,  Ebay,  is  all  you  need. 
Flops  include  Sparks.com,  EthnicGro- 
cer.  Also  funded  Ariba,  Synopsys  and 

E-Loan. 2001  RANK:  10 

2  I  VINOD  KHOSLA  |  2  |  94  |  7  | 

vc,  Kleiner  Perkins  Caufield  &  Byers. 
AGE:  47.  Man  with  the  "golden  touch" 
took  a  sabbatical  in  May.  Had  tough 
year.  His  Excite  (At  Home)  went  bank- 
rupt. "It  hurt  me  deeply."  2001  rank:  1 

J  I  JAMES  C.  GAtTHER  |  4  |  60  |  9  | 

vc/L,  Sutter  Hill  Ventures,  age:  64. 
Former  Johnson  White  House  staffer 
clerked  for  Supreme  Court  Chief  Jus- 
tice Earl  Warren.  Advised:  BroadVision, 
Terayon,  Siebel.  2001  rank:  8 

I  JOHN  DOERR  |  3  |  99  |  3  | 

vc,  Kleiner  Perkins  Caufield  &  Byers. 
AGE:  50.  Famous  for  Netscape,  Ama- 
zon.com. Infamous  for  Healtheon 
( WebMD),  AtHome  and  overhyped 
scooter,  a.k.a.  "Ginger."  2001  rank:  3 

b  I  TENCH  COXE  |  6  [  76  |  8  | 

vc,  Sutter  Hill  Ventures,  age:  44. 
Dartmouth  grad  and  ex- Wall  Street 
analyst  flies  up  ranks  on  strength  of 
Nvidia,  which  lived  nine  lives  before  its 
1999  IPO.  Now  profitable,  shares  up 
130%  over  last  year.  Also  Legato,  Avant. 

2001  RANK:  45 

6  I  STEVEN  KRAUSZ  |  7  |  69  [  40  [ 

vc,  U.S.  Venture  Partners,  age:  47. 
Was  NASA  engineer  before  joining  stal- 
wart USVP,  1 7  years  ago.  Funded  Verity, 
Xylan,  Accelerated  Networks.  Leaps  up 
list  on  performance  of  Check  Point 
Software.  2001  rank:  39 

_Key_  

Rank  by  market  capitalization,  profits 
cireated,  revenue  per  employee 
VC-venture  capitalist  B-banker  L-lawyer 
A-angel  investor  E-entrepreneur 
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James  C. 


Steven  Krausz 


A  Stevens  Robert  Gunderson  Jr.  Promod  Haque 


7 


LARRY  SONSINI   14  25  27 


L,  Wilson  Sonsini  Goodrich  &  Rosati. 
AGE:  60.  Most  powerful  lawyer  in  the 
Valley.  Reps  Brocade,  Commerce  One, 
Echelon,  Tibco,  Novell.  2001  rank:  4 


8 


MICHAEL  MORITZ  13   50  17 


vc,  Sequoia  Capital,  age:  47.  Ex-jour- 
nalist, founded  Technologic  Partners. 
Hit:  Yahoo.  Flops:  PlanetRx,  Webvan. 

2001  RANK:  13 

9  I  TONY  SUN  1 16  I  37  I  59  I 

vc,  Venrock  Associates,  age: 
49.  Likes  M&A  over  IPOs.  Sold 
Lightera  to  Ciena,  Stratacom 
to  Cisco,  Ramp  Networks  to 

Nokia.  2001  RANK:  14 

10  MARK  STEVENS  1 12  |  71  |  4  | 

vc,  Sequoia,  age:  41.  Former  gearhead 
for  Hughes  Aircraft.  Pixelworks,  Quick- 
Logic,  Terayon,  Nvidia.  2001  rank:  86 


"returned"  $1  billion  in  new  money  to 
investors  for  its  2001  fund  and  all  but 
disbanded.  Hits:  Brocade,  Avanex. 

2001  RANK:  2 


14 


FRANK  QUATTRONE  8  92  5 


B,  Credit  Suisse  First  Boston.  agE:  46. 
His  tech  IPO  powerhouse  dinged  the 
parent  for  a  $100  million  settlement 
over  alleged  broker  kickbacks.  Still  did 
five  IPOs  last  year.  2001  rank:  1 1 


Iphotonics  (Solectron).  2001  rank:  5 
17    JIM  BARKSDALE  I  23  I  40  I  58 


VC,  General  Atlantic  Partners,  age:  59. 

Ex-Netscape  chief  shuttered  the  Barks- 
dale  Group  last  month,  joined  GAP. 
Liberate,  Loudeye  and  failed  Home- 
Grocer.  2001  RANK:  42 


15 


PROMOD  HAQUE   20   72  26 


11 


IRWIN  FEDERMAN  17   56  6 


vc,  U.S.  Venture  Partners,  age:  66.  Elder 
statesman  of  chip  industry.  TelCom 
Semiconductor  (Microchip), 
Crescendo  (Cisco),  SanDisk  and 
QuickLogic.  2001  rank:  16 


12 


ROBERT  GUNDERSON  JR. 


1 15  I  80  I  54  I 

L,  Gunderson  Dettmer.  age:  50.  Co- 
founded  rival  firm  to  Sonsini's.  Clients: 
Redback  Networks,  Ariba,  Actuate, 
Vignette.  2001  rank:  38 


vc,  Norwest  Venture  Partners,  age:  53. 

Of  his  45  companies,  17 
have  IPO'd,  1 7  more  sold 
or  acquired.  Extreme  Net- 
works, Forte  (Sun),  Cer- 
ent (Cisco)  and  Kiva  Software  (aOL). 

2001  RANK:  24 


16 


CHRIS  SCHAEPE   19   78  32 


vc,  Lightspeed  Venture  Partners,  age: 
37.  Former  software  engineer  at  IBM 
funded  Ciena,  Terayon,  Transmeta. 
This  year  two  sales:  LightLogic  (Intel), 


18 


MICHAEL  GRIMES  11 


96  1 12  I 


B,  Morgan  Stanley,  age:  35. 
IPO'd  Brocade,  VeriSign,  Riverstone 
Networks.  This  year  sold  Zaffire  to 
Centerpoint  Broadband.  2001  rank:  21 


19 


GARY  RIESCHEL  5  98  19 


vc,  Mobius  Venture  Capital  (Softbank). 
AGE:  45.  Same  group,  new  name.  Biggest 
hits:  Critical  Path,  Digimarc,  VeriSign. 

2001  RANK:  17 


20 


THOMAS  WEISEL  9  97  33 


B,  Thomas  Weisel  Partners,  age:  60. 
Boutique  tech  bank  handled  the  sale  of 
CrossWorlds  to  IBM  and  Ocular  Net- 
works to  Tellabs  last  year.  2001  rank:  12 


Two  Steps  Forward  *  One  Step  Back  =  Progress 


Commitments  to  VC  funds 
($bil) 

87 


VC  investments 
($bil) 

91 


Median  investments 
($mil)  10 


13 


SETH  NEIMAN   21   24  14 


vc,  Crosspoint  Venture,  age:  47. 
Crosspoint  made  headlines  when  it 


17 
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iFguides  like  Gene  Kranz,  failure  is  not  an  option. 


[e  Ifarned  his  craft  in  the  early  days  of  the 
iei-cury  program,  as  the  U.S.  struggled  to  catch 
he  Soviets  in  space.  X^en,  as  flight  director  for 
polio,  he  guided  the  first  men  to  the  moon.  And, 
gainst  all  odds,  brought  back  the  crew  of  the 
tricken  Apollo  13  using  intelligence,  nerve,  and 
plit-second  decisions  rooted  in  long  experience. 


We  too  have  spent  years  guiding  clients,  perfecting 
otir  skills,  building  a  team  that's  ^econd-to-none. 
In  2001,  we  were  the  top  performing  bookrunner,^ 
and  maintained  our  ranking  as  the  #1  trader  in 
■  100%  of  our  lead-managed  public  offerings." 
A  few  facts  to  consider  before  your  next  giant  leap. 

Guides  for  the  journey.^  bdnCOfD 


OLIS    MENLO  PARK    SAN  FRANCISCO    LOS  ANGELES    SEATTLE    CHICAGO    NEW  YORK    LONDON    TEL  AVIV 


ascd  on  year-end  ixtiirn  trom  offer  price  for  all  IPljls  and  follow-on  offerings  completed  in  2001.  Rjiikiiig^  incliule  jll  bookrunning  nianogers  rhat  complcrcd  at  least  10  traiisattions 
;001.  Source:  Dployic,  .  f  t  Based  on  IPOs  iinderwrinen  from  l-l-OO  to  12-31-01.  Securities  prodiKts  aiul  services  arc  offered  tlirougli  U.S.  Bancorp  Piper  jaffray  Inc. 


w\vw.piperjaffray.com 
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MIKE  MAPLES  26  54  18 


A,  Angel  Investor,  age:  59.  Ex-Microsoft 
exec  and  OkJahoman  has  returned  to 
the  ranch.  Counseled  J.D.  Edwards, 
NetlQ  and  Lexmark.  2001  rank:  66 


BRAD  KOENIG  24  84  67 


8,  Goldman  Sachs,  age:  43.  IPOs:  Ebay, 
Yahoo,  Real  Networks.  This  year:  Loud- 
Cloud  and  NetScreen.  2001  rank:  19 


23 


SCOTT  COOK  29  31  89 


A/E,  Founder  of  Intuit,  age:  49.  Ex  Bain 
consultant  dispenses  knowledge  widely. 
Director  of  Ebay,  Amazon.  2001  rank:  60 


24 


TOM  ALBERG  27  82  41 


vc,  Madrona  Venture  Group.  AGE:  62. 
Ex-McCaw  Cellular  hand,  funded  Jeff 
Bezos  when  no  one  else  would. 
Also  Active  Voice  and  Visio. 

2001  RANK:  59 


25 


WILLIAM  SAVOY  18   93  15 


vc,  Vulcan  Ventures,  age:  37.  Invests  for 
Microsoft  founder  Paul  Allen:  WebTV, 
Ticketmaster,  Charter.  2001  rank:  43 


26 


CHARLES  CORY  22  91  78 


B,  Morgan  Stanley  age:  46.  Heads  tech 
M&A  banking.  Sold  Netscape  to  AOL, 
Broadcast.com  to  Yahoo.  This  year: 
Expedia  to  USA  Networks,  Remedy  to 
Peregrine.  2001  rank:  30 


27 


LARRY  CALCANO  34  39  69 


B,  Goldman  Sachs,  age:  38.  Founded 
East  Coast  tech  unit  in  1993.  Handled 


IPOs  for  Uunet,  Arrowpoint,  Ciena, 
Red  Hat.  On  the  board  of 
l-800Flowers.com.  2001  rank:  34 


28 


ROGER  MCNAMEE  33  61  34 


vc,  Integral  Capital.  AGE:  45.  Late-stage 
guy,  helps  get  startups  to  people  like 
Quattrone  and  the  IPO  market.  Ink- 
tomi, Rambus,  Cerent  (Cisco). 

2001  RANK:  18 


I 


29 


WILLIAM  FORD   36   35  2 


Three  Top  S 

ecvoi  s 

in  2001 

DEALS 

VALUE 

Software 

578 

$5  billion 

Communications 

and  networking 

311 

$6  billion 

Biopharmaceuticals  147 

$2  billion 

vc,  General  Atlantic  Partners,  age:  40. 
Finally  seeing  his  Internet  plays  "play." 

Priceline  up  120%  in  a  year.  Also  Eclip- 
sys,  E-Trade  Group,  SoundView. 

2001  RANK: 85 


30 


MICHAEL  HOMER  38  34  45 


A/E.  Kontiki.  age:  43.  In  tight  with  Bench- 
mark, Kleiner;  helped  launch  Netscape, 
Palm,  TiVo.  Founded  streaming  media 
shop  Kontiki  in  2000.  2001  rank:  31 


The  death  of  free  content 


9th  Annual  Jupiter  Media  Forum  •  Hilton  New  York  •  March  18-1 9th,  2002 


I 


Direct  and  indirect  online  revenue  strategies  for  Newspaper, 
iVIagazine,  Broadcast  and  Interactive  Media 

Consumers  have  been  encouraged  to  believe  that  on  the  Internet,  everything 
is  free.  Suddenly,  though,  media  properties  are  souring  on  the  prospects  for 
free,  ad-supported  content  and  service.  But  can  consumer  behavior  really 
be  so  conveniently  shifted  to  accept  the  new  reality? 

The  9th  Annual  Jupiter  Media  Forum  Is  a  two-day  forum  on  strategies  for 
transforming  the  consumer  online  marketplace  away  from  all-free,  all-ad- 
supported  content  and  services  -  and  the  implications  of  doing  this  at  a  time 
when  the  outlook  on  the  economy,  and  discretionary  expenditures  of 
consumers,  is  looking  most  uncertain. 


Day  1:  Driving  Dollars  Directly 

•  Without  Ads,  Where's  the  Money? 

•  Are  Premium  Services  Really  the  Answer? 

•  Will  Broadband  Solve  ANY  of  This? 

•  Will  Anyone  Pay  for  Content?  What  the  Data 

Day  2:  Indirect  Revenue  Strategies 

•  Is  Offline  /  Online  Synergy  a  Crock? 

•  Beyond  AOL  Time  Warner,  Can  Anyone  Drive 
Significant  Offline  Subscriptions? 

•  Treading  Water:  Short-term  Execution 

•  What  Signals  Augur  Renewed  Growth  Opporti 


To  Register  or  for  a  Complete  Agenda: 

>  web:  www.jmm.com/events 
>tel:  1-800-488-4345  x6424 

>  e-mail:  forum@jmm.com 


JupitGr 


MEDIABHI 


FORUM 


icJby  •••jilo.o  Hilton  New  York*  March  1 8-1 9th,  2002*  www.jmm.com/event$- 


Jupiter  Media  Matrix  1 


Introducing 

The  Forbes.com 

Real-Time 

Streaming 
Stock 


Portfolio 


Now  you  can  invest  like  the  pros. 

Add  to  the  insightful  analysis  and  timely  reporting  available  free 
on  Forbes, com.  Try  our  FREE  30-day  trial  offer  of  the  Forbes.com 
Real-Time  Streaming  Stock  Portfolio.  Take  control  of  your 
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CAPITALISM  IN  REAL  TIME 


Insights  By  Peter  Huber 

The  Dexterous  Robot 


UNTIL  NOW  MACHINES  ADDED  DUMB  POWER  OR 
simple-minded  precision  to  our  lives — but  never 
nimble,  thoughtful,  responsive,  intuitive  dexterity.  A 
steam  shovel  could  certainly  lift  more  dirt  than  a  man 
with  a  shovel.  Lithographic  machinery  could  etch 
much  finer  lines  on  a  chip  than  human  fingers  ever  could.  Bui 
machines  couldn't  ride  a  bike  or  walk  up  stairs,  and  they  didn't 
make  good  brain  surgeons,  either.  No  machine  could  begin  to 
mimic,  still  less  improve  upon,  the  remarkable  array  of  muscles, 
sensors  and  intelligence  that  allow  the  human  body  to  waltz  or 
play  the  violin. 

Why  not?  What's  been 
missing?  Three  key  layers  of 
technology.  Motors  and  electric 
power  supplies  that  were  com- 
pact and  precise  enough  to 
mimic  the  small  muscles  of  a 
hand.  Sufficiently  fast  and  accu- 
rate sensors  to  provide  accu- 
rate, real-time  feedback  of 
what's  happening  at  the  pay- 
load.  And  sufficiently  fast  com- 
puters to  make  sense  of  it  all 
and  to  constantly  recalculate 
how  much  power  to  dispatch  to 
the  motor  to  get  the  device  to 
climb  the  stairs  or  replace  a 
heart  valve. 

Now,  at  long  last,  we  are  see- 
ing a  true  convergence  of  digital 
logic  and  digital  power.  That  changes  everything. 

One  visible  example:  the  Segway,  Dean  Kamen's  much- 
publicized  80-pound,  two-wheel  barbell-with-handle-shaped 
platform  that  teels  where  you  want  to  go  and  goes  there,  all 
but  unprompted,  lust  lean  your  body  to  speed  up,  slow  down 
or  stop  altogether.  The  throttle,  brake  and  steering  wheel  are 
all  in  the  machine's  own  sensors,  completely  invisible  to  the 
rider  and  far  more  responsive  than  any  conventional  set  of 
manual  controls.  Tellingly,  more  than  half  the  power  drawn 
from  the  scooter's  rechargeable  batteries  is  used  to  run  the 
microprocessors  and  control  electronics;  less  than  half  turns 
the  wheels. 

The  new  surgical  robots — the  Da  Vinci  Surgical  System,  for 
example — bring  comparable  capabilities  to  the  operating  the- 
ater. The  surgeon  sits  at  a  console  and  monitor  with  his  hands 
on  seemingly  familiar  instruments.  But  his  delicately  moving 
fingers  are  in  fact  replacing  a  heart  valve  or  excising  a  brain 


Now  at  long  last  we 
are  seeing  a  true 
convergence  of 
digital  logic  and 
digital  power. 
Technologies  like 
these  will  propel 
our  next  great 
productivity  boom. 


tumor  through  a  keyhole  inci- 
sion in  a  patient  several  feet 
away.  That  the  robotic  surgical 
arm  requires  only  a  tiny  inci- 
sion is  one  big  advantage.  A  sec- 
ond is  that  the  machine-con- 
trolled scalpel  and  needle  can 
now  be  even  more  delicately 
and  finely  coordinated  than  the 
human  hands  behind  them. 
The  computers  in  the  middle 
can  learn  to  "feel"  the  bound- 
aries of  blood  vessels  and  tumors  even  better  than  the  surgeon's 
hands  ever  could  alone. 

Man-machine  interfaces  like  these  have  been  inching  into 
our  lives  for  some  time.  Antilock  brakes  in  a  car,  for  example, 
insert  a  thin  layer  of  computer-mediated  power  between  one's 
foot  and  the  brakes  in  the  wheel.  Fly-by-wire  jets  sever  all 
direct  mechanical  links  between  the  pilot  and  the  aircraft's 
control  surfaces.  Yet  even  at  their  best  these  systems  have,  until 
now,  remained  very  limited.  They  could  interface  with  the 
stamp  of  a  human  foot  on  a  pedal  or  the  twist  of  a  hand  on 
the  yoke  in  a  cockpit  but  not  with  anything  much  finer  than 
that.  When  we  control  our  own  bodies,  rather  than  an  air- 
plane's flaps  and  engines,  we  engage  hundreds  of  different 
muscles,  far  more  subtly. 

Now  the  human-machine  interfaces  are  finally  catching  up. 
And  they  represent,  ironically,  a  far  bigger  advance  than  do  the 
fully  autonomous  robots.  The  stand-alone  robots  on  a  Ford 
assembly  line  respond  mainly  to  instructions  preprogrammed 
into  onboard  computers — generally  simple,  repetitive  and  fully 
set  out  in  advance.  A  remote-piloted  vehicle  that  the  Pentagon 
flies  over  Kabul  is  impressive  mainly  because  it  lets  the  pilot 
telecommute  to  work.  Segway  and  Da  Vinci,  by  contrast,  are  as 
quick  and  nimble  as  the  human  behind  them.  They  feel  what 
our  own  brains  don't  even  consciously  grapple  with — mental 
instructions  conveyed  directly,  and  very  fast,  to  the  finest  mus- 
cles in  our  bodies — and  respond  as  fast  and  as  delicately  as  our 
own  bodies  do.  Machines  that  can  do  that  define  a  new  world 
far  beyond  "robots." 

Technologies  like  these  will  propel  our  next  great  produc- 
tivity boom.  It  wfll  be  centered  on  the  industries  that  move 
stuff,  not  just  information — move  it  out  of  the  mine  and  the 
farm,  through  the  factory,  along  the  assembly  line,  down  the 
highway,  over  the  water  and  through  the  air.  Over  time  the 
extracting,  assembling,  lifting,  moving  sectors  of  our  economy 
will  be  transformed  beyond  recognition.  F 


InVkfl'M^C  I  ^^^^^  Huber,  a  Manhattan  Institute  senior  fellow,  is  the  author  of  Hard  Green:  Saving  the  Environment  From  the  Environmentalists  and 
mmI  ^^I^^i^^  I  the  Digital  Power  Report.  Find  past  columns  at  www.forbes.com/huber. 
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THE  STRAIGHT  GOODS  ON   e-BUSINESS  PLATFORMS 


THE  WHOLE  e-BUSINESS 
THING  IS  A  FAD. 

Nothing  could  be  further  from 
the  truth.  In  times  of  economic 
downturn,  it  may  seem  prudent  to 
put  the  whole  e-Business  issue  on  the 
backburner.  But  it's  not.  Tough  times 
call  for  nimbleness  and  agility  more 
than  ever.  The  time  to  get  smart  and 
implement  e-Business  solutions  for  your 
customers  is  today. 

THE  INTERNET 

CHANGES 
EVERYTHING. 

The  Internet  does  not 
change  everything. 
It  doesn't  change  the 
business  rules  that 
run  your  company. 
Or  the  infrastructure 
you've  spent  years 
building.  The  Internet 
is  obviously  a 
critical  part  of  any 
e-Business.  But  it's 
how  well  you  manage 
the  information 
traveling  over  the 
Net  that  determines 
the  success  of 
your  business. 

IT'S  A 
ONE-BRAND 
WORLD. 

This  myth  surrounds 
just  about  every 
significant  e-Business 
platform  discussion. 
Virtually  every 
purveyor  of  e-Business 
platforms  touts  their 
version  of  this 
"one-brand"  world. 
Their  brand,  of  course. 
Big  surprise. 

At  Sybase,  we  Know  it's  just  not  true. 
Countless  brands  compete,  cooperate 
and  commingle  inside  your  company. 

It's  laughable  to  pretend  that  any  one 
external  organization  can  "standardize" 
all  the  various  protocols,  systems, 
components,  new  technologies, 
languages,  databases  and  vendor 
relationships  that  your  business 
depends  on  to  succeed. 


Our  open  e-Business  platform  embraces 
diversity  Making  all  of  this  stuff  work 
together  is  what  our  stuff  is  all  about. 

A  WEBSITE  IS  A  PORTAL. 
A  PORTAL  IS  AN  e-BUSINESS. 

Unless  your  data  has  the  ability  to 
travel  from  a  customer's  pager  to 
your  trusty  OS/390  mainframe  and 
then  back  to  your  customer  via  cell 
phone,  you  may  very  well  have  a 


website,  but  you  really  don't  have  an 
e-Business.  Our  proven  e-Business 
platform  totally  delivers  end-to-end 
functionality.  It  integrates 
every  single  aspect  of  your 
business.  What's  more, 
it  has  the  scalability 
to  constantly 
integrate  your 
new  components 
into  the  mix.  Like 
say,  10,000  brand  new 
customers,  for  example. 


IF  AT  FIRST  YOU  DON'T 
SUCCEED,  THROW  SOME  MORE 
MONEY  AT  IT. 

Hah.  Very  funny.  But  a  popular  belief 
for  a  long  time.  Listen;  That's  pure 
poppycock.  Real  e-Business  solutions 
deliver  real  business  results.  That 
means  increased  revenues,  reduced 
costs  and  profits  to  your  bottom  line. 

At  Sybase,  we  deliver  e-Business 
solutions  to  the 
FORTUNE  500f  the 
largest  firms  on  Wall 
Street,  the  biggest 
names  in  healthcare, 
the  world's  largest 
computer  and 
networking  companies, 
the  biggest  players  in 
Europe  and  Asia. 

We  lead  in  enterprise 
portal  technology. 
We  dominate  in 
enterprise  wireless 
solutions.  And  we 
have  some  of  the 
best  middleware 
integration  solutions 
found  on  our  planet. 

We  can  deliver  ROI 
with  a  sense  of 
immediacy. 

IT'S  ALL  OR 
NOTHING. 

The  Big  Bang  Theory: 
You  need  to  do  all  of 
this  at  once.  Not  at  all. 

Implement  in  the 
way  that's  right  for 
your  firm.  From  the 
bottom  up.  Or  the 
top  down.  Component  by  component. 
It's  your  choice. 


SYBASE   e-BUSINESS  SOFTWARE 
JECAUSE    EVERYTHING    WORKS    BETTER  WHEN 


Call  1-800-8-SYBASE  or  visit 
www.sybase.com/myths  and  we'l 
you  how.  Fact,  not  myth. 


show 


i  Sybase 

Information  Anywhere' 


EVERYTHING    WORKS  TOGETHER'. 


TJ££JfcUiQJLi3JiyL^  by  Stephen  Manes 


Something  Special  in  the  Airwaves 


Unofficial  motto 
oftiie  consumer 

electronics  industry: 
If  there's  a  wire 

-  ^  lying  around, 
cut  it. 


RIGHT  AFTER  THE  NEW  YEAR'S  BUBBLY  GOES  FLAT,  THE 
world's  electronics  makers  converge  upon  Las  Vegas 
to  reveal  forthcoming  digital  wonders  at  the  annual 
Consumer  Electronics  Show.  This  year's  unofficial 
theme  was  wirelessness — from  far-flung  satellite 
broadcasts  to  home-size  802. 11  networks. 

The  hit  of  the  show  was  Moxi  Media  Center,  an  ambitiously 
versatile  system  slated  to  be  offered  this  Christmas  season  by 
EchoStar,  with  cable  providers  to  follow.  It  stufls  a  hard  drive 
that  can  store  music,  photos  and  video  into  a  box  with  a  DVD 
player,  Internet  access  and  a  satellite  or  digital  cable  decoder. 
You  can  hook  it  up  to  a  TV  or 
home  theater  system  and  then 
broadcast  anything  from  the 
box  over  cables  or  the  ether  to 
simpler  Moxi  devices  connected 
to  TV  and  audio  systems  else- 
where in  the  house.  A  version 
due  early  in  2003  can  even 
record  high-definition  TV.  If  it 
works  as  promised  and  meets 
remarkably  low  price  points, 
Moxi  might  just  become  the 
long- fabled  "home  digital  hub." 

Moxi's  lead  investor  is  AOL, 
whose  fiercest  competitor, 
Microsoft,  continues  to  push 
Windows  PCs  for  digital  enter- 
tainment. Microsoft's  FreeStyle 
platform  lets  PC-makers  ship  a 
computer  with  a  TV  tuner,  TV- 
recording  software  and  a 
remote  control.  Large  on-screen 
icons  and  the  like  let  you  play 
media  fi-om  the  sofa.  But  com- 
puter monitors  don't  make 
great  TV  screens,  networking 
won't  be  included  in  the  first 

version's  Christmas  release  and  Microsoft's  past  TV-in-comput- 
ers  initiatives  have  failed  dismally.  Target  market:  really  tiny 
dorm  rooms. 

Good  news  for  those  with  more  space:  Big,  digital,  high-def- 
inition-ready TVs  that  also  do  a  great  job  with  DVDs  keep  get- 
ting cheaper  and  better.  My  favorites  this  year  were  based  on 
Texas  Instruments'  mirror-flipping  Digital  Light  Processing 
chips.  Samsung's  $4,000  Tantus  HLM-507W  50-inch-wide-screen 
rear-projection  TV,  due  midyear,  has  a  surprisingly  slim  profile 
and  weighs  less  than  100  pounds.  And 
Sharp's  $10,999  XV-Z9000U  DLP  fi-ont  projec- 


tor, designed  for  home  theaters, 
is  available  now.  Add  a  screen, 
an  audio  system  and  popcorn, 
and  it's  hard  to  imagine  why 
you  would  ever  venture  to  the 
movieplex. 

The  wireless  connection 
here?  Satellite  and  conventional 
over-the-air  broadcasting  will 
remain  the  primary  high-def 
program  sources  until  cable 
operators  decide  to  carry  high- 
def  content  and  Hollywood  delivers  prerecorded  HD  cassettes 
or  discs. 

Mira,  another  Microsoft  initiative,  adds  wireless  networking 
to  computer  screens.  In  theory  it  would  let  you  yank  the  screen 
from  the  computer  in  the  home  office  and  use  it  to  run  that 
computer  from  the  living  room.  Clever,  but  flat-panels  with 
keyboards  may  end  up  not  much  cheaper  than  full-fledged 
notebook  PCs. 

A  new  watch  from  Timex  will  use  Global  Positioning  Sys- 
tem satellite  data  to  record  athletes'  speeds  and  distances. 
Sounds  cool,  but  it  would  be  cooler  if  you  didn't  have  to  wear  a 
phone-size  receiver,  too.  In  another 
unusual  combo,  Garmin's  $169  Rino 
will  build  GPS  into  a  two-way  radio. 
Its  screen  shows  where  the  other  gab- 
bers are — as  long  as  they're  outdoors. 

Satellite  radio  is  now  for  real.  XM's 
system  is  up  and  running  nationwide; 
Sirius  goes  live  in  four  markets  on 
Valentine's  Day  and  plans  national 
deployment  in  August.  Though  both 
companies  are  coy  about  bandwidth 
and  compression,  in  brief  trials  both 
systems  generally  sounded  good,  even 
smack  in  the  middle  of  a  big  above- 
ground  parking  structure.  But  100- 
channel  radio  interfaces  can  be  confusing,  song  data  displayed 
on  radio  screens  are  often  incomplete,  and  equipment  costs  plus 
monthly  fees  of  $  1 0  to  $  1 3  may  slow  acceptance.  Curious  parties 
should  visit  the  Web,  where  Sirius  simulcasts  its  music  channels 
and  XM  offers  extensive  selections. 

Struggling  wireless  contender  Bluetooth  popped  up  here 
and  there,  too,  as  if  to  point  up  the  convention's  ultimate 
moral:  If  there's  a  cable  lying  around,  expect  somebody  to  try 
to  cut  it.  F 
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j  Stephen  Manes  (steve@cranky.com),  cohost  of  Digital  Duo.  has  been  covering  tech- 
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IT  Infrastructure 
for 


Someday  satellites  will  cover  the  globe  so 
thoroughly  that  there  will  always  be  one 
right  where  you  need  it.  Which  means  that 
super-fast  wireless  broadband  connections 
will  always  be  at  your  disposal.  No  more 
anemic  connections,  no  more  out-of-service 
areas. 


With  our  encyclopedic  knowledge  of  IT 
space  infrastructure— from  diverse  satellites 
to  the  many  technologies  that  support  them 
on  the  ground— we're  bringing  together  a 
network  that  works  for  you. 

IT  integration  is  making  things  better  all  over. 
  www.mitsubishielectric.com/IT 

♦  MITSUBISHI 
ELECTRIC 

Changes  for  the  Better 


15,000  EMPLOYEES 

in '  200  countries. 

200,000  ORDERS 

shipped. 

A  MILLION  ONLINE 

transactions. 


Not  a  bad  first  day. 


Introducing  Menlo  Worlciw  :dc,  a  new  compaiiv  that 


manaacmcnr  u  irh  worldwide  capabilities  in  trans- 
portation and  freight  forwarding,  we've  created  a  more 
intelligent  way  to  help  you  source  supplies,  manage 
^^^^  inventories  and  distribute  products  any- 


brings  togetltfcr  the  experience  and  resources  of  Emery 
Worldwide,  Menlo  Logistics  and  Vector  SCM.  The 

rcsuh  IS  one  wholly  integrated  business 

ottering  a  superior  way  to  operate  in  a  where  in  the  world.  We  can  do  it  faster 

global  economy.  By  combining  unparalleled           £  more  efficiently  than  ever  betore. 

expertise  in  loai'^ric^  and  supplv  chain        'O  R  •  D'A"  P  r    And  to  think,  we're  just  getting  started. 


www.  menloworidwide.com 


MARKETING 


On  His  Watch 

Swatch  Group's  next  chief  executive  has  a  grand  plan  to 
improve  the  image  of  his  plastic  timepieces.  Come  again? 


NICOLAS  Hayek  is  used  to  having 
people  glance  at  his  wrist.  They  are 
curious  to  see  if  he  wears  up  to  eight 
watches  at  a  time,  Hke  his  billionaire  father, 
Nicolas  G.  Hayek,  who  founded  and  runs 
Swatch  Group  out  of  Biel,  Switzerland. 
"Sometimes  I  wear  two  or  three,"  shrugs 
the  younger  Hayek,  47.  But  on  a  recent 
morning,  he  was  wearing  only  one  time- 
piece: a  simple  Swatch. 

These  days  there  are  inevitable  com- 
parisons between  Hayek  and  his  charis- 
matic 73-year-old  father.  The  elder  Hayek 
made  an  instant  fad  of  the  plastic  Swatch, 
which  burst  onto  the  scene  in  1982  and 


sold  2  million  in  the  space  of  two  years. 
With  expansion  and  acquisitions  the  com- 
pany is  a  very  different  beast  now,  getting 
45%  of  sales  and  60%  of  operating  profit 
from  watches  costing  more  than  $1,500, 
says  Christian  Arnold,  analyst  at  Bank  Von- 
tobel  in  Zurich. 

The  need  for  marketing  panache  is 
just  as  great,  though.  That  job  will  fall  to 
Hayek  Junior,  who  is  about  to  pick  up  the 
chief  executive  title.  It's  a  big  job.  With 
revenue  last  year  of  $2.5  billion,  Swatch  is 
the  world's  largest  watchmaker,  peddling 
18  brands  of  arm  candy,  from  the  lowly 
Flik  Flak  ($30)  to  the  luxurious  Breguet, 


Nicolas  Hayek  hopes  limited- 
edition  watches  and  jewelry 
will  help  upgrade  the  brand. 

which  sells  for  as  much  as 
$310,000. 

How  does  the  younger 
Hayek  intend  to  notch  his 
mark?  By  applying  lessons 
of  the  luxury  market  to  the 
low  end.  Through  its 
Breguet,  Longines,  Blanc- 
pain,  Omega  and  other 
brands,  Swatch  Group  has 
about  15%  of  the  market 
for  expensive  watches,  trail- 
ing Rolex  and  LVMH.  Nico- 
las Junior  sees  more  growth 
there.  He's  opening  sleek 
Tourbillon  stores  for  his 
most  expensive  brands  and 
also  stand-alone  boutiques 
for  Omega  and  Breguet. 

Competing  retailers 
throw  cold  water  on  the 
idea.  "I  have  a  hard  time 
seeing  how  an  Omega 
store  is  going  to  make  it," 
says  Steven  Rosdal,  co- 
owner  of  Hyde  Park  Jewel- 
ers in  Denver,  Aspen  and 
Las  Vegas. 

More  controversial  yet 
is  Nick  Junior's  plan  to  give 
the  Swatch  brand  more  ex- 
clusivity, particularly  in  the  U.S.,  where  it 
competes  with  Guess  and  Fossil.  The  line 
represents  an  estimated  15%  of  revenue 
and  10%  of  operating  income.  But  Swatch 
may  be  in  the  twilight  of  its  life  cycle. 
"Swatch  had  a  moment,"  Hayek  says  wist- 
fully over  breakfast  in  Manhattan.  "You 
could  sell  a  Swatch  in  the  restroom.  But 
then  suddenly  the  watches  were  everywhere 
in  the  U.S.,  and  consumers  started  to  say, 
'Wait  a  minute.  It's  cheap.  It's  plastic.'" 
High-end  retailers  like  Rosdal  dropped 
Swatch  when  it  showed  up  in  discount 
bins.  Revenues  sagged  in  the  mid-1990s. 
Remarkably,  however,  Hayek  sees  new 
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A  Weekend  At  The  Palace  And  A  Table  At  Le  Cirque. 


...The  Best  Of  Both  Worlds. 

The  Five-Diamond  New  York  Palace  and  Five-Diamond  Le  Cirque  2000  wil 
create  a  world  of  difference  this  weel<end  for  just  $299*  per  night. 
You  II  enjoy  a  luxurious  guest  room,  a  Saturday  lunch  for  two  at 
Le  Cirque,  shopping  privileges  and  discounts  at  Saks  Fifth  Avenue, 
our  deluxe  fitness  center  and  the  devoted  talents  of  our  renowned 
concierge  staff.    For  reservations  call  1 -800-PALACE-T. 


N  fW>;YORK 


HOTEL  &  T  <1    '  E  R  S 


455  Madison  Avenue  at  50th  Street  New  York,  New  York  1 0022 
www.newyorkpalace.com 

*  Single  or  double  occupancy.  Taxes  and  Gratuities  not  included.  Not  applicable  to  groups. 
Subject  to  ovoilobility  Fri.,  Sot.,  &  Sun.  Room-Only  Rotes  also  ovoiloble. 


Reading  is  a  great  way  to  escape. 
It  helped  this  family  get  out  of  the  projects. 


^^he  National  Center  for  Family 
Literacy  helps  families  with  poor 
literacy  skills  break  the  cycle  of 
intergenerational  poverty.  We  hold 
out  a  hand  and  they  Icam  to  pull 
tliemselves  up.  Now  we  could  use 
a  hand  as  well.  CO  To  help,  please 
call  tire  Family  Literacy  hifoLine  at 
1-877-FAMLrr-l  or  \dsit  our  web 
site  at  w^^'w. famlit.org. 
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life  for  Swatch  as  a  more  upscale  item.  "The 
boss  of  Patek  Philippe,  when  he's  skiing, 
wears  a  Swatch  Chrono,"  he  insists.  He  in- 
tends to  improve  the  line's  cachet  in  the 
U.S.  by  yanking  the  brand  from  many  of 
the  department  stores  where  it's  still  sold, 
including  Bloomingdale's  and  Dillard's.  In- 
stead, he  will  sell  it  mostly  in  Swatch- 
owned  boutiques,  spending  at  least  $10 
million  in  2002  by  adding  up  to  30  new 
Swatch  stores  to  the  35  the  company  al- 
ready owns  in  the  U.S.  Worldwide,  it  oper- 
ates 511  Swatch  stores. 

Watch  out  for  limited-edition  time- 
pieces exclusive  to  individual  stores.  The 
Swatch  Diaphane  One,  for  example,  wall  set 
you  back  $2,999 —  if  you  can  find  one.  Sev- 
eral are  nestled  alongside  the  company's 
high-end  Breguet  and  Glashiitte  brands  in 
the  company's  Paris  Tourbillon  store. 
Hayek  has  to  hope  there  are  enough  people 
who  will  pick  a  souped-up  plastic-and- 
aluminum  Swatch — some  feature  rubies 
and  sapphires,  as  well  as  diamonds — for 
about  the  price  of  a  Cartier  Santos  Galbee. 

But  then,  Hayek's  taste  is  a  tad  ques- 
tionable. Before  joining  the  family  business 
in  1994,  he  headed  a  small  Parisian  movie 
studio  called  Sesame  FUms.  ( It  reached  its 
artistic  apex  with  Family  Express,  a  movie 
he  directed  starring  Peter  Fonda.)  "Mak- 
ing movies  is  very  similar  to  making  an 
emotional  mass-consumer  product  like  a 
watch.  You  need  ideas,  distribution  and 
marketing,"  says  Hayek,  who's  behind  the 
biggest  Swatch  ad  campaign  in  years,  which 
features  hoopster  Shaquille  O'Neal  pitching 
the  $125  superthin  Swatch  Skin  Chrono. 

Any  boost  would  help.  Operating  in- 
come last  year  sank  an  estimated  1 0%  to 
$384  million,  thanks  largely  to  declines  in 
Swatch  Group's  cell-phone-technology 
business — crystals,  batteries,  chips.  Aside 
from  trying  to  gild  the  plastic,  Hayek  is  de- 
termined to  diversify  beyond  timekeeping, 
something  his  old  man  never  did  weU.  A 
Swatch  pager  went  nowhere  and  Hayek  the 
younger  is  doubtful  about  a  mobOe  phone 
wristwatch  his  father  once  trumpeted.  Now 
Nick  Junior  is  leading  the  push  into  jew- 
elr)' — including  a  Swatch  line — which  he 
hopes  will  bring  in  $250  million  a  year  by 
2005.  But  it  wQl  be  hard  to  make  plastic 
jewelry  into  the  kind  of  phenomenon  that 
the  plastic  watch  was  in  1982.  — M.W. 
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A  DIFFERENT  PLAN  OH 


How  Neil  Franklin  has  found 
an  edge  or  two  in  the  dicey 
telecommunications  business. 

BY  LYNN  J.  COOK 

GET  CLOSE  TO  YOUR  CUSTOMERS? 
Neil  Franklin,  founder  and  chief 
executive  of  Dataworkforce,  a 
London-based  high-tech  place- 
ment firm,  gets  his  inside  infor- 
mation by  hiring  veterans  of  companies  he 
wants  to  book  as  clients.  He  snagged  Erics- 
son veteran  Michael  Carr  to  help  him 
smoke  out  the  details  of  an  Ericsson  as- 
signment for  AT&T  in  1 999,  a  job  requiring 
50-plus  engineers  to  test  switches  and  radio 
base  stations  in  Texas  and  California.  Hires 
from  Nortel  and  BT  (the  former  British 
Telecom)  have  helped  win  other  contracts. 

Such  methods  distinguish  Datawork- 
force from  similar  firms.  A  tough  com- 
petitor, Franklin,  37,  would  rather  outflank 
than  overpower  rivals.  He  saves  the  phys- 
ical stuff  for  Goju,  an  Okinawan  form  of 
martial  arts  he  practices  three  times  a 
week.  It's  great  for  getting  out  frustrations 
and  getting  through  tough  times. 

Franklin  grew  up  in  southwestern  Eng- 
land selling  home  siding  door-to-door.  At 
age  24  he  went  to  work  for  what  he  calls  a 
"body  shop" — a  recruiter  that  cold-called 
companies  for  their  job-openings  lists,  then 
culled  giant  databases  of  resumes  for  a  few 
good  matches.  Franklin  was  filling  retail 
and  banking  positions  in  the  early  1990s 
when  he  got  a  misdirected  call  from  a  Hun- 
garian engineer  looking  for  telecom  work 
in  London.  He  promised  to  deliver  even 
though  he  knew  nothing  about  the  indus- 
try. After  spending  weeks  trying  in  vain  to 


find  the  cellular  radio  specialist  a  contract. 
Franklin  discovered  he  was  onto  a  hot  field. 
Body-shopping  methods  were  too  slow  to 
cut  it  in  telecom,  so  Franklin  studied  up. 

Today  he  operates  offices  in  London, 
Dallas,  Kuala  Lumpur  and  Mexico  City.  But 
his  300  contract  engineers  are  almost  al- 
ways on  the  road  or  in  the  air,  working  on 
short-term,  tight-deadline  projects  for  the 
likes  of  Ericsson,  VoiceStream  and  Voda- 
fone.  Most  contractors  are  male,  single  and 
aged  27  to  42.  They  must  be  able  to  fly  any- 
where on  48  hours'  notice,  and  put  up  with 
long  hours  and  spartan  lodging,  as  well  as 
zero  benefits.  But  they  get  paid  weU,  keep- 
ing 75%  of  the  fee  (up  to  $120  an  hour)  at 
which  Franklin  bills  their  time. 

Raymund  Guirnalda,  a  27-year-old 
electrical  engineer,  is  a  typical  contractor. 
Two  years  ago  he  quit  his  job  with  Smart 
Communications,  the  largest  cellular  op- 
erator in  the  Philippines,  and,  leaving  his 
wife  in  Manila,  went  to  freelance  for 
Franklin.  He  ended  up  in  Daflas,  testing 
and  installing  equipment  for  Ericsson.  That 
job  led  to  other  projects,  in  Oklahoma, 
Kansas  and  Missouri.  "In  two  months  here 
I  can  make  one  year's  salary  in  the  Philip- 
pines," says  Guirnalda.  His  wife  recently 
joined  him,  and  the  couple  plans  to  stay  in 
the  U.S.  to  earn  enough  to  retire  comfort- 
ably back  in  Manila.  Other  freelancers  pre- 
fer working  closer  to  home,  in  order  to  turn 
their  skills  into  high-paying  staff  jobs.  "It's 
a  way  to  quickly  jump  several  rungs  on  the 
corporate  ladder,"  says  David  Bowmaker,  a 
former  body-shopper  who  now  recruits 
engineers  for  Dataworkforce. 

Franklin  expends  as  much  effort 
screening  workers  as  recruiting  them.  He 
enlists  Carr  and  Michael  Huntley,  a  ten- 


year  veteran  of  Nortel,  to  delve  deeply  into 
background  checks  and  grill  would-be  con- 
tractors for  an  hour  and  a  half  Want  to 
work  on  an  SS7  signaling  project?  You'd 
better  be  able  to  detail  how  to  set  up  desti- 
nation point  codes  and  program  the  data 
tables  on  Nortel's  DMS  (digital  multiplex 
systems)  switches.  If  you've  got  the  skills, 
the  company  will  help  you  get  an  H 1 B  visa 
for  the  U.S.,  good  for  up  to  six  years. 

Riding  the  telecom  boom.  Franklin's 
privately  held  Dataworkforce  more  than 
doubled  its  sales  ft-om  1998  to  2000.  The 
last  fiscal  year,  ending  March  31,  was  an- 
other story,  as  revenues  dipped  ft^om  $66 
million  to  $53  million,  and  profits  slipped 
by  62%  to  $750,000.  Companies  such  as 
Cingular  Corp.  and  AT&T  Wireless,  still  hot 
to  switch  to  GSM — global  system  for  mo- 
bile communications,  Europe's  popular 
voice  and  data  network — may  hold  on  to 
existing  TDMA  (time  division  multiple  ac- 
cess) wireless  networks  for  a  while,  says  Yir- 
tyt  Koshi,  a  senior  consultant  with  Ovum, 
a  London-based  telecom  consultancy. 

"How  many  recessions  have  there  been 
since  you  had  that  big  beige  phone  installed 
by  Ma  Bell  on  your  desk?"  Franklin  shrugs. 
Besides,  how  long  can  it  be  before  Ameri- 
cans demand  upgrades  to  their  wireless  ser- 
vices? The  U.S.,  which  now  generates  33% 
of  his  revenues,  lags  Finland  in  such  fea- 
tures as  paying  for  movies  via  wireless  links 
billed  back  to  carriers — and  japan,  where 
people  can  snap  pictures  with  their  phones 
and  send  them  over  the  Web. 

This  year,  he  hopes,  will  bring  plent}'  of 
work  for  his  engineers  in  testing  and  main- 
taining existing  systems.  Says  he:  "Compa- 
nies have  to  make  sure  what  they've  spent 
billions  on  still  works."  F 
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Trading  Places 


Promoters  are  marketing  a  new 
way  to  defer  capital  gains  on 
real  estate.  Watch  out. 


BY  ASHLEA  EBELING 

DAVID  llAKiHT,  A  4 1 -YFAR-OLl)  M1:NI.()  PARK,  CAI.IK 
real  estate  investor,  bought  grazing  land  in  Salt  Lake 
(^ity  in  1994,  got  it  rezoncd  for  industrial  use  and 
cut  a  deal  to  sell  it  in  1999  to  a  trucking  company.  He 
wanted  to  put  the  $825,000  proceeds  into  something 
that  would  produce  more  income  than  raw  land.  And  he 
wanted  to  avoid  tax  on  his  $600,000  capital  gain. 


To  his  rescue  came  quirk\  Section  1031  of  the  tax 
code,  under  which  the  owner  of  investm  iil  property  (a  farm, 
an  airplane,  you  name  it)  who  swaps  ii  loi  similar  property 
does  not  recognize  a  taxable  gain.  The  tax  is  deferred,  not  elim- 
inated; if  you  buy  an  oil  well  for  $225,000,  let  it  appreciate  and 
trade  it  for  one  worth  $825,000,  the  tax  "basis"  (or  book  cost)  of 
the  new  well  is  $225,000,  so  a  later  sale  of  it  at  $825,000  would 
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leave  you  with  the  same  $600,000  gain. 
But  gains  can  be  deferred  for  a  long  time, 
and  a  tax  deferred  is  a  tax  diminished. 

The  trucking  company  did  not  have 
on  hand  any  spare  pieces  of  property  that 
were  worth  $825,000  and  that  Haight 
wanted  to  own.  No  problem,  though. 
Haight  picked  out  replacement  property,  a  15%  stake  in  a 
113,000-square-foot  shopping  center  in  Chicago.  To  complete 
the  swapping  maneuver  he  then  went  to  what  is  called  an 
"exchange  accommodator."  The  accommodator  bought  the 
Utah  land  fiom  Haight,  sold  it  to  the  trucking  firm,  put  the  pro- 
ceeds in  escrow,  and  then  used  them  to  buy  the  Chicago  prop- 
erty stake  for  Haight. 

Certain  rituals  and  deadlines  must  be  observed  for  this  kind 
of  three-way  swap  to  work.  Also,  the  acquired  property  cannot 
be  a  partnership  interest  in  real  estate.  So  Haight's  deed  in 
Chicago  makes  him  a  "tenant  in  common"  with  the  owners  of 
the  other  85%  rather  than  their  limited  partner. 

The  strip  mall,  anchored  by  a  Dominick's  supermarket, 
generates  steady  rent  payments  that  escalate  with  inilation. 
After  mortgage  payments  and  property  management  costs, 
Haight  now  gets  about  $75,000  in  annual  income  from  his 
stake.  That's  a  9%  annual  yield  on  an  investment  ostensibly 
worth  the  fiill  $825,000  that  Haight  got  for  the  trucking  parcel. 
(Of  course  the  promoter  who  packaged  the  strip  mall  for  sale 
to  people  like  Haight  marked  up  the  real  estate;  he  also  takes  a 
percentage  of  the  gross  rent.)  Not  quite  half  of  Haight's  payout 
is  sheltered  from  tax  by  depreciation  deductions. 

You  pay  a  price  for  postponing  a  gain  and  carrying  over  a 
tax  basis  from  the  property  you  disposed  of.  This  basis  is  used 
to  calculate  depreciation  deductions.  Haight  would  have  fatter 
deductions  if  he  had  paid  cash  for  his  piece  of  the  mall. 

All  in  all,  though,  turning  a  sheep  pasture  into  an  income- 
producing  mall  was  a  winner  for  Haight.  Can  you  do  as  well 
swapping  real  estate  you  want  to  sell?  Maybe — but  there  are 
two  caveats.  Big  ones. 

First:  Watch  out  for  fees.  The  matchmakers  out  there  hus- 
tling fractional  interests  in  commercial  real  estate  are  not  in 
business  for  their  health.  Commissions,  spreads,  and  legal,  mar- 
keting and  closing  costs  can  run  as  high  as  25%  of  your  invest- 
ment. At  which  point  you  have  to  be  pretty  stupid  to  proceed — 
since  that  is  just  atiout  equal  to  the  tax  you  are  postponing.  (Not 
counting  state  taxes  the  long-term  capital  gains  rate  is  25%  on 
past  depreciation  on  the  property  you  are  selling  and  20%  on 
any  profit  beyond  that  amount.) 

Michael  Black,  a  Phoenix  financial  planner  who  has  put 
several  clients  into  fractional  interest  deals,  won't  consider 
any  in  which  the  fees  (including  his  typical  5%  take)  total 
more  than  10%.  Even  then  the  swap  may  not  make 
sense  unless  the  client  has  a  reasonable  prospect  of 
liminating,  not  just  deferring,  the  capital  gain 
J;ax.  Someone  who  intends  to  bequeath  the 
property  to  the  next  generation  may  be  in 
category. 
For  lower  fees,  consider  cut- 


Some  people  are  SO  DUMB 
THEY  PAY  FEES  OF  25%  in 
order  to  defer  a  tax  of  25%. 

ting  out  the  middleman  and  buying  directly  from  the 
sponsor,  as  Haight  did.  Hire  an  accountant  by  the  hour 
to  evaluate  the  deal. 

Second:  Some  fractional  interests  being  peddled  these  days 
may  not  pass  muster  with  the  Internal  Revenue  Service.  They 
look  and  taste  like  classic  real  estate  partnerships.  What's  to 
stop  the  IRS  from  decreeing  that  they  are  ineligible  for  1031 
deferral?  In  2000,  promoters  bombarded  the  agency  with  re- 
quests for  private-letter  rulings  blessing  their  tenant-in-com- 
mon deals.  Rather  than  issue  such  letters,  the  IRS  decided  to 
write  rules  stating  what's  allowed;  the  rules  are  due  in  lune. 

The  promoters  aren't  waiting.  Tax  Strategies  Group  in 
Chicago  has  (with  its  predecessor  firm)  sold  $300  million  in 
fractional  interest  property  to  Haight  and  others  since  1998. 
Two  Santa  Ana,  Calif,  companies,  NNN  Capital  Corp.  and 
Passco  Real  Estate  Enterprises,  last  year  sold  $100  million  of 
deals  between  them.  In  lanuary  CB  Richard  Ellis  Investors, 
which  manages  $10  billion  in  U.S.  real  estate,  began  marketing 
its  first  tenant-in-common  deal.  Buyers  get  an  interest  in  a 
portfolio  of  five  properties,  each  with  a  single,  different  com- 
mercial tenant  (Kohl's,  Walgreens,  EDS,  Circuit  City  or  Lowe's), 
each  with  a  long-term  lease  and  in  a  different  state. 

If  you  just  can't  wait,  limit  your  tax  risk.  Pay  for  an  indepen- 
dent legal  opinion.  That  way  even  if  the  IRS  disallows  the  deal, 
you  shouldn't  be  liable  for  penalties,  only  back  taxes  and  inter- 
est. Avoid  properties  with  a  lot  of  owners.  Some  experts  say  up 
to  35  buyers  is  safe;  others  say  no  more  than  10  should  buy  into 
one  property. 

Structure  counts,  too.  A  master  lease  arrangement,  where 
the  buyers  lease  their  interests  to  a  master  lessee  for  a  guaran- 
teed rental  payment,  is  unlikely  to  give  rise  to  partnership  sta- 
tus, says  Chicago  tax  lawyer  Richard  Lipton,  head  of  the  Amer- 
ican Bar  Association's  tax  section.  (He's  an  adviser  to  Tax 
Strategies  Group,  which  structures  its  deals  this  way.)  Deals  in 
which  buyers  actively  participate  in  the  management  of  a  prop- 
erty, or  share  risks  and  profits  with  the  manager,  are  more  likely 
to  be  considered  partnerships.  The  IRS  may  also  limit  the  num- 
ber of  properties  that  can  be  f)ackaged  in  a  deal.  Lipton  recom- 
mends that  each  tenant-in-common  investment  contain  only 
one  or  only  contiguous  properties. 

Think,  too,  about  how  you'll  get  out  of  the  deal  if  you  need 
cash.  Some  sponsors  give  you  the  option  of  selling  back  your 
interest  at  a  small  discount— say,  97.5%  of  your  investment. 
What  if  the  sale  is  years  later  and  the  mall  has  appreciated?  It 
may  be  tough  to  find  an  outside  buyer  for  your  stake.  If  the  only 
buyer  is  the  promoter  or  a  co-owner,  you  could  get  scalped. 

Says  New  York  tax  lawyer  Sidney  Mandel:  "If  you  can't  get 
a  good  return — and  a  deal  that  will  let  you  sleep  at  night — 
you're  better  off  paying  the  tax."  F 
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Foreign  Fix 

The  case  for  international  stock  index  funds  gets  stronger. 


BY  IRA  CARNAHAN 

LOW-COST  INDEX  FUNDS,  SUCH  AS 
the  Vanguard  500,  have  captured 
15%  of  the  money  invested  in 
domestic  equity  mutual  funds.  Yet  just 
5%  of  money  in  international  funds  is 
indexed.  Why?  There  are  two  reasons 
investors  have  avoided  international 
indexing.  Neither  one  holds  up  anymore. 

The  first  excuse  for  not  indexing 
abroad  was  that  indexes  didn't  cover 
enough  companies  and  used  a  distorted 
weighting  of  those  they  did  cover.  This 
complaint  was  valid,  but  soon  will  be 
obsolete.  By  May,  Morgan  Stanley  Capital 
International  (mSCI),  the  dominant 
provider  of  global  stock  indexes,  should 
complete  a  much-needed  overhaul  of  its 
indexes  covering  51  countries.  Two  of  the 
most  widely  used  are  the  MSCI  All-Coun- 
try World  Index  and  the  EAFE  (Europe, 
Australasia  and  Far  East). 

MSCI  is  making  two  key  changes.  The 
first  is  expanding  the  indexes'  coverage: 
The  firm  will  now  aim  to  cover  85%  of 
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the  available  market  capitalization,  up 
from  60%  of  the  total  market  cap.  Sur- 
prisingly, huge  companies  like  Shell,  NTT 
DoCoMo  and  Cable  &  Wireless  used  to 
be  excluded. 

Equally  important  is  a  change  in  the 
way  MSCI  weights  the  stocks  in  its 
indexes.  The  new  approach,  known  as 
free  float,  weights  companies  by  the  value 
of  shares  available  for  sale  to  the  public. 
Before,  MSCI  counted  all  outstanding 
shares,  including  those  not  available  for 
trade.  That  caused  serious  distortions, 
especially  in  Japan,  with  all  its  corporate 
cross-holdings.  At  the  peak  of  the  Japan- 
ese stock  market  bubble  in  1989,  cross- 
holdings  accounted  for  40%  of  Japan's 
value  in  MSCI  indexes,  says  Steven 
Schoenfeld,  head  of  international  equities 
at  Barclays  Global  Investors. 

Why  weren't  the  international 
indexes,  which  were  launched  in  1969, 
fixed  before  this?  Part  of  the  reason  is  that 
MSCI  couldn't  get  its  hands  on  the  exten- 
sive data  needed  for  the  adjustments. 


Second  rationalization  for  not  index- 
ing abroad:  Active  managers  can  earn 
their  keep  overseas.  That  is  supposedly 
because  there  are  more  market  inefficien- 
cies overseas,  reflecting  in  part  the  lower 
transparency  in  financial  statements.  (As 
if  we  should  talk — look  at  Enron.)  This 
complaint  is  baloney. 

It  is  true  that  during  the  past  decade 
the  average  actively  managed,  diversified 
international  fund  topped  its  index  com- 
petitor by  2.4  percentage  points  a  year. 
(By  contrast,  the  average  domestic  man- 
aged-equity fund  underperformed  by  1.1.) 

But  such  numbers  don't  make  the 
case  for  foreign  active  management  that 
they  seem  to,  says  Princeton  University 
economist  Burton  Malkiel.  Active  fund 
managers  did  better  abroad  during  the 
1990s  for  one  big  reason:  They  under- 
weighted  Japan,  which  had  a  terrible 
decade.  This  was  not  genius;  they  also 
underweighted  Japan  during  the  1980s, 
and  underperformed  the  indexes  then. 
Over  the  two  decades  combined,  the  aver- 
age active  fund  lagged  EAFE.  Even  in 
emerging  markets,  which  arc  the  most 
inefficient,  active  managers  have  come  up  ]i 
short  over  the  last  five  years. 

Indeed,  the  case  for  international  £ 
indexing  is  stronger  than  for  U.S.  index- 
ing. The  main  reason  to  index  is  to  save  >' 
on  management  costs,  and  there  is  more  n 
money  to  be  saved  abroad.  Lipper  says  n 
the  expense  gap  between  the  median 
active  and  the  median  indexed  fund  is  70 
cents  a  year  per  $100  of  assets  for  domes-  ■ 
tic  funds  and  $1.10  for  foreign  ones. 

Put  aside  the  index-or-not-to-index 
question.  Are  you  avoiding  foreign  mar-  ^ 
kets  because  they  have  done  badly?  That 
they  have:  EAFE  was  off  22%  last  year, 
compared  with  12%  for  the  S&P.  But 
that's  no  predictor  of  future  results.  The 
case  for  diversification  remains  strong. 

The  best  deals  in  international  index 
fund's  come  from  Vanguard  and  Barclays. 
Vanguard's  European  Stock  Index  Fund 
runs  up  30  cents  a  year  in  expenses  per 
$100  and  its  Pacific  fund  37  cents.  Bar- 
clays manages  Ishares,  exchange-traded 
baskets  of  index  stocks.  The  EAFE  Ishares 
cost  35  cents  a  year  per  $100;  you  also 
have  trading  costs  (commissions  and 
bid/ask  spreads)  getting  in  and  out.      F  1 
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What  Goes  Down... 

Despite  a  high  default  rate  and  the  telecom  washout,  distressed-debt  investors  are 
still  finding  some  prospects. 

BY  LEA  GOLDMAN 

ITS  l^ARTY   I  IME  FOR  VULTURE  IN- 
vestors.  During  recessions,  bond  buy- 
ers who  like  to  speculate  on  defaulted 
securities  find  plenty  in  the  boneyards. 

As  we  pointed  out  in  our  last  examina- 
tion of  vulture  investing  (FORBES,  Apr.  2, 
2001),  this  is  a  pro's  game.  If  you  have  some 
spare  money  and  want  to  take  a  flier,  know 
that  the  risks  are  high  and  the  bonds  not 
very  liquid.  On  the  plus  side,  buy  a  bond  at 
40  cents  on  the  dollar,  sell  it  at  60  cents,  and 
you've  made  a  tasty  50%. 

What's  different  today  is  that  there 
may  be  an  economic  recovery,  which 
should  lift  the  prices  of  distressed  bonds 
(generally  defined  as  those  trading  with 
yields  at  least  ten  percentage  points  over 
Treasurys).  Moody's  forecasts  that  the 
junk  default  rate  will  drop  from  10.2%  last 
year  to  7.2%  in  2002. 

That  said,  the  junk  market  is  like  any 
other  and  defies  timers.  So  when  eyeing  a 
distressed  bond  you  believe  is  undervalued, 
don't  wait  for  it  to  hit  bottom.  You'll  guess 
wrong  and  miss  your  chance.  "Don't  try  to 
buy  low,"  chides  Martin  Whitman,  chair- 
man of  Third  Avenue  Funds.  "That's  like 
trying  to  catch  a  falling  knife." 

Vultures'  Banquet  

These  troubled  bonds  stand  a  chance  of  turning  around  (with  the  exception  of  USG's).  Buy  them  cheap  and  hope  they  rise  in  price. 


Company/industry 

Issue 

Size' 

Rating' 

Price' 

Buyer  Avoid 

Rationale 

Asia  Global  Crossing/telecom 

13.4%  due  '10 

$408 

CCC- 

35 

Buy 

Telecom  glut  not  as  severe  in  Asia. 

Calpine/utilities 

7.8  due  '09 

350 

BB^ 

83 

Buy 

Enron's  problems  overshadow  these  bonds. 

Chiquita  Brands/food 

9.6  due  '04 

250 

D 

90 

Buy 

Reorganization  plan  looks  like  a  done  deal. 

Crown  Cork  &  Seal/packaging 

7.1  due  '02 

350 

CCC 

77 

Buy 

Asset  sales  and  possible  bank  loan  restructuring. 

Grupo  TMM/transport 

10.3  due  '06 

200 

B+ 

77 

Buy 

Mexican  outfit  should  enjoy  fruits  of  NAFTA. 

Lucent  Technologies/telecom 

72  due  '06 

750 

BB- 

88 

Buy 

Has  valuable  assets  and  enough  cash. 

Sea  Containers/maritime  leasing 

10.5  due  '03 

65 

B+ 

85 

Buy 

Despite  shipping  woes,  firm  still  profitable. 

Tenneco  Automotive/auto  parts 

11.6  due  09 

500 

B- 

58 

Buy 

Cyclical  downturn  won't  last  forever 

Terra  Industries/chemicals 

10.5  due  '05 

200 

B 

83 

Buy 

Has  lots  of  extra  borrowing  capacity. 

USG/construction  materials 

8.5  due  '05 

150 

D 

78 

Avoid 

Asbestos  woes.  Chapter  11  could  last  for  years. 

XM  Satellite  Radio/broadcast 

14.0  due  '10 

325 

CCC+ 

78 

Buy 

Has  good  deals  with  GM  and  Sony. 

'In  Smillions.  ^S&P  rating.  ^Cenfs  on  tha  dollar.  Sourccr.:  OcbtTraders;  KDP  Investment  Advisors:  Bloomberg  Financial  Markets;  Standard  &  Poor  's,  Richard  Lehmann.  www  incomesecurities.com. 
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For  the  particularly  nervous,  it's  bet- 
ter to  opt  for  bonds  with  shorter  maturi- 
ties. While  the  prices  may  not  be  as 
appealing  as  the  long-term  notes  on  an 
iffy  company,  you'll  have  a  better  chance 
of  recovering  the  par  value  if  there's  an 


asset  sale  or  an  equity  infusion. 

Skip  consumer  travel  and  airline  bonds, 
although  they  may  be  selling  cheaper  than 
yesterday's  newspaper  at  the  duty-free.  De- 
spite the  government  bailout,  what  plagued 
the  industry  prior  to  the  Sept.  1 1  attacks — 
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solution  integrates  seamlessly  to  haiidlr  ihc  hazards  of  supply  and  demand,  it  pi.its  customers  at  the 
center  ol  a  networked  suppi\  chain,  helping  you  antk  ipate  market  t  lianges  and  III!  orders  taster,  h  also 
allows  for  high  \isibility,  so  vendors  and  suppliers  can  work  tc^gether  etficientK.  Which  makes  it  the 
only  coUahoratiye  .SCM  solution  that  can  turn  ,i  supply  chain  into  a  jiroiit  ceiiti-r.  l  or  more  inio, 
call  800  872  1727  or  head  to  www.sap.com 
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'IaGGED  and  NlMi^l  re 
Jus  1  LIKK  ALL  ^i, 
ENDANGERED  SPECIES. 

Each  individually  numbered  bottle 
contains  a  rare  blend  of  a  select  group 
,:'''>!:r  finest  whiskies.  And  with  everv- 
sip.  it  becomes  thiu  inuch  m  cr 


late  planes,  lost  luggage,  shabby  service — 
won't  change  a  lick.  Cheap  as  they  are,  the 
upside  for  the  bonds  is  dubious.  "It's  a  lit- 
tle too  unknowable  for  me,"  says>Hugh 
Lamle,  president  of  Resurgence  Asset  Man- 
agement. Example:  America  West,  the 
moneyloser  that  thus  far  is  the  lone  carrier 
to  accept  the  federal  bailout  loans.  Its  bonds 
are  selling  for  a  recent  44  cents  on  the  dol- 
lar and  are  probably  no  bargain. 

Above  all,  rea'ize  that  a  lot  of  distressed 
bonds  just  plain  don't  deserve  your  money. 
USG,  the  wallboard  maker,  filed  for  Chap- 
ter 1 1  last  June,  and  there  appears  little 
prospect  it  will  emerge  anytime  soon.  It 
also  suffers  from  a  horrendous  asbestos-lit- 
igation headache.  Regardless  of  its  guilt  or 
innocence,  USG  is  paying  large  and  ever-in- 
creasing settlements  to  plaintiffs. 

The  table  on  page  102  has  more 
plausible  candidates:  Like  Crown  Cork  & 
Seal,  one  of  the  world's  largest  food-  and 
soda-can  makers,  which  has  been  flattened 
by  weak  pricing  and  a  buyer's  bankruptcy. 
Crown  Cork  also  has  an  asbestos  liability, 
stemming  from  its  brief  ownership  of  an 
insulation  company  in  1963.  Crown  Cork 
stock  has  fallen  40%  in  the  last  year  to  $5; 
the  company  posted  losses  of  $54  million 


bondholders  giving  them  paper  due  later. 

Keep  in  mind  that  a  rising  economy 
can  do  wonders  for  distressed  bonds.  Take 
Tenneco  Automotive,  the  $3.5  billion  (esti- 
mated 2001  sales)  manufacturer  of  Monroe 
mufflers  and  sundry  other  auto  parts.  The 
company,  which  posted  $2  million  in  losses 
for  its  September  quarter,  is  saddled  with  a 
$1.5  billion  debt  load,  much  of  it  owed  to 
banks.  A  turnaround  would  greatly  benefit 
the  $500  million  bond  issue  due  in  2009. 

To  tide  it  over  the  current  recession, 
Tenneco  has  a  $500  million  credit  line  that 
can  be  tapped  for  impending  debt  pay- 
ments. So  far  Tenneco  has  used  only  $50 
million  of  it.  And  Tenneco  management  is 
embarked  on  a  cost- reduction  campaign; 
for  last  year's  first  three  quarters  it  pared 
capital  expenditures  and  other  discre- 
tionary costs  by  16%  to  $361  million.  More 
layoffs  and  plant  closings  could  follow  this 
year.  Management's  public  response  to  the 
challenges  is  the  usual  bravado,  but  given 
Tenneco's  strength  in  the  auto  world,  that's 
warranted.  Says  Chief  Financial  Officer 
Mark  McCoUum:  "The  risk  is  overstated." 

A  dicier  bet  is  Asia  Global  Crossing,  a 
player  in  the  bloody  telecom  field.  Ser\'ing 
Asia  and  founded  by  Global  Crossing,  Soft- 


Warning:  "Don't  try  to  buy  low.  That's  like 
trying  to  CATCH  AFALLING  KNIFL"  


for  the  first  three  quarters  of  last  year. 

Priced  at  77  cents  on  the  dollar,  the 
bonds  sit  at  a  precarious  CCC  rating,  skirt- 
ing default.  Small  wonder:  An  onerous 
$3.85  billion  in  debt  is  due  in  the  next  two 
years — including  a  $400  million  bank  loan 
maturing  in  February  and  a  $350  million 
bond  issue  in  September.  But  the  company 
has  salable  assets.  It  sold  its  fragrance- 
pump  business  in  December  for  $107  mil- 
lion, which  went  to  pay  down  short-term 
debt.  The  likes  of  health  and  beauty  pack- 
aging and  specialty  plastics  could  follow. 

Some  junk  savants  think  it  will  be  able 
to  scrape  together  enough  to  meet  the  $350 
million  bond  maturity  and  even  coax  the 
banks  into  refinancing  its  largest  liability,  a 
$2.5  billion  term  loan.  Matthew  Brecken- 
ridge,  a  vice  president  at  junk  research  out- 
fit DebtTraders,  believes  the  operationally 
solid  Crown  Cork  can  negotiate  a  deal  with 
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bank  and  Microsoft,  the  company  has  done 
a  fine  job  of  signing  up  new  customers. 
Better  than  Global  Crossing,  which  recently 
filed  for  Chapter  1 1 .  Asia  Global  is  at  a  dis- 
concerting CCC-  debt  rating,  given  its  $  1 . 1 
billion  in  debt.  The  bonds,  due  2010,  trade 
at  a  measly  35. 

A  betting  man  might  predict  a  further 
collapse  in  the  price.  Not  Jefirey  Koch,  port- 
folio manager  of  Strong  High  Yield  Bond 
fund.  "We  think  it'll  go  higher,"  he  says. 
Higher,  in  fact,  than  big  brother  Global 
Crossing,  whose  fate  is  still  more  dire.  Asia 
Global  Crossing  doesn't  suffer  from  over- 
capacity and  has  fewer  competitors  in  its 
region.  The  company's  growth  potential 
may  attract  new  equity  investors.  A  re- 
structuring is  likely,  but  Koch  thinks  bond- 
holders will  be  paid  handsomely.  In  the 
wild  world  of  vulture  investing,  fortunes 
and  follies  rest  on  such  hopes.  F 
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MONEY  &  INVESTING  I  STOCK  FOCUS 


Value  Investing,  Sort  Of 

Relative  value  managers,  such  as  Linell  McCurry  of  Walnut  Asset  Management,  keep  their 
value  bias,  but  they  pick  stocks  that  would  make  a  Ben  Graham  purist  blush. 


BY  ANDREW  T.  GILLIES 

CONJURE  UP  A  TYPICAL  VALUE 
Stock,  and  Biogen  doesn't  exactly 
leap  to  mind.  Shares  of  the 
biotechnology  concern  sell  for  8  times 
trailing  revenues  and  29  times  trailing 
earnings.  Analysts  reporting  to  Thom- 
son Financial/IBES  expect  Biogen's 
profits  to  increase  18%  (annualized) 
over  the  next  three  to  five  years.  This 
doesn't  look  like  a  stock  shunned  by 
Wall  Street. 

But  consider  Biogen  relative  to  its 
peers.  The  biotechnology  stocks  with 
market  capitalizations  exceeding  $1  bil- 
lion in  the  Market  Guide  database  sell  for 
an  average  of  74  times  latest- 12-month 
earnings.  Limit  the  universe  to  biotech 
stocks  bigger  than  $5  billion  in  capitaliza- 
tion, and  the  average  multiple  is  still  a 
rich  67.  Alongside  competitors,  Biogen 
looks  cheap. 

Finding  such  "bargains"  among  high- 
multiple  stocks  is  the  domain  of  the  rela- 
tive value  investor.  "There  are  whole  areas 
of  the  market  that  people  will  miss  if 
they're  looking  for  just  low  price-to-book 
multiples  and  low  P/Es,"  says  Linell 
McCurry,  portfolio  manager  with  Walnut 


Cheap— for  a  Biotecli 


Biogen's  valuation  parted  ways  with  Amgen's  in  late 
1999.  Could  the  tables  turn? 

25  Price-to-book  ratio  D 


Source:  FT  Interactive  Data  via  FactSel  Research  Systems. 
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Asset  Management,  a  Philadelphia  firm 
managing  $700  million. 

Specifically,  this  means  identifying 
stocks  trading  inexpensively  relative  to  a 
peer  group  or  broader  index.  Historical 
performance  is  also  a  factor.  For  exam- 
ple, Biogen's  price-to-cash-flow  multi- 
ple (cash  flow  in  the  sense  of  earnings 
plus  depreciation  and  amortization) 
now  equals  23,  versus  its  five-year  aver- 
age of  29.  The  stock  also  looks  under- 


High  Octane  at  Mid-Grade  Prices 


These  companies  are  not  cheap  in  an  absolute  sense  (price  to  sales,  earnings 
or  book  value),  but  they  are  cheaper  than  their  industry  peers.  All  have  market 
capitalizations  over  $5  billion  and  debt  less  than  50%  of  market  value. 

RETURN  ON 


Company 

Recent 
price 

Change  from 
52-week  high 

PRICE/BOOK 
company  industry 

AVERAGE  EQUITY 
company  industry 

Applied  Materials 

$40.03 

-32% 

4.4 

4.8 

11% 

5% 

Beaton  Dickinson 

34.49 

-12 

3.9 

79 

20 

20 

Biogen 

54.40 

-27 

6.3 

9.8 

24 

13 

Cadence  Design  Sys 

22.51 

-31 

4.8 

73 

14 

6 

King  Pharmaceuticals 

40.01 

-13 

8.5 

9.8 

24 

13 

Merck 

57.62 

-33 

8.6 

9.4 

50 

35 

Microsoft 

64.60 

-15 

6.7 

73 

12 

6 

Figures  as  of  Jan.  24. 

Sources:  Market  Guide,  FT  Interactive  Data  via  FactSet  Research  Systems. 

valued  relative  to  histor- 
ical price-to-sales  and 
book-value  ratios. 

Biogen,  which  re- 
cently reported  annual 
sales  of  over  $1  billion, 
has  six  drugs  in  the  pipe- 
line at  or  beyond  Phase 
III  clinical  testing.  Par- 
ticularly promising  is 
Amevive,  a  psoriasis 
treatment.  Other  posi- 
tives: The  company's 
long-term  debt  weighs  in 
at  just  5.4%  of  total  capi- 
talization, and  the  firm 
sits  atop  $798  million  in 
cash  and  equivalents. 
McCurry  sets  two  minimums  on  her 
portfolio  candidates:  Their  common 
market  value  must  be  greater  than  $5  bil- 
lion and  debt  must  total  less  than  50%  of 
that  market  capitalization.  For  our  rela- 
tive value  table  we  started  with  those 
parameters.  To  be  included  in  the  table  a 
stock  must  beat  its  sector  average  on  at 
least  four  of  five  ratios.  The  ratios  are 
price  to  book,  price  to  cash  flow,  price  to 
earnings  and  price  to  sales  (where  better 
means  lower)  and  earnings  to  sharehold- 
ers' equity  (a.k.a.  return  on  equity — 
where  better  means  higher). 

Cadence  Design  Systems  (sales  of  $1.4 
billion  over  the  latest  12  months)  makes 
software  for  the  design  of  chips  and  other 
tech  gear.  Its  12-month  return  on  equity 
stands  at  a  healthy  14%,  versus  6%  for  the 
industry  average.  It  sells  for  4.8  times 
book  value,  against  an  industry  average  of 
7.3,  and  for  3.8  times  revenues,  against  an 
industry  7.2.  Analysts  expect  annual  earn- 
ings growth  of  18%  over  the  next  three  to 
five  years. 

Since  falling  to  its  low  in  September, 
Cadence  shares  have  enjoyed  a  60% 
bounce.  But  the  stock  still  trades  31%  off 
its  52-week  high.  F 
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Streetwalker 


Monster  Mash 


Urge  to  Merge 


TMP's  voracious  acquisitions  have 
led  to  a  recurrent  rash  of  "one-time" 
costs  that  distort  earnings. 


TMP  WORLDWIDE,  WHICH  OWNS  JOB  BOARD  MONSTER.COM,  LOST  ITS  BID  FOR  RIVAL 
Hotlobs  to  Yahoo  in  December.  Too  bad.  TMP  (Nasdaq:  TMPW)  incurs  lots  of  "one- 
time" merger  and  integration  expenses  that  it  glosses  over  to  make  results  shinier.  In 
200 1's  first  nine  months  it  spent  $62  million  to  acquire  39  companies.  Oddly,  the  costs 
are  not  included  in  the  $200  million  of  cash  flow  (net  income  plus  depreciation)  or 
the  85-cent  earnings  per  share  that  show  up  in  the  company's  press  release. 

If  you  subtract  the  merger  costs,  TMP's  nine-month  EPS  and  cash  flow  drop  by 
one-third,  says  William  Blair  &  Co.  analyst  Matthew  Litfin.  TMP  says  it's  audited  quar- 
terly, and  has  been  incurring  these  merger 
costs — found  in  SEC  filings  but  not  news  re- 
leases— for  14  consecutive  quarters. 

TMP  remembers  the  costs,  however, 
when  comparing  a  current  quarter  to  a 
previous  one.  In  the  third  quarter  TMP 
reported  that  EPS  jumped  an  impressive 
35%  from  the  same  period  in  2000.  You 
see,  in  the  second  quarter  TMP  acquired  a 
company  called  Definitive  Group  and — 
following  pooling-of-interest  accounting 
rules  allowed  at  the  time — folded  Defini- 
tive's past  performance  into  its  own 
restatement  of  former  quarters.  That 
included  a  $6.3  million  loss  Definitive  took 
in  the  2000  third  quarter.  Without  Defini- 
tive's loss,  TMP's  EPS  would  have  jumped 
only  9%  in  the  third  quarter. 

TMP,  which  trades  at  a  scary  67  times 
trailing  earnings,  is  priced  at  $42.  Short  it 
and  cover  at  $25.  — Joanne  Gordon 


'First  nine  montlis. 

Sources:  Company  filings:  William  Blair. 


Hot  Chilis 


TAKE  A  SMART  RESTAURANT  CONCEPT 
and  manage  it  well.  That  simple,  reces- 
sion-defying formula  has  worked  won- 
ders for  DRINKER  INTERNATIONAL,  whose 
brands  include  Chili's,  Macaroni  Grill 
and  On  the  Border. 

The  biggest  portion  of  1,208-restau- 
rant  Brinker  (NYSE:  EAT)  is  southwest- 
ern-themed  Chili's  (764  outlets), 
renowned  for  its  ribs.  Primarily  located 
in  the  South  and  West,  the  flagship 
brand  still  has  plenty  of  room  to  expand 
in  such  populous  places  as  New  York. 
And  although  many  expected  the  reces- 
sion to  weaken  growth  at  casual  dining 
establishments,  Brinker's  December 


quarter  saw  earnings  increase  7%  to  $35 
million.  Same-store  sales  rose  1.6%;  for 
Chili's,  the  improvement  was  a  more 
robust  2.5%. 

At  a  recent  $32,  shares  go  for  21 
times  trailing  earnings.  That's  on  a  par 
with  industry  leader  Darden  Restau- 
rants (22)  and  beats  other  casual  dining 
rivals  like  Lone  Star  Steakhouse  (38).  Sa- 
lomon Smith  Barney  analyst  Mark  Kali- 
nowski  is  projecting  the  company  will 
earn  $1.64  per  share  for  this  fiscal  year 
ending  June,  up  from  last  year's  $1.42. 

— Daniel  Kruger 

Reinvigorated 

STEWART  &  STEVENSON  SERVICES  MAKES 
specialty  equipment  for  customers  as 


diverse  as  Army  generals  and  oilfield 
bosses.  After  chugging  away  quietly  for 
years,  in  1999  Stewart  &  Stevenson  (Nas- 
daq: SSSS)  replaced  its  chief  executive  with 
Michael  Grimes,  formerly  of  General 
Electric,  who  set  about  reinvigorating  the 
company.  Operating  margins  for  the 
vehicle  division  have  since  risen  from 
11%  to  15%.  In  200 1's  first  nine  months 
sales  grew  30%  to  $  1  billion  and  earnings 
climbed  90%  to  $45  million. 

But  what  gets  David  Gold,  analyst 
with  Sidoti  &  Co.,  most  excited  is  the 
company's  contract  with  the  Pentagon 
(up  for  likely  renewal  in  March  2003)  to 
build  its  new  family  of  heavy-duty  2.5- 
to  5-ton  trucks.  They  haul  everything 
from  troops  to  dirt.  Sales  of  the  trucks 
doubled  to  $104  million  in  the  third 
quarter. 

Gold  expects  the  trucks  to  con- 
tribute 80%  of  2002  earnings  of  $1.37  a 
share.  At  $18  Stewart  can  be  had  for  a 
cheap  13  times  that  forecast. 

— Christopher  Helman 

Street  Vendor 

ONCE  DISMISSED  AS  ANACHRONISMS, 
floor  specialists  are  once  again  viewed  as 
a  thriving  part  of  the  Wall  Street  scene. 
The  largest,  LADRANCHE  &  CO.,  makes  mar- 
kets for  530  stocks  representing  27%  of 
the  volume  traded  on  the  New  York 
Stock  Exchange.  LaBranche  (NYSE:  LAB), 
around  since  1924,  is  now  just  one  of 
nine  marketmakers  on  the  Big  Board 
whose  obituaries  were  premature. 

So  Ricky  C.  Sandler,  manager  of  Em- 
inence Capital,  says  LaBranche's  long- 
term  growth  in  trading  volume  and  the 
increasing  number  of  companies  trad- 
ing on  the  NYSE  will  keep  it  growing 
strong. 

Revenues  were  up  23%  in  2001  to 
$424  million,  but  the  conversion  to  dec- 
imal trading  helped  erode  net  income, 
which  fell  22%  to  $64  million.  Rising 
volume  should  help  to  more  than  make 
up  the  difference  in  the  future.  At  a  re- 
cent $32,  the  stock  trades  for  28  times 
trailing  earnings.  — D.K. 
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out  of 
tough  times. 


Michael  Useem,  PhD 
The  William  and Jacalyn  Egan  Pn 
Professor  of  Management 


http://wh-eXeCed.WhailOn.Upenn.edu/28ggxfm 


How  Do  You  Learn  To  Lead? 

ofessor  Michael  Useem,  author  of  Leading  Up:  How  to 
'■ad  Your  Boss  So  You  Both  Win  (Crown  Business,  2001) 
aches  in  these  and  other  Wharton  executive  programs. 

trategic  Thinking  and  Management 

pril  21-26,  2002 

□  gust  4-8,  2002  (San  Francisco) 
ctober  27-November  i,  2002 

xecutive  Development  Program 

lay  5-17,  2002 
?ptember  1-13,  2002 

ssentials  of  Management 

ay  19-24,  2002  (week  one  of  two) 
ne  23-28,  2002  (week  two  of  two) 

dvanced  Management  Program 

ne  2-July  5,  2002 
?ptember  22-October  25,  2002 

he  Leadership  journey 

ly  14-19,  2002 


His  new  book  shares  eight  gripping  stories  of  real  men  and 
women  in  business,  government,  and  the  military,  and  draws  for- 
midable lessons  in  working  effectively  with  those  above  us. 
Readers  will  learn  how  to  add  more  value  to  their  organizations 
by  challenging  authority  the  right  way  at  the  right  time. 

To  find  out  how  to  get  three  chapters  of  this  new  book  for 
FREE  as  well  as  more  information  about  Wharton  Executive 
Education,  please  visit: 

http://wh-execed.wharton.upenn.edu/2899.cfm 
or  call  1.800.255.3932  ext.  2899  (US  &  Canada), 
215.898.1776  ext.  2899  (worldwide). 

Leading  Up:  How  to  Lead  Your  Boss  So  You  Both  Win  is  available  wherever 
books  are  sold.  An  audio  version  is  available  at  Audible. conn 


Wharton 


Aresty  Institute  of 
Executive  Education 

The  Wharton  School 
University  of  Pennsylvania 


Yes,  But  By  James  Grant 

Flawed  Giants 


THE  FEDERAL  RESERVE  MAY  NOT  BE  ABLE  TO  SEE 
around  corners  or  into  the  fiiture,  but  it  had  a  bang- 
up  2001.  Systemwide  revenue  totaled  $32  bilHon. 
Return  on  equity  was  a  most  satisfactory  197%.  The 
Fed  is  the  bank  that  every  other  bank  would  be  if  the 
government  would  give  it  a  license. 

It  balances  a  mountain  of  assets  on  a  pinhead  of  capital — 
the  Fed's  equity-to-assets  ratio  of  2%  shrinks  before  Citigroup's 
8% — and  finances  itself  with  zero-cost  liabilities.  You  may  hold 
some  of  these  liabilities  in  your  wallet.  (Hint:  They  are  green.) 
Never  mind  that  Chairman  Alan  Greenspan's  syntax  is  not 
always  grade-A.  The  institution 
he  heads  just  wrote  a  check  to 
the  Treasury  for  $27.1  billion, 
retaining  some  of  the  afore- 
mentioned revenue  to  pay  the 
staff  and  dust  the  gold  bars  in 
its  vaults. 

While  financial  giants  walk 
the  earth,  the  gold  may  come  in 
handy.  The  Fed  ended  the  last 
year  with  assets  of  $663  billion. 
J.R  Morgan  Chase  and  Fannie 
Mae  had  more.  Citi,  the  bank 
with  an  insurance  company 
attached,  had  more  than  $1  tril- 
lion. Fannie  Mae  and  Freddie 
Mac  together  issued  $4  trillion 
of  debt,  40%  more  than  the 
Treasury.  The  Fed  could  hardly 
fail  if  it  wanted  to.  The  others  would  not  be  allowed  to. 

Maybe  the  Fed  should  rig  a  safety  net  under  magazine 
columnists.  Looking  back  to  the  the  past  year,  I  see  I  panned  the 
leading  brokerage  stocks  (overvalued  in  a  bear  market)  and  IBM 
(accounting  gimmickry).  Their  prices  went  up,  not  down,  but  I 
pan  them  still.  I  lauded  the  tiny  Tocqueville  Gold  Fund,  whose 
price  went  up.  I  laud  it  still.  In  the  Jan.  21  column  I  presented 
the  case  for  a  slow  recovery  and  a  protracted  period  of  low 
money  market  interest  rates.  You  would  suppose  that  this  would 
suit  the  financial  behemoths  just  fine.  However,  if  the  giants 
stumble,  it  could  suit  gold  more. 

Fannie  Mae,  the  nation's  top  mortgage  purveyor,  is  a  kind  of 
federal  protectorate.  It  enjoys  the  implicit  backing  of  the  Trea- 
sury, and  it  exploits  that  privilege  by  stamping  its  guarantee  on 
mortgage-backed  securities.  It  stockpiles  hundreds  of  billions  of 
dollars  of  mortgage-backed  assets  on  its  own  balance  sheet.  All 
told — combining  Fannie's  own  net  mortgage  portfolio  with  the 
MBS  it  has  guaranteed  on  other  balance  sheets — its  book  of 
business  exceeds  $1.5  trillion.  Astoundingly,  this  enormous 


Fanme  Mae  and 
J.P.  Morgan  Chase 
look  mighty.  But 
their  stocks  are 
cheap-for  good 
reason.  Their  risk 
exposure  is  huge, 
with  a  big  reliance 
on  derivatives. 


number  grew  by  19%  in  the 
year  just  ended. 

Fannie  is  one  of  only  a 
handful  of  S&P  companies  to 
record  double-digit  earnings 
growth  in  each  of  the  past  15 
years.  Here  is  a  remarkable 
achievement,  for  mortgages  are 
volatile  essences.  So  well  has 
Fannie  succeeded  that,  along 
with  joint  duopolist  Freddie 
Mac,  it's  on  the  road  to  socializ- 
ing the  residential  mortgage  business. 

To  sustain  breakneck  growth,  it  must  not  only  neutralize 
political  opposition  but  also  continue  to  find  enough  deep- 
pocketed  counterparties  with  which  to  enter  into  derivatives 
contracts.  It  uses  the  derivatives  to  hedge  its  mortgages.  At  13.5 
times  2002  estimates,  Fannie  may  look  like  a  cheap  stock.  To 
me,  it  looks  large,  leveraged  and  derivatives-intensive.  It  looks 
vulnerable  to  political  attack  by  the  nonsocialized  portion  of  the 
mortgage  industry.  I  therefore  count  it  risky. 

Morgan  Chase  is  the  derivatives  king,  the  undisputed  mar- 
ket leader  in  such  instruments  as  interest  rate  swaps,  currency 
swaps,  credit  and  equity  contracts,  etc.  Holding  only  13.2%  of 
the  assets  of  all  U.S.  banks  with  derivatives  exposure,  Morgan 
Chase,  as  of  Sept.  30,  held  59.3%  of  bank-based  derivatives 
(measured  at  face,  or  notional,  value).  Although  holding  just 
0.8%  of  the  capital  of  banks  dealing  in  derivatives  on  Sept.  30, 
Morgan  Chase  was  exposed  to  49.4%  of  the  net,  systemwide 
credit  risk  associated  with  derivatives. 

At  12.3  times  estimated  2002  net  income,  Morgan  Chase, 
too,  is  statistically  cheap  but  substantively  risk-laden.  It  is 
exposed  to  all  the  excesses  of  the  boom,  fi-om  Enron  to  private 
equity  to  the  highly  leveraged  consumer.  In  the  bank's  2000 
annual  report.  Chief  Executive  William  B.  Harrison  Jr.  omi- 
nously promised  to  deliver  returns  on  equity  in  the  neighbor- 
hood of  20%  to  25% — high  for  a  noncentral  bank.  "One  plus 
one  will  significantly  exceed  two  in  the  equation,"  he  said  of 
Chase's  merger  last  year  with  J.P.  Morgan.  When  a  banker 
decides  that  one  plus  one  equals  anything  other  than  two, 
investors  should  interpret  his  statement  as  a  cry  for  help. 

Fannie  and  Morgan  Chase  may  never  mismanage  them- 
selves into  desperate  trouble,  but  Long-Term  Capital  Manage- 
ment did.  Accidents  happen.  And  if  a  giant  tripped  and  fell,  the 
Fed  would  help  it  rise  to  its  feet.  Probably  this  help  would  take 
the  form  of  a  dose  of  credit  creation.  In  that  case  the  gold  price 
might  perk  up.  There's  always  a  precious-metals  lining.  F 

'  James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observer. 
I  Find  past  columns  at  www.forbes.com/grant. 
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HITE  KNUCKLES, 


SWEATY  PALMS, 


JITTERY  TEETH.  COULD  THE  BUYING 


SIGNALS 


BE  ANY  MORE  OBVIOUSr 


In  today's  economy,  investors  areni  always  beaming  with  confidence.  A  liny  piece  of  information  can  cau.sc  the  market  to  overreact, 
which  is  good  news  for  value  investing.  Because  wh?n  bad  news  hits,  solid  companies  can  become  good  value  investments.. 
To  find  them,  you  have  to  know  where  to  look."  And  Scudder's  value  team  does.  We've  built  a  global  network  of  analysts  and 
partners.  These  experts  translate  information  into  smarter  investments.  Ask  your  financial  advisor  how  value  investing  can 
help  you.  Contact  Scudder  Investments  at  1-800-621-1048  or  www.scudder.com.  And  save  the  anxiety  for  someone  else. 


SCUDDER 

I  N VE  STM  E  NTS 

Ira  n  slating  O  !>  Ijort  u  n  1 1  y 


'    "        Mutual  Funds  ,        -i  Annuities  Retirement  Plans 

a  prospectus  containing  more.complete  informartion,  including  management  fees  and  expenses,  cantact  your  financial  representatiye-or  call 
dder  Investments  at  1-800-621-1048.  Please  read  il  carefully  before^you  Invest  or  send  money.  '5)2002  Scudder  Distributors,  lr)C;  15752  (1/1/02) 
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lary  Shilling 


Good  Deflation 


BEGINNING  WITH  MY  AUG.  25,  1997  COLUMN  I  HAVE 
forecast  global  deflation,  saying  that  it  would  start 
with  the  next  recession — whenever  that  recession 
happened.  The  economy  is  now  falling.  And  unlike 
fellow  columnist  James  Grant  (see  FORBES,  Dec.  24), 
the  straws  tell  me  that  deflationary  winds  are  starting  to  blow. 

The  overall  CPI  isn't  consistently  negative  yet,  but  in  Decem- 
ber 2001  gasoline  was  25%  cheaper  than  a  year  earlier.  Trans- 
portation was  down  4%  and  airline  fares  were  slipping  even 
before  the  terrorist  attacks.  New  and  used  cars  were  cheaper 
than  the  year  before.  Women's  clothing  was  down  4%,  men's 
apparel  4%  and  footwear  2.5%. 
The  Tokyo  CPI  is  down  4.2% 
over  the  last  three  years.  No 
wonder,  then,  that  other  fore- 
casters are  starting  to  join  my 
deflationary  camp. 

Don't  think  that  deflation 
will  be  so  brief  that  you  can  skip 
it  in  managing  your  portfolio, 
business  and  personal  affairs. 
Historically,  inflation  reigns  in 
wars,  when  oversized  govern- 
ment spending  creates  excess 
demand.  In  peacetime,  how- 
ever, everything  reverses.  That's 
where  we  are  now  with  the  Cold 
War  over,  despite  the  military 
response  to  the  terrorist  attacks. 
So,  until  the  next  major  war, 
expect  general  price  indexes  on  balance  to  fall. 

Besides  peace,  I  stressed  1 3  additional  deflationary  forces  in 
two  books  published  in  1998  and  1999,  the  latter  being  Defla- 
tion: How  to  Survive  and  Thrive  in  the  Coming  Wave  of  Deflation 
(McGraw-Hill).  All  of  these  forces  are  at  work  now  that  U.S. 
consumers  are  shifting  from  a  20-year  borrowing-and-spend- 
ing  binge  to  a  saving  spree. 

Virtually  every  other  deflation  forecaster  worries  about  the 
bad  deflation  of  insufficient  demand,  as  in  the  1930s  and  in 
Japan  today.  They  note  that  in  deflation  buyers  wait  for  lower 
prices,  with  the  result  that  excess  capacity  and  inventories  force 
prices  lower.  This  confirms  buyer  suspicions,  leading  to  more 
purchase  postponements  and  a  downward  price  spiral.  Those 
deflation  worriers  also  sweat  over  collapsing  profits  that  spawn 
financial  crises. 

I  certainly  foresee  self-feeding  deflationary  expectations. 
Furthermore,  bad  deflation  could  occur,  possibly  touched  off  by 
a  financial  derivatives  implosion  or  unbridled  pro 
tectionism.  But  that  seems  far-fetched. 


Bad  deflation  is 
driven  by  paltry 
demand.  The  good 
kind  comes  from 
tech  advances 

and  excess 
supply,  last  seen 
in  the  1920s.  The 
winner:  Treasurys. 


Instead,  look  for  the  good 
deflation  of  excess  .supply  driv- 
en by  new  tech.  This  was  true  in 
the  late  1800s,  when  the  Indus- 
trial Revolution  and  railroads 
created  tremendous  productiv- 
ity and  excess  capacity.  The 
economy  grew  an  extraordinary 
4%  per  year  in  real  terms 
between  1870  and  1896,  a.s 
wholesale  prices  fell  50%.  Simi- 
larly, the  Roaring  Twenties  were 
deflationary,  as  electricity  and  autos  spread.  Another  boom 
occurred. 

Today's  new  tech — computers,  semiconductors,  the  Inter- 
net, telecommunications  and  biotech — will  sire  another  era  of 
good  deflation.  But  it  won't  seem  that  way  at  first,  since  defla- 
tion is  arriving  in  the  midst  of  recession.  More  important,  few 
are  prepared  for  it,  since  they  think  inflation  is  the  natural  order. 
We  did  have  60  years  of  rising  prices  during  60  years  of  war  and 
excessive  government  spending.  That  era  is  now  over. 

Consumers  will  have  trouble  adjusting  to  deflation  when 
pay  increases  are  spare  and  they  can't  repay  their  huge  debts; 
with  ever-cheaper  dollars.  During  inflationary  times,  if  you  put 
down  20%  on  a  house  with  a  10%  mortgage  and  the  price  rose 
15%  a  year,  you  made  35%  the  first  year  on  your  down-pay 
ment  investment.  But  real  estate  falls  along  with  overall  prices  in 
deflation,  and  I  foresee  1%  to  2%  annual  price  declines.  Even 
though  mortgage  rates  probably  will  fall  to  4%,  with  the  same 
20%  down  you'll  lose  a  sickening  26%  the  first  year,  if  the  price 
of  the  house  faUs  2%. 

In  the  business  sector  most  new  tech  firms  have  been  living 
with  falling  prices  for  years.  And  many  commodity  producers 
and  manufacturers  have  long  since  adapted  to  negative  pricin; 
power.  Lots  of  others,  however,  are  in  for  a  jolt,  especially  those 
with  high  fixed  costs,  such  as  hotels,  airlines  and  ski  resorts. 
Debt-laden  corporations  are  also  vulnerable.  Corporate  debt 
was  59%  of  equity  market  capitalization  as  of  Sept.  30,  up  92% 
ft-om  early  1981.  And  those  numbers  don't  count  off-balance 
sheet  obligations  of  the  Enron  variety. 

With  good  deflation  in  prospect,  my  20-year  zeal  for  long 
Treasurys  continues.  A  ftirther  rally  to  3%  yields  is  likely,  and  even 
then  their  real  return  wiU  be  4%  to  5%.  The  transition  to  deflation 
may  be  rough  for  stocks,  however.  And  once  things  setfle,  stock: 
will  probably  return  6%,  half  from  dividends — in  line  with  past 
eras  of  mild  deflation  but  a  far  cry  from  the  late  1990s.  Risk- ad- 
justed, bonds  will  be  competitive  with  stocks. 
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The  Victory  Diversified  Equity  Portfolio  oatpei^rrhe^l  tH< 
-  ^  S&P  600  in  vtrtMially  evefy  market  sitiiatibn^ 

'-...^--r'^^'-^..:;-:-;    (Like,  for  instance,  the  one  we're  in  now.) 


flctory 

i'lpital  Management 


It's  one  thiing  for  a  portfolio  to  consistently  outperform  the  S&P  500.  It's  another  to  find  one 
that  controls  downside  risk.  The  Victory  Capital  Management  Diversified  Equity  Portfolio 
does  both.  It's  a  portfolio  structured  with  an  emphasis  on  diversification  and  reduction  of 
individual  stock  and  sector  concentration  that  can  be  prevalent  in  the  S&P  500.  And,  of 
course,  each  stock  is  rigorously  screened  for  superior  value  characteristics  and  upside 
potential.  To  learn  more  about  our  Diversified  Equity  Portfolio  as  a  separately  managed 
account,  call  Victory  Capital  Management  at  1  -877-660-4400. 

Investment  Management        Mutual  Funds        401(k)  Plans 


Bt  performance  is  not  indicative  of  future  results.  Performance  data  used  to  calculate  risk  Is  net  of  fees  as  of  December  31,  2001. 
5  Diversified  Equity  Portfolio's  upside  market  capture  is  104.0%  vs.  the  S&P  500  of  100%.  The  Diversified  Equity  Portfolio's  downside 
rket  capture  is  91.5%  vs.  the  S&P  500  of  100%.  The  Upside/Downside  Market  Capture  graph  shows  the  percentage  of  benchmark 
*  vement  captured  by  a  manager  in  both  up  and  down  markets.  Upside  %  is  computed  for  periods  when  the  market  has  a  positive  return, 
tt  i  Downside  %  is  computed  for  periods  when  the  market  has  a  negative  return.  When  the  manager  has  an  Upside  %  in  excess  of  100% 
1  a  Downside  %  less  than  100%,  it  means  the  manager  has  outperformed  the  benchmark  in  both  up  and  down  markets.  The  S&P  500 
ex  Is  an  unmanaged  index  comprised  of  500  domestically  traded  common  stocks  and  is  weighted  according  to  the  market  value  of  each 
nmon  stock  in  the  Index  and  includes  reinvestment  of  dividends.  Investments  may  not  be  made  in  an  index.  Victory  Capital  Management 
is  a  member  of  the  Key  financial  network. 


•  NOT  FDIC  INSURED    •  NO  BANK  GUARANTEE    •  MAY  LOSE  VALUE 
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Fear  &  Greed  By  Joe  Queenan 

The  Coming  Afghan  Boom 


K 


■EEN  OBSERVERS  OF  THE  CENTRAL  ASIAN  ECONOMIC 
scene  agree  that  Afghanistan  is  poised  to  experience 
an  economic  explosion  the  likes  of  which  haven't 
been  seen  since  the  days  of  Alexander  the  Great.  The 
I  key  question  is  what  kinds  of  opportunities  exist  for 
Americans;  in  other  words,  how  best  to  play  the  coming  Afghan 
Boom.  Here's  a  smorgasbord  of  investment  themes  culled  from 
interviews  with  these  economic  clairvoyants. 

Fiber  optics.  Because  the  entire  country  is  now  basically  one 
vast,  interlocking  series  of  bomb  craters,  Afghanistan  is  one  of 
the  few  countries  in  the  world  where  fiber-optic  cable  can  be 
laid  quickly  and  inexpensively. 
Basically,  this  is  a  simple  matter 
of  dumping  thousands  of  miles 
of  cable  into  the  gaping  fissures 
and  sealing  over  the  holes.  (If 
they  must  dig  up  downtown 
thoroughfares  or  bulldoze 
ancient  monuments,  U.S.  firms 
will  meet  with  few  objections 
from  local  authorities,  as 
Afghan  zoning  boards  are 
notoriously  malleable.)  Given 
these  fortuitous  topographical 
anomalies,  all  Afghans  could 
have  access  to  Roadrunner  by 
Easter,  at  virtually  no  cost  to 
the  suppliers  or  distributors.  As 
one  expert  judiciously  phrases 
it:  "If  you're  looking  for  the 
next  killer  app,  you've  come  to  the  right  country." 

Datastorage.  Even  before  the  U.S.  bombing  began  a  few 
months  ago,  Afghanistan  boasted  some  of  the  deepest,  least 
accessible  caves  on  the  entire  planet.  Now  it  can  boast  of  even 
deeper,  even  more  numerous,  even  less  accessible  caves — 
impervious  to  infiltration  by  corporate  spies  or  shareholder 
activists.  These  labyrinths  make  excellent  off-site  storage  sites, 
not  only  for  auditing  wastepaper  but  also  for  period  ftarniture, 
vintage  automobiles  and  disgraced  relatives. 

Book  publishing.  Books  were  last  published  in  Afghanistan  in 
721  A.D.  For  years  Kabul  has  been  widely  dismissed  by  publish- 
ers as  the  second-toughest  book  market,  right  behind  Los  Ange- 
les. But  with  a  consumer  base  of  27  million  Afghans  hungry  for 
reading  material,  Afghanistan  offers  an  excellent  opportunity 
for  American  book  publishers  to  clear  out  excess  inventory  that 
might  otherwise  be  remaindered.  Hundreds  of  thousands  of 
tomes  by  or  about  Al  Gore  and  Hillary  Clinton  could  be 
retrieved  from  the  trash  compactor  and 
find  a  warm  reception  here.  The  same 
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an  economic 
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goes  for  Shaquille  O'Neal'' 
autobiography,  and  for  motiva 
tional  books  by  investmen 
professionals  currently  servini 
prison  terms. 

Airlines.  Because  of  its  cen 
tral  location,  and  because  i 
does  not  have  any  nettlesomi. 
noise-abatement  ordinances 
Afghanistan  would  make  ai 
excellent  hub  for  air  traffic 
Since  the  entire  country  ha- 
already  been  leveled,  it  is  merely  a  question  of  laying  the  tar 
mac  and  erecting  a  few  low-cost  control  towers.  If  all  goc 
well,  JetBlue  will  soon  be  offering  a  $69  round-trip  fligh 
to  Kabul. 

Leisure.  Rugged  and  mountainous,  Afghanistan  offers  sonn 
ot  the  best  rock-climbing  terrain  in  the  world.  And  because  thi 
country  is  so  poor,  indigenous  rock-climbing  guides  can  be 
hired  for  a  pittance,  allowing  tour  operators  to  operate  on  . 
(i5"/o  profit  margin  here.  The  only  dark  cloud  on  the  horizon 
Afghanistan  has  more  unexploded  land  mines  than  any  othei 
country  in  the  world,  and  is  infested  with  highly  aggressive 
mountain  goats. 

Telemarketing.  In  recent  years  a  tight  job  market  ha 
forced  American  telemarketing  firms  to  hire  telephone  sale 
personnel  and  customer  service  representatives  in  regions  a 
remote  as  Haiti,  Northern  Ireland  and  Lappland.  Afghan 
will  work  for  a  lot  less  money  than  Lapps.  Moreover,  because 
many  Afghans  speak  Arabic,  they  can  be  employed  to  dea 
with  dissatisfied  PC  owners  from  Iraq,  Indonesia,  Libya  anc 
Brooklyn,  many  of  whom  lack  the  requisite  language  skilh 
to  comprehend  such  basic  error  messages  as:  "STmgr  ha- 
caused  an  error  in  WINTRUST.PLL.  STmgr  will  now  close.' 
Principled,  pornography-hating  Afghans  would  also  maki 
superb  chat-room  monitors  for  some  of  the  Internet's  seed 
ier  electronic  districts. 

Entertainment.  Once-banned  Afghan  musicians  are  now 
flocking  home  to  provide  their  forlorn  countrymen  with  som<. 
badly  needed  entertainment,  according  to  news  reports.  Reliable 
ethnographers  say  that  these  musicians  play  such  traditiona 
instruments  as  the  zerbaghali,  the  nibab  and  the  beloved  waj 
and  sing  such  traditional  songs  as  "I  Love  Kabul  in  the  Spring 
time,"  "The  Last  Time  I  Saw  Kandahar"  and  "Mazar-I-Sharit 
Mazar-I-Sharif,  That's  My  Kind  of  Town."  Nothing  personal 
fellas,  but  Britney  Spears  and  the  Backstreet  Boys  could  sell  ar 
awful  lot  of  records  here.  F 
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NTHONY  CHARLES  PAN- 
gallo  and  his  wife,  Dar- 
ken, spent  the  first  two 
years  of  their  marriage 
fruitlessly  trying  to  pro- 
duce a  child.  Pangallo,  a 
burly  39-year-old  for- 
mer University  of  Miami 
linebacker  and  construction  firm  execu- 
tive in  Ft.  Lauderdale,  reflised  to  believe  he 
could  be  infertile.  But  in  1995  their  doctor 
confirmed  a  humbling  fact:  An  obstruc- 
tion in  his  reproductive  tract  was  blocking 
his  sperm. 

In  1998  urologist  Mark  R.  Licht 
pierced  Pangallo's  testicle  with  a  hollow 
needle,  extracted  sperm  and  injected  it 


into  an  egg  taken  from  Darleen.  Nine 
months  later  Chuck  and  Darleen  had  a 
girl,  Taylor,  now  a  confident  2-year-old, 
and  Darlene  is  five  months  pregnant  with 
a  second  child.  "We're  excited,"  says  Pan- 
gallo, building  a  new  home  for  his  clan. 

The  Pangallos  are  just  one  of  the  6 
million  couples  in  the  U.S.  benefiting 
from  stunning  recent  advances  in  treating 
infertility,  which  is  defined  as  the  failure 
to  conceive  in  a  year.  The  market  is  big 
and  hungry.  Infertile  Americans  spend  at 
least  $3.2  billion  a  year  on  treatment, 
three  times  what  they  spent  in  1987. 

Male  factors  are  to  blame  for  between 
a  third  and  a  half  of  infertility  cases.  The 
good  news:  Science  has  vastly  improved  a 


man's  chance  of  reaching  fatherhood, 
even  if  his  ejaculate  contains  sparse, 
immobile  sperm  or  no  sperm  at  all. 
Breakthroughs  have  come  in  severall 
areas,  including  new  hormones  to  spur' 
production  of  sperm,  microsurgery  toi 
retrieve  it,  lab  techniques  to  force  concep- 
tion and  genetic  tests  to  identify  defective 
embryos  before  they  are  implanted  in  the 
womb.  "They  can  do  more  today  to  helpi 
an  infertile  man  than  a  woman,"  says. 
Pamela  Madsen,  director  of  the  American 
Infertility  Association,  a  New  York-based 
group  funded  by  fertility  drug  makers 
such  as  Organon  and  Serono. 

Some  of  the  new  techniques  are  pretty 
far  out.  Doctors  at  Wayne  State  Universit)'i 
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The  Pangallos:  Once  despair,  now  Taylor,  2. 

in  Detroit  are  making  babies  with  imma- 
ture, taO-less  sperm.  Urologist  Paul  Turek 
of  the  University  of  California  San  Fran- 
cisco boasts  of  using  sperm  that  seem 
dead.  For  men  who  have  no  sperm  at  all, 
UCSF  geneticist  Renee  A.  Reijo  Pera  has 
identified  a  gene  that  sparks  sperm  pro- 
duction; she  thinks  doctors  will  be  able  to 
come  up  with  a  drug  or  therapy  to  mimic 
what  the  gene  does  in  men  who  lack  it. 

Miracles  come  at  a  high  price.  One 
round  of  testicular  microsurgery  and  in- 
tricate insemination  techniques  will  run 
you  $20,000  to  $30,000.  And  the  chance  of 
taking  home  a  baby  is  only  25%.  hisurance 
seldom  covers  treatment,  so  fewer  than  1% 
of  infertUe  couples  go  the  high-tech  route. 
The  rest  try  low- tech  methods,  adopt,  pray, 
get  lucky  or  lose  interest. 

The  route  itself  can  carry  grave  risks, 
including  viral  infection,  accidental  injury 
and  even  death.  Even  if  a  man  doesn't 
require  surgery  to  retrieve  sperm,  the 
woman  will  have  to  undergo  surgery  to 
retrieve  the  eggs,  and  take  powerful  egg- 
ripening  hormones  whose  long-term 
effects  are  not  known. 

Forced  conception  also  raises  the 
odds  of  passing  on  genetic  defects,  found 


1  n  at  least  30%  of  infertile  men  and  more 
common  in  children  born  through  artifi- 
cial techniques.  While  tests  exist  that  use 
microscopically  thin  needles  to  biopsy 
embryo  cells,  no  screen  can  rule  out  a 
male  offspring's  chance  of  inheriting 
dad's  infertility  or  the  tendency  to 
develop  testicular  cancer,  which  is  17 
times  higher  in  infertile  men.  The  tests 
are  labor  intensive  and  very  expensive, 
costing  between  $1,500  and  $5,000. 

But  treatments  have  come  far  since 
the  early  1990s,  when  the  best  that  doc- 
tors could  offer  guys  with  no  sperm  was 
someone  else's.  And  guys  with  sparse 
sperm  had  frequent  failures.  That 
changed  in   1992,  when  Gianpietro 


Palermo  of  Belgium  accidentally  discov- 
ered intracytoplasmic  sperm  injection 
(iCSl)  when  he  pierced  a  human  egg  with 
a  pipette  without  killing  it.  ICSI  is  far 
more  efficient  and  predictable  than  in 
vitro  fertilization,  which  relies  on  mixing 
sperm  and  an  egg  in  a  dish  in  the  hope 
that  one  will  penetrate.  ICSI  procedures 
have  risen  from  6,500  in  1995  to  37,000  in 
1999,  the  latest  data  available. 

Palermo's  discovery  set  off  a  quest  for 
sperm.  Surgeons  refined  techniques  for 
hunting  able  swimmers  and  repairing  the 
blockages  that  afflict  15%  of  infertile 
men.  Now  a  skilled  urologist  can  retrieve 
sperm  either  by  siphoning  the  epidid- 
ymis, the  coil  that  links  each  testis  to  the 
vas  deferens,  or  by  mining  the  testes  using 
hollow  needles  or  open  surgery. 

Surgery  worked  a  miracle  for  some- 
one we'll  call  John  Doe,  a  30-year-old 
cancer  survivor  whose  chemotherapy  in 
his  teens  made  him  sterile.  His  ejaculate 
contains  not  a  single  sperm,  but  Doe  was 
able  to  impregnate  his  wife  thanks  to  a 
radical  new  technique  developed  by  Cor- 
nell University  urologist  Peter  Schlegel. 
Two  years  ago  Schlegel  sliced  open  Doe's 
right  testicle  and  found  amid  the  thou- 
sands of  thread-like  seminiferous  tubules 
a  few  enlarged  ones  that  might  hold 
sperm.  He  ever-so-carefully  cut  out  a 
mere  5  milligrams  of  tissue,  extracted  a 
few  lively  sperm  and  then,  in  a  lab  dish, 
injected  one  into  each  of  two  eggs  from 
his  wife's  ovaries. 

Sadly,  she  miscarried,  but  successfiilly 
conceived  again  in  December,  using  sperm 
left  over  from  2000.  Two  of  the  16  other 
infertile  couples  who  were  the  first  to  use 
Schlegel's  procedure  have  had  babies,  and 
two  other  babies  are  on  the  way. 

Few  men  would  consider  such  an 
ordeal  if  not  for  a  fairly  good  chance  of 
success.  Genetic  research  is  helping  to 
improve  the  odds.  Doctors  have  observed 
that  they  never  find  sperm  in  men  who 
are  missing  the  middle  part  of  the  Y  chro- 
mosome. So  before  cutting  they  do  a 
blood  test  to  see  if  the  Y  is  all  there.  If  it  is 
intact,  the  chances  of  finding  sperm  are 
60%  to  70%.  If  it  isn't,  they  don't  operate. 

Reaching  fatherhood  for  the  infertile 
is  still  a  costly,  emotionally  ravaging 
ordeal.  But  every  new  development  offers 
parents  more  hope.  F 


Better  Living 


PRESCRIPTION  O^UGS 

Sales:  $58  million 
Manufacturer:  AstraZeneca. 
Prescribed  now  mostly  for  breast 
cancer,  but  a  study  is  under  way 
to  prove  it  boosts  testosterone. 

Sales:  $123  million 
Manufacturer:  Serono. 
Injected  under  the  skin,  rather  than 
into  muscle,  which  is  more  painful. 

Sales:  $110  million 
Manufacturer:  Organon. 
Not  yet  approved  for  men. 

QTC  NOSTRUMS  

Sales:  Not  available. 

Manufacturer:  Sigma-Tau. 

Never  proven  in  double-blind  studies. 


Sales:  Not  available. 
Manufacturer:  Perrigo  (for  CVS). 
Folklore  has  it  that  antioxidants 
improve  sperm  quality. 

PROCEDURES  

Siphons  sperm  and  clears  blockages 
in  reproductive  tract.  For  men  who 
have  little  or  no  sperm  in  their  semen 
because  of  obstruction.  i 

Harvesting  sperm  from  testes.  Good 
for  men  who  may  have  some  sperm 
in  testes,  though  none  in  semen. 


Sucking  single  sperm  into  a  tiny 
pipette  and  injecting  it  into  an  egg 
under  a  microscope.  Good  for  men 
whose  sperm  are  too  few  or  too  slug- 
gish to  pierce  egg,  even  in  a  lab  dish. 

Source:  IMS  Health  (for  drugs  only). 
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TO  ENTER  THE  NEW  YORK  CITY  HOME  OF 
Ronald  Pagano  and  Andre  Rosario  is  to  feel 
the  presence  of  the  Almighty.  Not  because 
the  two  city  transit  workers  are  particularly 
religious,  but  because  their  one-bedroom 
co-op  is  in  a  former  Presbyterian  church 
and  has  the  decor  to  match.  "The  Renais- 
sance look  took  over,"  says  Pagano,  who  acquired  most  of  the 
apartment's  furnishings  on  buying  trips  to  Italy.  Crucifixes, 
etchings  of  the  Virgin  Mary,  Venetian  sconces,  Roman  candles 
and  baptism  cups  grace  the  walls.  What  once  was  a  pew  now 
functions  as  an  entertainment  center. 

Sacrilegious?  Not  if  a  church  has  been  deconsecrated — 
meaning  that  a  priest  or  other  official  has  pronounced  its  use  as 
a  place  of  worship  ended. 

Michael  Gotten,  onetime  owner  of  a  Texas  billboard  company, 
was  practically  born  again  through  the  experience  of  turning  a 
church  into  his  home.  He  bought  the  13,800-square-foot  brick 
structure  with  castle-like  battlements  in  downtown  Dallas  for  a 
hymn — $261,000.  "It  was  in  horrible  condition,"  he  allows.  But 
after  $800,000  in  renovations  it  not  only  makes  a  spacious  residence 
but  gives  Gotten  a  new  livelihood:  He  hauled  in  $300,000  last  year 
renting  out  the  downstairs  for — what  else? — wedding  receptions. 

Around  the  U.S.,  parishes  are  in  flirx,  and  some  congregations 
have  shrunk  so  much  they  can't  keep  up  their  churches.  After  de- 
consecration the  buildings  are  either  bulldozed  to  make  way  for 
new  construction  or  reclaimed  by  new  owners.  While  transfor- 
mations into  homes  are  rare,  the  architectural  preservation  groups 
that  often  act  as  brokers  favor  anyone  (including  home  buyers 
and  residential  developers)  willing  to  preserve  historical  detail. 
Some  buyers  value  details  like  vaulted  ceilings  and  stained  glass 
windows;  others  just  appreciate  the  huge  square  footage. 

No  one  knows  this  better  than  Herbert  Hirsch,  a  veteran 
developer  now  turning  lower  Manhattan's  114-year-old  St. 
George's  parish  building  into  3 1  luxury  apartments.  Although 
the  structure's  exterior  was  protected  by  the  New  York  City 
Landmark  Commission,  its  interior  (converted  to  offices  and 
apartments  in  the  early  1980s),  with  all  its  original  Gothic  detail- 
ing, had  been  virtually  covered  over  with  Sheetrock  and  paint. 


Abide  With  Me 

By  turning  churches  into  homes,  owners  can  get  cheaper  space  and  rare  amenities. 

Talk  about  cathedral  ceilings. 

BY  KIRI  BLAKELEY 
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From  St.  Sophia 
to  sofa:  Maddie 
Young  at  home 
in  Brooklyn. 
Inset,  Grady 
Pridgen's  bath. 


Hirsch  bought  the  property  in  1996  for  $5.1 
million,  about  what  he  would  have  paid  for 
comparable  office  space.  But  as  his  work- 
men began  breaking  down  the  office  partitions,  they  discovered 
a  surprising  13,000  extra  square  feet  of  nooks  and  crannies. 
Hirsch  has  spent  $15  million  to  restore  original  detail,  scouring 
the  globe  for  stained  glass  windows,  Venetian  stucco  finishes, 
travertine  marble  and  a  152-year-old  pulpit,  from  which  the 
building's  doorman  now  presides.  Even  in  post-Sept.  1 1  New 


York,  as  rents  are  showing  signs  of  weakening,  Hirsch  finds  his 
apartments  fetch  $3,500  to  $14,000  a  month — a  premium  of 
20%,  he  says,  over  similarly  spacious  units.  Explains  Hirsch, 
"Most  developers  buOd  the  tallest  building  and  sell  the  view — 
what's  outside.  We're  selling  what's  inside." 

Nancy  and  Hayes  Young  were  among  the  first  to  move  into  the 
151-year-old  South  Congregational  Church  in  Brooklyn,  which 
was  transformed  into  rentals  in  1984  and  later  into  condos.  "After 
living  there  [we  found]  other  apartments  claustrophobic,"  says 

There  were  UNEXPECTED 
BLESSCvLGS^  too:  tax  credits. 

Nancy.  In  September  the  Youngs  sold  their  1,500-square-foot 
space — with  its  16-foot  vaulted  ceilings,  original  columns  and  1 50- 
year-old  multicolored  glass  windows — for  $655,000.  They  had  paid 
$205,000  for  their  condo  and  invested  $15,000  in  improvements. 

If  you  are  commissioning  the  conversion  yourself,  get  your 
checkbook  ready.  Grady  Pridgen,  41,  started  to  convert  a  35,000- 
square-foot  church  and  rectory  in  St.  Petersburg,  Fla.  into  a 
home  and  work  space  in  1993.  Tearing  down  fort-like  walls, 
finding  someone  who'd  repair  the  stained  glass  windows  and 
dealing  with  the  city's  landmark  commission  made  everything 
cost  twice  as  much  and  take  twice  as  long  as  Pridgen,  a  real  estate 
developer,  had  expected.  But  there  were  unexpected  blessings, 
too:  federal  and  city  tax  credits  for  keeping  the  church's  exterior 
intact;  and  a  private  theater  attached  to  the  rectory  that  seats 
450.  Pridgen  plans  to  rent  out  that  space  for  meetings  and  to 
throw  some  massive  parties. 

Sandy  Miller,  57,  a  former  publisher,  and  Evy  Leonard,  51, 
an  attorney,  were  bedeviled  with  problems  when  in  1995  they 
bought  a  4,400-square-foot  Seventh  Day  Adventist  church  with 
30-foot  ceilings  in  the  historic  Cobble  Hill  section  of  Brooklyn, 
for  $350,000.  First,  they  could  not  get  a  mortgage  from  a  bank 
("If  we  defaulted,  what  does  Citibank  want 
with  a  church?"  asks  Leonard).  So  they 
spent  their  savings  and  borrowed  from 
their  pension  fund.  Even  getting  fire  insur- 
ance proved  complicated.  But  five  years  and 
half  a  million  dollars  in  renovations  later, 
they  glory  in  their  living  space. 

Mark  Dvorak,  who  designs  stores  for 
the  Gap,  got  smart  about  renovating  the  95- 
year-old,  3,500-square-foot  San  Francisco 
church-turned-synagogue  he  bought  for 
$430,000.  Facing  what  he  and  his  wife,  Lau- 
rie Ann,  estimated  to  be  a  $500,000  renova- 
tion cost,  they  invited  the  TV  show  This  Old 
House  to  film  the  process,  in  exchange  for  sponsors  donating 
materials  and  some  services.  That  knocked  about  $  1 20,000  off 
the  bill,  but  drew  curiosity  seekers.  One  day  Dvorak  came  home 
to  find  two  strangers  traipsing  around  inside  as  if  they  owned 
the  place.  It  was  worth  all  the  tsuris.  Dvorak  says  his  home  was 
just  appraised  for  refinancing  at  $1 .4  million.  F 
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Bentomata,  Maserati! 

Exiled  in  disgrace  a  dozen  years  ago,  the  carmaker  is  back  in  the  U.S.— with  a  winner. 

BY  MICHAEL  FRANK 

YOU  CAN  BUY  SOME  AWFULLY  NICE  METAL  FOR  $77,000  OR  SO— A  MERCEDES-BENZ  CLK55  AMG,  A  JAGUAR  XK8 
or  a  Porsche  91 1.  But  exclusivity?  That's  a  different  matter.  Porsche  sold  1 1,000  of  its  91  Is  in  the  U.S.  last 
year.  So  if  you  hanker  for  the  thrill  of  driving  a  car  so  exotic  that  nobody  else  in  your  zip  code  owns  one, 
you're  out  of  luck  in  this  price  range. 

Until  now.  In  March  (after  an  1 1 -year  absence)  Maserati  returns  to  the  U.S.  with  its  Spyder  and  promises  to  sell 
at  most  1,000  this  year.  The  Spyder  meets  the  snob  test.  But  is  it  any  good  mechanically? 

You  might  wonder.  When  Maserati  left  the  U.S.  market,  it  did  so  in  disgrace,  after  trying  to  palm  off  its  perhaps 
most  uninspired  design  ever — the  Biturbo,  a  boxy  four-seater  whose  only  redeeming  feature  was  that  you  didn't  have 
to  suffer  much  driving  it  around,  since  it  spent  most  of  its  time  in  the  shop. 

Why,  then,  should  drivers  give  Maserati  a  second  look?  Because  the  Spyder  is  a  beautiftil  buy — nine-tenths  of  a 
360  Modena  Ferrari  at  less  than  half  the  price.  Ferrari  (owned  by  Fiat)  acquired  its  former  archrival  in  1997.  Since  then 
Ferrari's  54-year-old  chief  executive,  Luca  di  Montezemelo,  has  put  his  Italian  heart  into  making  Maserati  a  real  busi- 
ness. In  its  original  incarnation,  the  company  disdained  the  broad  consumer  market,  building  fabulously  costly  cars 
meant  only  for  the  racmg  circuit.  Imagine  Yves  Saint  Laurent  trying  to  make  a  living  off  one-of-a-kind  dresses. 

Di  Montezemelo  has  poured  $340  million  into  overhauling  Maserati's  production  procedures,  building  a  new  fac- 
tory in  Modena,  Italy  and  designing  the  Spyder.  Powered  by  a  Ferrari-derived  390hp  V-8,  the  Spyder  bristles  with 
suspension,  transmission  and  brake  technology  taken  from  Ferrari's  suppliers. 

The  result  could  have  been  a  bastard  child — a  Maserati  exterior  slapped  down  on  a  Ferrari  floor  plan.  But  the  Spy- 
der bespeaks  no  such  awkwardness — only  a  lithe,  frictionless  elegance.  It's  a  free-rewing  grand  tourer,  with  many  of  the 
best  features  of  Ferrari's  higher-strung  racers  but  not  all  of  them.  That's  on  purpose.  As  Di  Montezemelo  explains: 
"Ferrari  is  extreme  in  every  way;  the  Spyder  is  an  emotional  car,  but  one  you  can  drive  every  day." 

A  fair  description.  The  interior  is  more  relaxed  than  that  of  any  Ferrari,  with  well-bolstered  (but  not  uncomfort- 
ably hard)  leather  seats.  Tight-pieced  leather  spans  the  entire  two-seat  cockpit;  even  the  dash  is  swathed  in  it.  The  six- 
speed  Cambiocorsa  gearbox  is  a  wonder.  It's  like  a  manual,  but  you  shift  via  two  wands  that  bracket  the  wheel.  No  clutch 
pedal.  Up-  and  downshifts  come  smartly,  after  just  a  few  minutes'  practice. 

For  a  quickened  pulse,  try  driving  the  Spyder  fast.  The  car's  electrohydraulic  Skyhook  suspension  adapts  instantly 
to  every  bump  in  the  road — and  excellent  steering  stiffens  in  response  to  tight  turns.  The  feeling?  Like  a  Porsche  91 1, 
but  less  brusque.  You  can  launch  the  Spyder  to  60mph  in  4.9  seconds  and  just  keep  going  up  to  175mph,  but  the  car's 
real  appeal  is  that  it's  fun  at  a  far  saner  pace. 

Drivers  who  doubt  they  can  justify  a  two-seater  should  take  heart:  A  four-seat  Maserati  Coupe  is  on  its  way  for 
May  2002.  And  the  company  says  by  2004  it  will  have  a  stretched  S-Class  Mercedes-fighter  as  well. 

Find  more  on  Maserati  at  vmw.forbes.com/spyder.  F 
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capuico  -  Ft.  Lauderdale 
Crystal  Symphony 


Don't  Miss  This 
Forbes  Experience. 

12  fabulous  days  aboard  the  six-star 

luxury  liner,  Crystal  Symphony.  You'll  enjoy 
regal  treatment  from  the  acclaimed,  hand- 
selected  staff  whose  personalized  European 
service  sets  Crystal  apart  from  any  other  cruise 
line.  All  for  as  little  as  $6800  per  cabin. 

An  Investment  Seminar — it's  a 
unique  one-stop  educational  resource 

for  everything  that  relates  to  investing,  the 
economy,  and  your  money.  Whether  you  are 
developing  your  investment  skills,  and 
knowledge,  or  you  are  an  experienced  investor 
who  wants  to  advance  to  a  higher  level  of 
sophistication,  you  belong  on  The  Forbes 
Cruise  for  Investors. 

Informal  ''get-togethers'^  with  some 
of  the  world's  top  investment  advisors.  While 
enjoying  scrumptious  gourmet  meals... or 
walking  on  deck  in  warm  tropical  settings... 
buttonhole  the  experts  for  your  own  private 
question-and-answer  session... talk  with 
Ken  Fisher,  Joe  Battipaglia  or  even 
Steve  Forbes  himself! 


ilberto       Christopher  Joseph 
Vilar  Buckley  Battipaglia 
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Montana  LM'n 

9 

Montana  Mountaintop  Living. 


Enjoy  speclnciil.'ir  vieus  ol  pnMine 
alpilK  lakes,  Bia  Muiinla.n  Ski  & 
Suiiiiiiei  Resort.  Gluiiei  Njiioiial  Park, 
and  the  exiraordiiiarv  Klalliead  Valley, 
phis  have  Ihe  cunvenienee  ol  lull-lime, 
hiilh-speed  (1  5  million  hps)  Internet 
aeeess.  Grouse  Mouiitain  Lstates  and 
Lioti  Mountain  Raiiehes  are  two  seeunty- 
gated  enelaves  thai  otler  lull\  serviced 


homes  and  honiesites  riinjring  from  ;i 
comfortable  one  acre  lo  an  expansive 
-10  acres 

Located  only  .S  aiiinites  from  the 
loun  ol  Whitelish  and  20  miniiies  Irom 
.in  inlernatuin.il  anporl  they  are  iileal 
for  your  Rtxky  Mountain  retreat,  G.ME 
homesiles:  SlMok  -  $650k  LMR  parcels 
Ssy5k-$1,, "^111111. 


Toll  frei:;  88S-S 


)-l,.\NI)   Whifefish.  Montana   www.rockvmtnrc.com  rockvmtn^'dig]SVs,nct 


Fine  Wine  Auction-. 


,  MORRELLFINE 
'wine  AUCTIONS 


On  l-cbruaiy  2i.  2002  Moricll  Pine 
Wine  Auctions  will  olTer  an 
awesome  collection  orinatiiic 


GRAND  CRU  BURGUNDY 
DRt..  JAYER.  LKFLAIVE, 
ROUGBT.ETC.  3 


SSOO.OOOofiiTipccciibh  stored  wines 
spanning  8  decades.  Ifyou  love 
Burgundy  you  cannot  alTord  to  be 

anywhere  else!  To  order  a 
completely  annotated  catalogue, 
call  212-307-4200  or 
fax  us  at  212-247-5242 
I  Rockefeller  Plaza  •  NY  NY  10020 


Business  Opportunities 


INCORPORATE  lor  as  little  as 

Phone  800-441  -5940  $^  Q  Q 
Onlinewww.incusA.com 

Fax  302-421-5753 


REGISTERED  AGENTS,  LTD. 


I,  Suite  606.  Wiiminglon,  OE  198Q1 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 
Complete  Training.  Call  for  Free 
Information  Package. 
800-995-0049  Ext.  7675 


Legal  Services 


ASSET  PROTECTION 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


Steven  Sears,  CPA  •  Attorney  at  Ljw 

71 4-544-062-2  •  www.searsatty.com 


WHY  DIDN'T  I  THINK  OF  THAT 


That's  the  response  we  hear  after  we 
explain  our  unique  and  exciting 
opportunity.  If  you're  looking  for  a 
simple  business  with  HIGH  INCOME 
POTENTIAL  and  ahsoliileh  no 
cloMl,^ille.  let's  talk.  $12,900 
Investment  required. 


Call  1-800-675-6144 


e-incorporatecom 


•  Registered  agent  services 
•U.S.  bank  accounts  opened 
•Nominee  director  services 
Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 

800.423.2993 


Business  Opportunities^    Financial  Services 


Offshore/Nevada 


•  Asset  Protection 

•  Tax  Savings 

•  Financial  Privacy 


Call  today  for  a 
FREE  30-minute 
consultation. 
Laughlin  International 
75,000  corporations 
since  1972 


1-800-648-0966 


vww.laughlininternational.com 


OFFSHORE 


❖Companies  ^ot»**''^^ 
❖Banking  cow^^ 

tpSai;'^^'^  Capital  Asset 

N4an  age  merit 

(800)  7 10-0002      Free  Brochure 
Visa/MC/Amex  www.assetprotecUofLcoin 


$4,500 
PER  CLIENT 


Offering  affordable  asset  protection 
to  make  clients  lawsuit  proof.  All 
the  local  appointments  you  can 
handle.  Lifetime  residuals.  24-hr. 
recorded  info.  (8001-653-4497 


S  OVER  THREE  BfLLION  $ 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
Major  Manijfacturing  lo  Small  Retail  Shops 
No  Cost  To  Review  Businesses 

To  Buy  or  Sell 
1-800-999-SALE-  1-972-980-9959 
www.gwbs.com 
GREAT  WESTERN  BUSINESS  SERVICES,  INC. 


NATIONWIDE 


Business  Services-: 


Business  Credit  Reports 

In-depth  detailed  information  on  f4 
million  businesses  -  virtually  every  U.S. 
&  Canadian  business. .. on/y  $5  each. 

Click  or  Call  Now  ■  Your  First  Report  is  FREE! 

BusinessCreflitUSA.com 

Toll  Free:  1-888  274  5325  ,  p  , 


Debt  Consolidation 

One  simple  low  monthly  payment 
Eliminate  high  interest  rates. 
Save  thousands  while  becoming 
debt  free.  Call  today  for  a  free  debt 
consultation  1-800-438-9179  Ext.  209 
Brighton  Credit  Management  Corp. 
www.brightoncredif.com 


Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience  Bachelor  s. 
Master  s,  and  Ph.D,  degrees  m  most 
fields  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations  Guaranteed  Student  Loans, 
1-800-951-1203  www.arrc.org 
Fax:  1-707-371-2979 


Promotional  Product'] 


CUSTOM  MAGNETS 


Business  Cards  Magnets  as  low  as 
Other  Styles  Available! 

www, fridgedoor,com/biz, html 

1-800-501-3953 
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Mailing  Lists 


SALES  LEADS  AND  MAILING  LISTS 

Business  Lists-M  million  businesses 
Select  by  geograptiy,  size,  type,  contact  name, 

credit  rating,  and  more 
Consumer  i./sfs-266  million  consumers. 
Select  by  age,  income,  home  value,  buying 
behavior  geography,  and  more 

Call  infoUSA  1-800-555-5335 

01-fOF 


Capital  Available 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential, 
ARBOC  INC,  561-627-71 10 


Forbes  Subscriber  Service.. .to  ordef 
change  address  or  other  customer 
service,  call  1-800-888-9896 


Fpdfiformation  and  rat^s  on  advertising  in  the  next  Forbes  Business 
Cias§ified  Seetion  Guhtact:  Msfe         (1  -800-442-6441  for  ad  rates 
&  ad  information  only)  Fax:  1 -a73-694-8371  E-mail:  mediopt@ao1.com 


Charge  your  ad. 


Forbes  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 
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Flags' &  Freedom  Eagle 


Discount  Hotelis 


Advertisement 


IMPKESSIUNi* 


Perfect  for  your  auto,  office  and  home.. 


Changing  Automotive  Anitude 


American  Flags 

Set  of  6 

1  large  flag  (9.2'w  X  5"  h) 

1  medium  flag  (7"  w  X  3.8"  fi) 

4  business  card  size  flags  (3.5"w  X  1 .9"  h) 


Magnetic  Flags 
(.01 5  thin) 

SI  8.95  plus  lax,  S&H 


Static  Cling  Flags 

(.004  thin) 

SI  3.95  plus  lax,  SSH 


Vinyl  Pressure  Sensitive  Flags 

(  004  thin) 

513.95  plus  tax,  S&H 


Freedom  Eagle  Flames  ^ff^ 


f/agnetic  (.015"  thin) 
2  large:  22"  x  5".  4  flame  licl<s 
559.95  plus  lax,  S4H 


FLEXcon  pressure  sensitive  vinyl  (  004"  thin) 
2  large;  22"  k  5",  4  flame  licks 
558.95  plus  lax.  SSH 


5°o  of  Gross  Revenue  Donated  to  American  Red  Cross 


Secure  Online  Ordering 

www.FastFlames.com 

(888)  543-6995 

5063  F  Commercial  Circle,  Concord,  CA  94520  faX  (888)  543-1 1 88 


Investments 


Trading  Systems 


stocks  Not  Working  For  You? 

Our  trading  systems  have  a  proven,  prof- 
itable 10-year  track  record.  No  need  to 
watch  the  mar1(ets.  One  phone  call  can  au- 
tomate the  process.  Call  1-866-888-7562 
for  free  info  and  track  record  summary 
shovtfingieal  trades  made  with  real  money 
info@rb-trading.com  rb-trading.com 
Reality  Based  Trading  Company 


^         AS  SEEN  ON 

iCNN 


{MfW  Holes! 
Upto70%0H! 

www.holeldis(ount!(oinH  mailing  services  &  lists,  all  inthoiise 


Executive  Gifts  P 


Super  Walking  Stick 

strongest,  toughest 
walking  stick  ever! 

A  trusty  companion  an(j 
protector  for  recreational 
walking  an6  hiking. 

Stronger  than 
steel  on  a 
strength  to 
weight  basis. 

Resin-imp.egnated 
and  fii-pressure 
densified  wood 
■th  titanium 
"Mde  coated 
■mless-steel 
■  ndle  and  ferrule 


pping 

urder  by  pnone  1-800-524-0692 


Hunter  Products  Inc. 

Fax:  908-526-8348 

www.superwalkingstick.com 


Franchises 


Unlock  the  door 

to  success: 


We  are  your  one-source  solution 
for  direct  mail  with  postcards. 

Postcards 

■■  Send  a  photo  &  text  or  digital  files 

•  High  quality,  full  color  printing 

Mailing  Services  &  Lists 

Competitive  rates  —  domestic  &  ini'l 

•  Obtain  a  targeted  list  from  us  or 
upload  your  own 


FREE  SAMPLES 
Visit  our  website  or  call  NOW 
for  your  postcard  kit! 


^40%  APR 

SECURED /GUARANTEED 
WE  OFFER  DEPRECIATION* 

$13,500/42  MOS. 
(228)539-5006  /  985)966-3763 
BALLY  FINANCIAL  LLC. 
'307.APR 


For  information  and  ^^V^HIPI^^ 

rates  on  advertising  ^  ^  ^^^^^^^  .^f^^' 

in  the  next  Forbes  -  .  "^^-^  --^^  . 
Display  Classifii^d  Section 

Call  Media  Options  N^HMI 
1^800-442-6441 


FRANCHISE 
YOUR  BUSINESS 

29  Years  Experience 
National  Franchise  Associates,  Inc. 

(770)  945-0660 

vvww.nationalfrancliise.com 


Forbes  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 


THOUGHTS 

On  the  Business  of  Life 


nn 

■       hrough  the  ages  much  has  been  written  about  how  to  break  away  when  cornered  by  un- 
H       relenting  bores.  Now,  for  $29,  you  can  have  the  Ultimate  Out,  with  no  hurt  feelings.  In 
fact,  this  excuse  makes  it  look  as  if  you're  hastily  withdrawing  out  of  thoughtfulness,  good 
manners.  This  miraculous  device?  "[Sharper  Image's]  False  Alarm,  the  professional-looking  beeper 
that  you  activate.  Switch  it  on  and  after  a  20-second  delay  (to  avert  suspicion)  it  beeps."  As  you  pull  it 
out,  a  wee  red  light  is  flashing.  So  what  else  can  you  do,  but  pull  out,  too?  — MALCOLM  S.  FORBES  (1986) 


Manners  are  love  in  a  cool  climate. 

— QUENTIN  CRISP 


The  English  are  polite  by  telling  lies.  The 
Americans  are  polite  by  telling  the  truth. 
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But  only  one  can  tell  you  if  your  401{k)  is  on  the  right  course.  ' 


Kevin  Buddies 
Meadow  Club  Golf  Pro 
Fairfax,  CA 


Mil{e  Brogliatti 
Schwab  Investment  Specialist 
Campbell,  CA 


401  (k)  Checkup.  Sure.  Some  people  prepare  for  retirement  by  having  an  expert  analyze  their  swing. 
But  if  you  ask  us,  a  better  way  is  by  having  one  analyze  your  retirement  account. 

With  Schwab's  401  (k)  Checkup,  you  can  talk  with  one  of  our  Investment  Specialists  and  we'll  review: 

•  Ybuncurrent  401  (k)  investments       

•  Potential  exposure  to  risk,  such  as  heavy  equity  or  sector  concentration 

•  How  to  reallocate  your  investments 

In  addition  to  evaluating  your  401  (k),  we  can  also  assess  how  it  fits  in  with  your  overall  portfolio 
strategy.  And  help  you  decide  if  an  independent  Investment  Advisor  is  right  for  you. 

Rest  assured,  our  Investment  Specialists  will  give  you  the  kind  of  advice  you'd  expect  from  Schwab: 

Expert  advice  that's  objective,  uncomplicated  and  not  driven  by  commission.  

In  fact,  we've  even  developed  a  guide  describing  the  four  things  every  retirement 
investor  should  know  called  "Managing  Your  401  (k)." 

The  point  is,  the  back  9  of  your  life  will  be  here  before  you  know  it.  We  can  help 
you  keep  your  401  (k)  out  of  the  rough. 

Call  us  to  speak  with  an  Investment  Specialist  about  your  401  (k)  and  you'll 
also  receive  our  "Managing  Your  401(k)"  guide. 


charles  SCHWAB 


1-800-739-5544  f« 

i 


schwab.com 


400  locations  nationwide 


Advisors  pay  a  fee  to  participate  in  AdvlsorSource™  a  referral  program  for  third-party  advisors.  U.S.  Trust  Corporation  (an  affiliate  of  Charles  Schwab 
and  Co.,  Inc.)  participates  in  the  Schwab  AdvisorSource  program.  <&  2002  Charles  Schwab  &  Co.,  Inc.  All  nghts  reserved.  Member  SIPC/NYSE  (0202-7255). 
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FEW  THINGS  AGE  BETTER 
THAN  A  GREAT  RIVALRY. 
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Bill  Gates  Could  Save  Buenos  Aires  The  hood 

lums  running  Argentina  have  devalued  the  peso  and,  in  the 
bargain,  seixed  dollars  on  deposit  in  that  country.  As  Steve  H. 
Hanke  details  on  page  120,  the  authorities  have  discredited  not 
only  money  but  banking.  In  a  wink  they  have  bombed  their 
economy  back  to  the  Stone  Age.  How  can  an  economy  work 
without  a  medium  of  exchange?  For  a  money  supply  Argen- 
tineans might  as  well  use 
large  round  boulders  of  the 
sort  formerly  in  circulation 
on  the  island  of  Yap. 

Nothing  that  government 
can  say  or  do  about  money 
will  have  any  credibility,  so 
salvation  must  come  from 
outside.  It  could  come  in  the 
form  of  software.  I  envision 
Microsoft  as  savior  of  the  dis- 
possessed in  Latin  America. 

The   programmers  in 
Redmond  have  a  service 
called    Passport    that  is 
intended  as  a  gateway  to  e- 
commerce.  Once  Microsoft   Micronesian  money, 
inakes  its  products  more  hacker-proof,  the  service  could  catch 
on.  The  day  may  come  when  a  stored-value  card  inside  Passport 
becomes  common  currency  on  the  Internet. 

Picture  two  peasants  on  the  pampas.  One  wants  to  bu\  j 
sheep  from  the  other.  He  pays  by  transmitting  a  signal  from  hi.>- 
Palm  i705  to  a  bank  in  Zurich,  which  then  transfers  ownership 
of  10  grams  of  gold  to  the  other  fellow,  who  also  has  a  Palm. 
Now  it  doesn't  matter  if  Peronists  or  generals  are  running  tht 
country.  Tliere  is  nothing  for  them  to  seize. 

For  a  monetary  base  Argentineans  could  look  to  the  $75 
billion  of  flight  capital  (Hanke  s  estimate)  that  they  have  stashed 
abroad.  Made  liquid  by  the  wireless  Net  and  encryption  soft- 
ware, this  wealth  could  be  zapped  from  plutocrat  to  cab  driver  to 
shepherd,  in  the  process  bringing  a  sick  economy  back  to  hfe. 

What  is  described  here  is  not  entirely  fanciful.  Already  a  firm 
called  E-gold  Ltd.,  run  by  a  radiation  oncologist  in  Melbourne, 
Fla.,  offers  a  micropayment  system  using  precious  metal.  E-gold 
has  credibility  problems  of  its  own — it's  domiciled  in  a  tax 
haven  in  the  Caribbean — but  there  is  no  reason  its  role  could 
not  be  played  by  a  more  substantial  institution.  UBS  would  do. 

When  will  Microsoft  software  be  so  trustworthy  that  even 
Argentinean  peasants  stake  their  wealth  on  it?  Sooner  than  you 
think.  Probably  while  their  country  is  still  being  ruled  by  interim 
presidents. 


l/^  ^^^^^  EDITOR 
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Economic  Policy 

Steve  Forbes'  accusation  in  "Fact  and 
Comment"  (Jan.  21,  p.  22)  that  the  IMF 
serves  as  "al  Qaeda's  unwitting  ally"  is 
nonsense.  It  is  also  an  attack  on  the  1 83 
countries  that  own  the  fund  and  are  the 
backbone  of  the  international  response 
to  Sept.  1 1 . 

As  in  Turkey  and  Argentina,  the  IMF 
supports  homegrown  reforms  aimed  at 
resolving  an  economic  crisis.  The  ex- 
change regime  is  the  country's  choice. 
The  IMF  supports  that  choice,  whether 
floating  exchange  rates,  fixed  exchange 
rates  or  dollarization.  In  each  case, 
however,  the  country  must  put  in  place 
economic  policies  that  make  the  choice 
work,  because  the  markets  ultimately 
will  be  the  judge. 

THOMAS  C.  DAWSON 
Director 

External  Relations  Department 
International  Monetary  Fund 
Washington,  D.C. 

The  markets  have  indeed  judged  the  IMF 
austerity  prescriptions  of  high  taxes  and  de- 
valued currencies:  thumbs-down.  — S.F. 

Revisiting  Reparations 

In  "Black  and  White"  (Feb.  4,  p.  44) 
Glenn  Loury  failed  to  note  that  affirma- 
tive action,  i.e.,  institutionalized  dis- 
crimination in  the  form  of  preferential 
treatment,  was  originally  imposed  as 
reparations  for  slavery  and  segregation. 
Afro-American  pols  revealed  their  sin- 
cerity to  such  reparations  by  lobbying  to 
extend  it  to  the  children  of  Portuguese 
and  Arabic  slave  traders,  the  sons  and 
daughters  of  Brazilian  and  Cuban  slave 
owners,  the  sons  and  daughters  of  geno- 
cidal  Conquistadores  and  upper-caste 
Indian  Brahmins,  and  to  the  daughters 
of  the  Confederacy.  This  new  hustle  is 
depressingly  reminiscent. 

JAMES  ALAN  WINTER 
Waterville,  Ohio 

iVIaking  Babies 

"Heir  at  Last"  (Feb.  18,  p.  116)  makes  it 
sound  as  if  everyone  is  dying  to  have 
an  heir.  But  maybe  some  people 
weren't  meant  to.  Children  born  of 


Total  Recall 

I  enjoyed  "Viagra  for  the  Brain" 
(Feb.  4,  p.  46)  on  Tim  Tully  and 
Memory  Pharmaceuticals.  The 
possibilities  are  astounding,  and 
those  suffering  from  Alzheimer's 
will  no  doubt  benefit.  It  is  true  that 
other  drug  companies  are  working 
to  develop  products  in  this  area.  It 
won't  matter  who  finishes  first  in 
bringing  to  market  a  product  to 
combat  Alzheimer's;  what  matters 
is  that  there  will  be  options  and 
different  treatments. 

DIANE  E.  ALTER 
Long  Branch,  N.J. 


"miracle"  fertilizations  from  infertil 
parents  often  have  genetic  defects,  a 
your  article  actually  points  out.  A 
usual  our  society  preaches  progres 
without  any  cost.  Can  that  really  b 
possible? 

ADAM  M.  SACK 
Woodland  Hills,  Calij 

Pornographic  Content 

I'm  not  sure  which  is  more  obscene- 
Christie  Hefner's  vow  to  turn  Playbo 
Enterprises  into  a  $1  billion  company  o 
FORBES'  attempt  to  legitimize  it  in  "Th 
Unhappy  Hawker"  (Jan.  21,  p.  62). 

GINA  DELAP, 
San  Diego,  CaU 
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u  think  our  numbers  are  impressive,  wait  until  you  see  what  we  can  do  for  yours. 

J  know  almost  all  industry  leaders,  including  most  of  the  world's  largest  consumer  product  companies,  rely  on  Active  International 
1  their  underperformmg  assets  into  financial  opportunitiesi*  Corporate  trade  is  big  business.  And  it  could  be  your  chance  tc 
re  top  value  from  an  impaired  asset  and  use  it  to  pay  for  goods  and  services 
dia.  other  corporate  expenses,  cost-of-sale  and  capital  expenditures.  Find  out 
Active  can  do  for  you.  Call  Michael  Lake  at  800-44-TRADE 
18-7233).  Welcome  to  the  Surprising  World  of  Corporate  Trade.       I  N  T  E  R  N  AT  I  C)  N  A 


ACT  I VE 


The  260-hp  Acura  TL  Type-S.  Most  cars  simply  get  you 
in-between,  there's  the  TL  Type-S.  It  sports  a  robust  260-hp 
and  near-telepathic  handling.  Thank  you,  Mr.  Cartographer.  Call 


from  here  to  there.  For  those  who  enjoy  the  paveme 
V-6,  laser-quick  acceleration,  available  OnStar®  servi 
1-800-TO-Acura  or  visit  acura.com.  ®ACUR/ 


■ACT  AND  COMMENT 

5y  Steve  Forbes,  editor-in-chief 

With  all  thy  getting  get  understanding" 


INDIA,  MEET  AUSTRIA-  HUNGARY 


:nfluential  elements  in  india's  government  and  military 

ire  still  itching  to  go  to  war  with  Pakistan,  even  though  Pakistan's 
^resident  Pervez  Musharraf  has  taken  considerable  political  risks 
y  moving  against  Pakistani-based-and-trained  anti-India  ter- 
rorist groups.  Sure, 
Musharraf  made  a 
truculent  speech  con- 
demning India's  "oc- 
cupation" of  Kashmir, 
but  that  was  rhetori- 
cal cover  for  crack- 
ing down  on  those 
groups.  Washington 
should  send  New 
Delhi  some  history 
books  for  these  hot- 
heads; there  is  no 
luman  activity  more  prone  to  unintended  consequences  than 
warfare.  As  cooler  heads  in  the  Indian  government  well  know,  his- 
tory is  riddled  with  examples  of  parties  that  initiated  hostilities  in 
he  belief  that  conflict  would  resolutely  resolve  outstanding  issues. 

Pericles  of  Athens  thought  he  could  deal  with  rival  Sparta 
ance  and  for  all  when  he  triggered  the  Peloponnesian  War;  instead 
lis  city-state  was  undermined  and  Greek  civilization  devastated. 
Similarly,  Hannibal  brilliantly  attacked  Rome;  he  ended  up  not 
only  losing  the  conflict  but  also  setting  off  a  train  of  events  that 
ultimately  led  to  the  total  destruction  of  Carthage.  Prussia 
smashed  France  in  1870,  annexing  critical  French  territory  for 
security  reasons,  but  that  sowed  the  seeds  for  the  First  World  War. 
A.t  the  end  of  World  War  I  the  victorious  Allies  thought  they  had 


Hannibal's  elephantine  crossing  of  the 
Alps  captured  imaginations,  but  not  Rome. 


dealt  decisively  with  German  military  power.  Israel  crushed  its 
Arab  foes  in  1967,  but  long-term  peace  did  not  follow. 

hidia  is  not  a  homogeneous  state.  Neither  was  the  Austro-Hun- 
garian  Empire.  It  attacked  Serbia  in  the  summer  of  1914  in  the 
hopes  of  destroying  this  irritating  state  after  Serbia  had  committed 
a  spectacular  terrorist  act  against  the  Hapsburg  monarchy.  The 
empire  ended  up  spUntering,  and  the  Hapsburgs  lost  their  throne. 

And  on  it  goes. 

Getting  back  to  the  present,  do  Indian  war  hawks  believe 
China  will  stand  idly  by  as  India  tries  to  reduce  Pakistan  to  vassal- 
state  status?  Do  they  think  Arab  states  and  Iran  won't  fund  Muslim 
guerrilla  movements  in  Pakistan,  as  well  as  in  India  itself?  Where 
does  New  Delhi  think  its  oil  comes  from  (about  70%,  mainly  from 
the   Middle  East)? 
Does  India  think  the 
U.S.  will  stand  by 
impotently  if  it  starts 
a  war  that  unleashes 
nuclear  weapons? 

In  his  second  in- 
augural address,  Abra- 
ham Lincoln  summed 
up  the  unpredictable 
consequences  of  war, 
vis-a-vis  America's 
Civil  War:  "Neither 
party  expected  for  the 
war  the  magnitude  or  the  duration  which  it  has  already 
attained....  Each  looked  for  an  easier  triumph,  and  a  result  less 
fundamental  and  astounding." 


Prussians  parade  in  Paris,  1871:  But 
French  military  power  rose  again. 


DUTCH  TREAT 


WHILE  CRACKING  DOWN  ON  ANTI-INDIA  TERRORIST  GROUPS 
operating  in  Pakistan,  Islamabad  can  take  the  wind  out  of 
Indian  war  sails  by  turning  over  the  arrested  terrorists  who 
:arried  out  murderous  acts  in  Kashmir  and  New  Delhi.  It 


can  turn  them  over  not  to  India — which  would  be  political 
suicide  domestically — but  to  The  Hague  for  investigation  and 
trial  by  an  international  tribunal.  India's  moral  case  would 
then  evaporate. 


WASHINGTON'S  FORECASTING  FICTIONS 


WHITE  HOUSE-WANNABE  TOM  DASCHLE  (D-S.D.)  HAS  STOPPED 
[for  now)  the  passage  of  a  sensible,  incentive-filled  stimulus 
package,  figuring  a  weak  economy  will  help  him  and  his  party 
next  November.  His  country-be-damned  political  ploy  was 
aided  by  projections  from  the  Congressional  Budget  Office 
(supposedly  nonpartisan,  but  with  an  institutional  bias  for 
spending  and  against  tax  cuts)  that  last  summer's  tax  reductions 


would  lead  to  budget  deficits,  which,  in  turn,  would  hurt  the 
economy  with  catastrophically  higher  interest  rates. 

Experience  repeatedly  demonstrates  that  reductions  in 
income  tax  rates  and  capital  gains  levies  stimulate  economic 
growth,  which,  in  turn,  creates  more  government  revenue.  The 
notion  that  deficits  cause  higher  interest  rates  remains  mani- 
festly unproven.  Look  at  the  1980s,  when  deficits  tripled 
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FACT  AND  CO M M ENIL 


and  money  costs  fell  by  more  than  half. 

Moreover,  the  CBO's  record  of  predicting  future  budget  rev- 
enues and  outlays  is  of  an  Enron-Uke  accuracy.  In  1980,  for 
instance,  the  (^BO  forecast  that  by  fiscal  1985  Washington  would 
enjoy  a  $290  billion  budget  surplus;  instead  there  was  a  $212  bil- 
lion shortfall.  In  1984  the  CBO  said  we  would  have  a  $282  bil- 
lion deficit  for  fiscal  year  1988.  The  deficiency  was  a  little  more 
than  half  that— $155  billion.  In  1988  the  CBO  forecast  $151  bil- 


lion in  red  ink  for  fiscal  year  1992.  Result:  a  $290  billion  deficit. 

The  (]BO's  ten-year  prophecies  are  even  more  hallucinatory. 
In  1 992  it  guessed  a  shortfall  of  $360  billion  for  fiscal  year  200 i . 
Instead,  we  .achieved  a  $127  billion  surplus.  In  the  late  1990s  the 
CBO  was  crystal-balling  red  ink  even  as  the  federal  budget  was 
starting  to  turn  in  surpluses.  With  the  CBO's  having  a  soothsay- 
ing record  worthy  of  a  Wall  Street  stock  analyst,  why  would 
Congress  pay  it  much  heed? 


ASININE  ASSUMPTION 


THE  CONGRESSIONAL  BUDGET  OFFICE'S  ROTTEN  RECORD  IS  DUE 
in  no  small  part  to  an  addiction  to  a  methodology  known  as  sta- 
tic analysis,  which  posits  that  a  dollar  in  tax  cuts  will  cost  the 
government  a  dollar  of  revenue.  The  massive  Kennedy  and  Rea- 
gan income-tax  rate  reductions  of  the  1960s  and  1980s  show 
how  silly  that  assumption  is.  When  you  reduce  disincentives  to 
save  and  invest,  lo  and  behold,  capital  is  created,  innovations 
and  inventions  flourish,  our  standard  of  living  improves — and 
the  government  ends  up  with  more  money.  The  Kennedy  cuts 
whacked  tax  rates  more  than  20%,  yet  government  revenues 


rose.  The  same  thing  happened  when  Reagan's  across-the-board 
25%  cut  became  fully  effective  in  1983. 

Which  brings  us  to  something  even  more  egregious  than 
Washington's  idiotic  forecasting:  its  obliviousness  to  the  rest  of 
the  country.  In  the  1980s  Reagan's  tax  cuts  helped  ignite  an  eco- 
nomic boom,  and  Beltway  tax  receipts  rocketed.  But  Washing- 
ton spent  money  even  faster  than  it  rolled  in,  and  the  national 
debt  went  up  by  $1.4  trillion.  However,  the  nation's  net  worth 
increased  by  more  than  $15  trillion.  Unburden  the  American 
people,  and  we  will  surmount  Washington's  profligacy. 


THEY'RE  SO  DULL,  THEY'RE  FUNNY 

For  comic  relief,  particularly  at  airports  these  days,  thumb  through  this  aptly  entitled  compendium.  Boring  Postcards  ($24.95). 
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RESTAURANTS:  GO,  CONSIDER,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  FORBES  eatery  experts 
Tom  Jones,  Patrick  Cooke  and  Monie  Begley. 


O  Vince  and  Eddie's- 70  West  68th  St.  (Tel.:  721-0068).  This  cozy 
and  charming  Lincoln  Center-area  spot,  with  its  fireplace  and 
courtyard  garden,-is  a  treat  in  all  seasons.  The  basic  American 
fare  is  terrific  and  served  with  style:  delectable  beef  stew,  lamb 
shank,  grilled  swordfish  and,  for  dessert,  yummy  apple  pie  a  la 
mode  and  carrot  cake. 

Savoy- 70  Prince  St.,  at  Crosby  St.  (Tel.:  219-8570).  Eccentri- 
cally laid  out  restaurant  in  a  charming  old  house  in  Soho  still 
projects  an  image  of  being  hip  and  of-the-moment.  Unfortu- 
nately, the  food  is  disappointing. 

•  Tang  Pavilion-65  West  55th  St.  (Tel.:  956-6888).  Authentic 
Shanghai  cuisine,  and  a  favorite  of  visiting  Taiwanese  politicos. 


Well-prepared  classic  dishes  in  a  comfortable  setting.  Try  the 
shark  fin  soup,  sea  cucumber,  tofu  skin  with  beans  and  the 
Peking  duck.  Service  is  attentive  and  informative. 

•  Centotire— 1167  Madison  Ave.,  between  85th  St.  and  86th  St. 
(Tel.:  734-771 1 ).  Robust  Italian  fare;  everything  is  first-rate.  From 
the  exquisite  antipasto,  through  the  pastas  (try  the  updated  ver- 
sion of  spaghetti  and  meatballs),  main  courses  and  incredible 
desserts  (e.g.,  the  knockout  tangerine  souftle),  this  place  delivers. 

•  Manhattan  Ocean  Ciub-57  West  58th  St.  (Tel.:  371-7777).  This 
is  what  an  upmarket  restaurant  should  be  about:  wonderful, 
beautifully  prepared  food;  friendly  and  knowledgeable  staff;  and 
a  pleasing  and  relaxing  ambience.  F 
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With  3,000  years  of  combined  experience,  Cendian  streamlines  your  logistics 
supply  chain  to  run  more  efficiently  and  economically.  By  leveraging  our 
worldwide  multimodal  carrier  relationships  and  best-in-class  technology,  we 
can  enhance  your  ability  to  compete  in  today's  marketplace.  If  this  sounds  like  a 
road  you're  interested  in  traveling,  call  1.800. Cendian  or  visit  www.cendianxom. 

©  2602  Cendian  Corporation.  All  rights  reserved. 
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OTHER  COMMENTS 


We  do  not  profess  to  be  the  champions  oflibertyy  and  then  consent  to  see  liberty  destroyed. 

— WOODROW  WILSON- 


Time  Out  rhe  entire  Asian  subcontinent  bristles  with  mis- 
siles, hatred,  distrust  and  hotheaded  nationalists.  Into  this  volatile 
mix  I\ikistan  has  for  years  poured  additional  political  kerosene, 
supporting  insurgents  and  terrorist  groups,  such  as  the  Taliban 
that  once  ran  Afghanistan  and  the  Lashkar-e-Tayyaba  and  Jaish- 
e-Mohammed  in  the  Kashmir  Valley.  Now,  hidia  accuses  these 
Pakistani-based  groups  of  the  Dec.  13  attack  on  its  parliament,  in 
which  14  people  were  killed.  India's  anger  is  justified,  for  the  sui- 
cide attack  was  an  asssault  not  only  on  its  elected  government  but 
also  on  the  concept  of  democracy.  However,  high-strung  com- 
ments from  India's  leaders  are  pushing  the  region  ever  closer  to 
war.  Simply  put,  no  matter  how  angry  it  is,  India  should  cool  it. 

There's  a  wise  diplomatic  maxim:  Never  become  prisoner  of 
your  own  rhetoric.  Alarmingly,  India  and  Pakistan  are  ignoring 
this  truism  and  trading  verbal  potshots  that  could  yet  trigger  a 
war  they  both  dread.  India  and  Pakistan  already  have  warred  four 
times  in  a  half  century.  But  today  they  both  are  nuclear  powers. 

— Denver  Post 

Policy  Matters  The  recession  and  deflation  of  the  past  year 
were  not  caused  by  misguided  decisions  of  iiwestors,  consumers  and 
businesses,  or  President  Bush,  but  by  bad  policy  in  previous  years.  It 
has  only  just  cauglit  up  with  us.  Look  at  the  recent  timeline  of  mon- 
etary policy.  The  Federal  Reserve  undeniably  acted  correctly  in  cut- 
ting interest  rates  1 1  times  last  year.  But  surely  the  Fed  can't  believe 
tliat  the  shock  of  1 1  cuts  in  one  year,  however  necessary,  is  a  good 
thing.  So  far  as  we've  heard,  the  Fed  sees  these  cuts  as  a  response  to 
mistiikes  made  by  businesses,  investors,  workers  and  consumers. 

Due  to  prescient  tax  cuts  pushed  by  the  Bush  Administration 
and  a  fortuitous  shift  in  Fed  policy,  the  economy  is  on  the  road  to 
recovery.  But  while  the  Fed  and  others  will  point  to  an  inventory 


"From  now  on,  we're  not  a  family.  We're  a  coalition." 
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rebound,  the  wealth  effect  and  consumer  confidence  as  the  ingredi 
ents  of  recovery,  the  real  reason  will  have  been  the  policy  shift.  Con 
sumers,  investors  and  business  leaders  do  not  all  change  their  mind 
simultaneously  and  shift  from  apathetic  gloom  to  irrational  exuber 
ance  or  vice-versa.  While  the  Fed  denies  its  complicity  and  Demo 
crats  blame  the  president,  the  evidence  is  clear:  Policy  matters. 

—BRIAN  WESBURY,  chief  economist 
Griffin,  Kubik,  Stephens  8c  Thompson,  Wall  Street  Jourtui 

Playing  One's  Cards  Necessity  never  made  ; 

good  bargain. 

—BENJAMIN  FRANKLI> 

Eee-Uuuul  Tlie  British  have  lately  stopped  buying  copiou 
amounts  of  Brussels  sprouts.  To  rekindle  interest,  England's  leadin] 
supermarket  chain,  Sainsbury's,  will  now  label  the  vegetable 
"British  sprouts."  [Sainsbury's  wants]  customers  to  know  tha 
Britain  actually  grows  99%  of  the  world's  Brussels  sprouts.  But  wh; 
are  Brits  off  Brussels  sprouts?  Alex  Bingham  of  the  British  Sprou 
Growers  Association  blames  the  name:  "Psychologically,  the  con 
nection  with  Brussels  may  be  a  turnoff."  Apparently  to  man' 
Britons,  the  Belgian  headquarters  of  the  EU  represents  stiflini 
bureaucracy  and  cormption.  I  thought  national  borders  were  passe 
I  thought  all  Europeans  were  supposed  to  embrace  this  sophisticatec 
cultural  evolution,  in  which  the  idea  of  "country"  was  subsumec 
into  the  larger  socialist — I  mean,  social  entity.  Yet  this  supermarke 
is  trying  to  gin  up  enthusiasm  by  appealing  to  its  patrons'  loyalt" 
to  and  love  of  country.  A  profound  lesson  for  brain-dead  liberals. 

—RUSH  LIMBAUGH,  Limbaugh  lette 

Tough  Decisions  It's  only  in  retrospect  that  we  hav 
come  to  see  Abraham  Lincoln  as  a  far  superior  leader  to  Jeffersoi 
Davis.  He  understood  not  to  get  too  far  ahead  of  his  own  parr 
and  of  public  opinion,  but  to  maneuver  in  such  a  way  as  that  h^ 
brought  public  opinion  and  his  party  along  in  the  direction  tha 
he  thought  the  country  ought  to  go.  Lincoln  knew  how  to  dele 
gate  responsibilities,  but  he  also  knew  how  to  make  the  tougl 
decisions.  The  decision  to  fire  McClellan.  The  decision  to  issu^ 
the  Emancipation  Proclamation.  The  decisions  to  stick  wit! 
Grant  when  everybody  else  said  this  guy  is  a  drunkard.  Lincoli 
made  those  decisions,  and  once  he  made  them,  he  stuck  witl 
them.  He  was  able  to  bring  along  the  requisite  political  support 
—JAMES  MCPHERSON,  inter\'iewed  by  Roger  Mudi 
in  AmerkanHeritage  Great  Minds  of  Histor 

Boredom's  Beckon  Four  be  the  things  I'd  been  bettel 

without:  Love,  curiosity,  freckles  and  doubt. 

—DOROTHY  PARKER  I 
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THE   STRAIGHT  GOODS  ON   e-BUSINESS  PLATFORMS 


> 


THE  WHOLE  e-BUSINESS 
THING  IS  A  FAD. 

Nothing  could  be  further  from 
the  truth.  In  times  of  economic 
downturn,  it  may  seem  prudent  to 
put  the  whole  e-Business  issue  on  the 
backburner.  But  it's  not.  Tough  times 
call  for  nimbleness  and  agility  more 
than  ever.  The  time  to  get  smart  and 
implement  e-Business  solutions  for  your 
customers  is  today. 


THE  INTERNET 

CHANGES 
EVERYTHING. 

The  Internet  does  not 
change  everything. 
It  doesn't  change  the 
business  rules  that 
run  your  company. 
Or  the  infrastructure 
you've  spent  years 
building.  The  Internet 
is  obviously  a 
critical  part  of  any 
e-Business.  But  it's 
how  well  you  manage 
the  information 
traveling  over  the 
Net  that  determines 
the  success  of 
your  business. 

IT'S  A 
ONE-BRAND 
WORLD. 

This  myth  surrounds 
just  about  every 
significant  e-Business 
platform  discussion. 
Virtually  every 
purveyor  of  e-Business 
platforms  touts  their 
version  of  this 
"one-brand"  world. 
Their  brand,  of  course. 
Big  surprise. 


At  Sybase,  we  know  it's  just  not  true. 
Countless  brands  compete,  cooperate 
and  commingle  inside  your  company. 

It's  laughable  to  pretend  that  any  one 
external  organization  can  "standardize" 
all  the  various  protocols,  systems, 
components,  new  technologies, 
languages,  databases  and  vendor 
relationships  that  your  business 
depends  on  to  succeed. 


Our  open  e-Business  platform  embraces 
diversity  Making  all  of  this  stuff  work 
together  is  what  our  stuff  is  all  about. 

A  WEBSITE  IS  A  PORTAL. 
A  PORTAL  IS  AN  e-BUSINESS. 

Unless  your  data  has  the  ability  to 
travel  from  a  customer's  pager  to 
your  trusty  OS/390  mainframe  and 
then  back  to  your  customer  via  cell 
phone,  you  may  very  well  have  a 


website,  but  you  really  don't  have  an 
e-Business.  Our  proven  e-Business 
platform  totally  delivers  end-to-end 
functionality.  It  integrates 
every  single  aspect  of  your 
business.  What's  more, 
it  has  the  scalability 
to  constantly 
integrate  your 
new  components 
into  the  mix.  Like 
say,  10,000  brand  new 
customers,  for  example. 


SYBASE   e-BUSINESS  SOFTWARE 
CAUSE    EVERYTHING    WORKS    BETTER  WHEN 


IF  AT  FIRST  YOU  DON'T 
SUCCEED,  THROW  SOME  MORE 
MONEY  AT  IT. 

Hah.  Very  funny.  But  a  popular  belief 
for  a  long  time.  Listen:  That's  pure 
poppycock.  Real  e-Business  solutions 
deliver  real  business  results.  That 
means  increased  revenues,  reduced 
costs  and  profits  to  your  bottom  line. 

At  Sybase,  we  deliver  e-Business 
solutions  to  the 
FORTUNE  500"  the 
largest  firms  on  Wall 
Street,  the  biggest 
names  in  healthcare, 
the  world's  largest 
computer  and 
networking  companies, 
the  biggest  players  in 
Europe  and  Asia. 

We  lead  in  enterprise 
portal  technology. 
We  dominate  in 
enterprise  wireless 
solutions.  And  we 
have  some  of  the 
best  middleware 
integration  solutions 
found  on  our  planet. 

We  can  deliver  ROI 
with  a  sense  of 
immediacy. 

IT'S  ALL  OR 
NOTHING. 

The  Big  Bang  Theory: 
You  need  to  do  all  of 
this  at  once.  Not  at  all. 

Implement  in  the 
way  that's  right  for 
your  firm.  From  the 
bottom  up.  Or  the 
top  down.  Component  by  component. 
It's  your  choice. 

Call  1-800-8-SYBASE  or  visit 
www.sybase.com/myths  and  we'll  show 
you  how.  Fact,  not  myth. 


S Sybase 

Information  Anywhere' 


J 


EVERYTHING    WORKS  TOGETHER'. 


®200I  Sybase,  Inc.  All  rights  reserved.  All  trademarks  are  the  property  of  their  respective  owners. 


Now  take 
/  all  your  minutes 
/  across  America 


Introducing 
The  America's  Choice  Plan. 
Where  your  home  calling  area 
stretches  coast  to  coast. 

It's  one  great  plan  -  perfect  for  all  your 
calling  needs  across  the  country.  You  can  call 
from  anywhere  on  the  America's  Choice 
network  to  anywhere  coast  to  coast  with  no 
roaming  or  long  distance  fees.  And  when  you 
sign  up  for  America's  Choice,  the  network 
covering  over  248  million  people,  you'll  be  a 
part  of  the  largest  wireless  network  in  the 
nation,  connecting  more  people  in  more 
places  than  any  other  provider. 

]ust  another  way  we're  working  to  bring 
you  the  best  wireless  network  and  the  best 
values.  So  where  will  you  choose  to  take  your 
minutes  with  America's  Choice? 


Monthly 

Monthly  airtime 

access 

minutes 

300 

^55 

550 

^75 


900 


Calls  placed  outside  rate  area  $.65/min 

f. 800.2  JOIN  IN 

verizonwireless.com 


^,^:f^  Ven  Onwireless 

^^     W^  never  stop  working  foryou.^ 


Subject  to  Service  Agreement  &  Calling  Plan.  Activation  tee  S30-S35.  Early  termination  fee  up  to  3175,  Requires  credit  approval.  Cannot  be  combined  with  ottier  offers.  Usage  rouitded  to  next  full  minute.  Unused  allovi  .= 
iVf  ;■•  to  taxes  &  other  charges  See  calling  r>lan.  Geographic  and  other  restnctions  apply.  Not  available  in  all  markets  Network  claim  based  on  industry  reports  of  earner-operated  and  managed  covered  populati 


CURRENT  EVENTS 

5y  Caspar  W.  Weinberger,  chairman 


STATE  OF  THE  UNION:  ENERGY 


DF  THE  MANY  ECONOMIC  INITIATIVES  PRESIDENT  BUSH 
;mphasized  in  his  first  State  of  the  Union  address,  none  is  more 
mportant  than  energy.  Without  a  completely  reliable  and 
ncreased  supply  of  affordable  energy,  the  U.S.  will  not  experi- 
ence the  economic  growth  or  be  able  to  attract  the  capital,  for- 
eign and  domestic,  required  to  raise  production  to  the  level 
leeded  to  achieve  the  President's  goal  of  creating  more  jobs. 

Last  May  President  Bush  submitted  a  sweeping  and  excep- 
tionally inclusive  set  of  energy  proposals  to  Congress.  Sadly, 
hese  105  recommendations  supporting  our  national  goals  of 
ncreased  total  supply,  improved  distrib- 
ation  infrastructure,  conservation  and 
mproved  environmental  and  security 
ibiectives  seemed  to  arouse  only  the 
ntcrest  of  specialists  in  the  field  and  very 
ittle  of  the  public's.  What  did  catch  peo- 
ple's attention  were  the  President's  rec- 
)mmendations  to  start  drilling  in  the 
\rctic  National  Wildlife  Refuge  (ANWR) 
md  to  expand  nuclear  power. 

The  idea  of  drilling  in  the  ANWR 
drew  the  ire  of  environmental  groups, 

tvhich  are  accustomed  to  getting  their   State  of  the  Union  address:  The  Bush  Doctrine 

*vay  through  the  noise  and  strength  of  'sborn. 
their  opposition  to  any  development  project.  We  must  decide 
vvhether  we  should  assign  a  higher  priority  to  preserving — 
intact — a  little-used,  rarely  visited  sanctuary  or  whether  we 
should  utilize  all  of  our  resources  to  produce  the  additional 
energy  we  need  to  become  less  dependent  on  foreign  oil. 

Drilling  in  the  ANWR  need  not  destroy  the  local  ecology  if 
the  exploration  is  done  with  a  proper  respect  for  preserving  as 
much  of  the  environment  as  possible.  New  methods  and  tech- 
nologies, such  as  horizontal  drilling,  as  well  as  offset  drilling  and 
requirements  for  thorough  postdrilling  cleanup  and  restoration, 
:an  minimize  any  damage.  Like  it  or  not,  oil  is  the  lifeblood  of  our 
quest  lor  new  jobs  and  a  continually  improving  economic  base. 

The  House  of  Representatives  prompdy  gave  its  legislative 


sanction  to  many  of  the  President's  recommendations.  Several 
House  committees  agreed  to  give  tax  credits  to  manufacturers 
that  provide  energy-efficient  appliances,  to  fuel  cell  power  plants, 
for  fuel  cell  motor  vehicle  purchases  and  for  energy-efficient 
home  improvements.  It  also  authorized  funds  for  inventorying, 
developing  and  increasing  types  of  renewable  energy,  such  as 
solar,  wind,  geothermal,  hydroelectric  and  others. 

The  President's  plan  promotes  the  use  of  vehicles  powered  by 
alternative  fuels.  It  calls  for  nuclear  energy  research  and  includes 
several  measures  designed  to  encourage  more  nuclear  power 
plant  construction.  Indeed,  the  new  policy 
aims  at  licensing  1,300  new  and  vitally 
needed  power  stations  over  the  next  20 
years,  as  well  as  streamlining  the  licensing 
procedure  for  nuclear  plants.  When  I  was 
with  Bechtel  Corp.  years  ago,  the  company 
was  able  to  build  a  fully  operating  nuclear 
power  plant  in  about  7  years — in  Spain. 
In  the  U.S.  the  same  plant  required  14 
years — the  additional  time  being  spent  on 
dealing  with  the  licensing  and  permit 
apparatus,  and  its  inherent  delays.  The 
process  of  securing  an  approved  environ- 
mental impact  statement  is  endless,  and 
once  approval  is  secured,  usually  nothing  is  done  with  the  state- 
ment. Few  companies  can  afford  to  keep  the  required  capital  at 
risk  for  so  long — especially  when  there's  no  certainty  that  a 
license  will  be  issued.  Consequently,  it  has  become  virtually 
impossible  to  build  a  new  nuclear  plant  in  the  U.S. 

There  are  many  other  proposals  in  the  Administration's  plan, 
all  designed  to  deal  with  what  the  White  House  calls  our  "most 
serious  energy  shortage  since  the  oil  embargoes  of  the  1970s." 

Senate  consideration  of  these  vital  matters  has  slowed  to  a 
near  standstill.  The  Senate  leadership  will  have  to  decide 
whether  it  prefers  to  play  Senator  Tom  Daschle's  (D-S.D.) 
game  of  delays  and  partisan  tactics  or  prefers  to  take  positive 
action  for  more  energy  and  more  jobs. 


STATE  OF  THE  UNION  II:  THE  BUSH  DOCTRINE 


FHE  STATE  OF  THE  UNION  MESSAGE  WAS  ALSO  NOTABLE  FOR 
President  Bush's  plain  speaking — what  some  are  calling  an 
'extension"  of  his  basic  policy.  The  President  said  it  best:  "Some 
governments  will  be  timid  in  the  face  of  terror.  And,  make  no 
nistake  about  it:  If  they  do  not  act,  America  will."  He  then  pro- 
;eeded  to  name  North  Korea,  Iraq  and  Iran  as  "an  axis  of  evil." 
When  the  President  said  "America  will  do  what  is  necessary  to 


ensure  our  nation's  security,"  he  clearly  cut  the  ground  from 
beneath  those  who  continue  to  hope  for  negotiations  and  agree- 
ments with  those  enemies  whom  no  one  can  or  should  trust. 

It  was  a  historic  action  heralding  the  Bush  Doctrine  of  pos- 
sible preemptive  strikes,  reminiscent  of  President  Reagan's  clas- 
sification of  the  Soviet  Union  as  an  evil  empire — the  first  step  in 
what  ultimately  led  lo  our  winning  the  Cold  War.  F 
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When  it  comes  to  selling  that  big  idea,  depen| 
something  small  to  do  it.  Presenting  Notevisioi 
ever-advancing  line  of  compact  projectors  from 
With  features  like  wireless  remote  mouse  con' 
superior  image  quality,  and  lightweight  portaoil 
(3-10  lbs),  you  can  walk  into  any  room  and  pres 
with  confidence.  Because  once  you  plug  it  in,  1 
nothing  left  to  do,  but  focus  on  your  presentati: 
Relying  on  any  other  projector  is  just  risky  busii 


SHARR 


3IGITAL  RULES 

$y  Rich  Karlgaard,  publisher 


ENRON  END  NOTES 


VE  TAKE  NO  JOY  IN  WATCHING  PAUL  KRUGMAN  SINK  WITH  THE 
!nron  scandal  and  blow  his  Nobel  chances.  (Okay,  we  do.)  The 
'rinceton  economics  professor,  as  it  turns  out,  pocketed  a 
50,000  "advisory"  fee  from  the  oil  trader  in  1999.  Then  he  wrote 
puff  piece  in  Fortune,  the  fashion  magazine,  only  weeks  later, 
[^rugman  now  blames  George  W.  Bush  and  Dick  Cheney  for 
[ragging  him  into  this.  Twice  a  week  he  stomps  his  feet  at  the 
;ods  of  injustice  from  the  op-ed  pages  of  the  New  York  Times. 

One  feels  for  Krugman.  Three  years  ago  he  told  a  London 
nterviewer  he  envied  the  life  of  John  Maynard  Keynes.  Awful 
imes — wars,  plagues  and  depressions — spur  nervous  world 
eaders  to  reach  out  for  wise  men  like 
eynes.  The  worse  the  economy  got  in  the 
930s,  the  more  Keynes  bestrode  Parliament 
ike  a  colossus.  How  satisfying!  Booms,  on 
he  other  hand,  are  bad.  Booms  hoist 
rubby  entrepreneurs  and  the  rentier  class 
bove  Ivy  League  profs  in  the  political  peck- 
ng  order.  Such  inversions  cannot  stand. 

You  can  understand  how  badly  Krug- 
nan  has  pined  for  economic  meteors  to 
trike.  For  most  of  his  career  he  has  cooled 
lis  heels  in  the  Ivies.  Picture  a  tightly  wound 
hap  raging  somewhere  on  the  other  side  of 
he  Hudson.  He  is  forced  to  watch  one  capitalistic  grand  slam 
ifter  another  and  suffer  the  fallout:  enjoying  brief  Davos  fame, 
)nly  to  be  left  off  the  A-list  parties;  eating  Michael  Porter's 
':rumbs  on  the  lecture  circuit;  and  getting  elbowed  aside  by  soft- 
vare  billionaires  in  the  line  to  meet  the  President.  This  is  how 
'aul  Krugman  spent  the  1990s,  bitterly  enduring  and  waiting  for 
apitalism's  crack  and  his  Keynesian  hour.  Waiting?  Our  Little 
^ord  Keynes  was  rooting  for  it!  Who  could  read  Krugman's  The 
Return  of  Depression  Economics  (1999)  or  The  Age  of  Diminished 
expectations  (1990)  without  detecting  his  hopeful  tone? 

And  then  it  comes!  At  last,  the  hour  arrives!  A  bona  fide  syn- 
;hronous  global  recession — the  first  in  30  years!  Panic  in  the 
narkets.  Pandemonium  under  the  hot  Senate  lights.  Sweating 
noguls.  Suicides.  Bankruptcies.  False  dawns.  Currency  crises, 
'he  death  of  Davos  Man.  Calls  for  reregulation.  Weepy  wives  on 
he  Today  show.  Yes,  the  world  now  awaits  its  savior,  its  new 
•<eynes.  But  where  is  our  man?  Where  is  Paul  Krugman?  Tainted 
5y  Enron  lucre — a  measly  $50,000!  A  mere  pottage.  How  Shake- 
ipearian.  How  biblical.  How  rich! 

Frog  in  Hot  Water 

\  colleague  who  grew  up  in  Houston,  attended  Rice  and  cut  his 
■)usiness  chops  in  that  city  assures  me  that  Ken  Lay  is — or  was,  any- 


Economist,  columnist— and  former  Enron 
advisory  board  member— Paul  Krugman. 


way — ethical.  I  buy  that.  It  would  have  been  incredibly  difficult  for 
Lay  to  have  planned  Enron  as  a  fraud  and  built  it  to  the  level  he  did. 
Capitalism,  like  the  human  condition  itself,  isn't  perfect — but  cap- 
italism is  uncannily  good  at  rooting  out  frauds  and  quacks  early. 

So  what  happened  to  Enron  and  Lay?  It's  no  more  mysterious 
than  the  boiling  water  and  frog  story.  Enron  started  out  with  a 
brilliant  idea — trading  energy  futures.  Its  people  were  good  at  it ... 
and  honest  enough.  But  their  heads  grew  fat.  Pretty  soon  they  got 
the  wild  idea  of  leveraging  up  and  trading  futures  outside  their 
core  expertise.  Water.  Bandwidth.  They  lost  their  shirts.  So  they 
hired  fancy  counselors  who  set  up  side  funds  to  hide  all  those 
losses.  Well,  not  really  hide  them — because, 
in  their  own  minds,  any  investor  could,  if  he 
weren't  so  pathetically  lazy,  get  the  true 
story.  Hey,  grandma,  with  her  40 1  (k)  money, 
is  a  big  girl  (they  rationalized).  She  can  per- 
form her  own  due  dUigence. 

So  the  water  got  hotter.  But  Lay  and  his 
colleagues  never  felt  it. 

That's  what  scares  me  about  Enron.  I 
really  doubt  Lay  and  his  people  woke  up 
one  day  and  decided  to  cheat  America.  It's 
much  easier  to  believe — and  probably 
true — that  they  screwed  up,  as  an  addicted 
gambler  might.  They  lost  huge  amounts  of  money,  shoved  the 
losses  into  side  funds  and  got  reckless  trying  to  win  it  back.  The 
nature  of  Enron's  slips  do  not  absolve  those  in  charge.  They  still 
sinned.  And  they  must  pay.  But  the  addict-or-criminal  question 
matters  enormously  as  we  set  about,  through  laws  and  regula- 
tion, to  prevent  another  Enron. 

The  way  you  confront  an  addict  is  to  take  away  his  sup- 
port— all  the  beams  and  scaffolding  that  hide  his  lies.  The  way 
we  stop  future  Enrons  is  not  with  more  laws.  It  is  with /ewer 
laws.  Kick  away  the  scaffolding,  remove  the  curtains. 

Let's  get  real,  folks.  Tax  and  accounting  laws  are  written  as 
favors  to  one  group  or  another  and  are  manipulated  with 
impunity  in  practice.  For  that  reason  we  need  simpler  tax  and 
accounting  laws,  transparent  for  all  to  see.  That's  how  we  pre- 
vent the  next  Enron.  Surely  we  do  nothing  but  increase  the  odds 
of  there  being  another  Enron  each  time  we  add  complexity  to 
the  law.  Example:  Our  grossly  complex,  7-million-word  federal 
tax  code — and  the  accounting  absurdities  that  spring  from  it — 
invites  us  to  hire  $250-an-hour  advocates  who  are  tempted  to 
play  cute  games.  Why?  Because  they  can. 

Now  that's  a  scandal.  F 


□Forbes 


Visit  his  home  page  at  www.forbes.com/karlgaard. 
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By  cozying  up  to  the 
entertainment  industry, 
consumer  electronics 
giant  BEST  BUY  must 
be  doing  something 
right:  The  competition 
is  furious. 

BY  ELISA  WILLIAMS 

WITH  ITS  RAUNCHY  SONG 
lyrics  and  snapshots  of 
tattooed  groupies  showing 
off  their  bikinis,  the  Inter- 
net site  of  Redline  Enter- 
tainment looks  like  that  of  any  other  new 
record  or  video  label  desperately  jostling 
for  attention. 

But  unlike  most  other  struggling 
labels,  this  one  is  backed  by  some  very 
deep  pockets:  It's  a  wholly  owned  sub- 
sidiary of  Best  Buy,  the  $20  billion 
(expected  fiscal  2002  sales),  1,900-store 
consumer  electronics  and  appliance 
retailer  better  known  for  big-screen  TVs 
and  washing  machines. 

You  wouldn't  know  that  from  clicking 
around  the  site.  Other  than  a  terse  refer- 
ence to  Best  Buy  buried  in  the  legalese 
and  a  few  mentions  elsewhere  deep  in 
company  documents,  the  big  retailer  has 
gone  to  great  lengths  to  distance  itself 
from  Redline.  "I  really  can't  offer  you  any 
more  information  on  the  strategy,"  says  a 
Best  Buy  spokeswoman.  "We  haven't 


made  that  information  public." 

Best  Buy  has  good  reason  for  the  sub- 
terfuge. To  distance  itself  even  further  from 
its  now-smaller  competition,  the  company 
is  ratcheting  up  its  strategy  to  sell  more  soft- 
ware, content  and  services,  instead  of  just 
hard  goods.  While  sales  of  traditional  con- 
sumer electronics  and  of  home  office 
equipment  such  as  PCs  still  make  up  the 
bulk  of  sales  at  67%,  that's  a  decrease  from 
eight  years  ago,  when  these  hard  goods 
made  up  73%  of  sales.  Entertainment, 
which  includes  prerecorded  CDs,  D\T)s  and 
games,  has  increased  to  19%  of  sales  from 
12%  over  the  same  time. 


"Consumers  are  telling  us  they  wan 
to  depend  increasingly  on  one  guy,"  sa\' 
Best  Buy's  hard-driving  founder  and  chic 
executive  officer,  Richard  Schulze,  61  (ii 
case  anyone  forgets  the  point,  the  licens' 
plate  on  his  dark  green  BMW  read 
"DRWEN,"  the  same  name  he  gave  to  thi 
corporate  jet). 

But  the  change  isn't  without  contro 
versy.  Competitors  are  apoplectic  tha 
Best  Buy  is  using  its  muscle  as  thi 
nation's  largest  retailer  of  CDs  and  DVD 
to  gain  exclusive  deals  with  such  bis 
groups  as  U2  and  Limp  Bizkit.  That  ma; 
explain  why  Best  Buy  is  downplaying  it 
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mnection  to  Redline:  The  less 
jmpeting  chains  know  they're 
;lling  their  worst  competitor's 
i-house  acts,  the  better. 

This  past  holiday  season 
est  Buy  snared  a  two-week 
^elusive  to  sell  U2's  latest  DVD, 
levation  2001 — U2  Live  From 
oston  (at  $18).  As  a  sweetener, 
est  Buy  also  got  the  rights  to 
11  an  out-of-print  U2  greatest 
its  album.  In  return.  Best  Buy 
md    its    partners    spent  a 
ported  $10  million  promoting 
^2  on  bus  side  advertising  and 
1  newspaper  circulars,  and 
Ven  blasted  the  DVD  from  its 
i-store  display  televisions. 

"It  far  exceeded  our  expec- 
tions,"  says  Michael  Linton,  a 
snsumer  products  veteran  who  was 
ired  three  years  ago  to  promote  the  Best 
uy  brand.  Such  promotional  tie-ins 
elped  boost  gross  margins  by  two  points 
)  22.4%  for  the  first  nine  months  of  fis- 
il  2002.  "We're  thrilled,"  says  Steven 
erman,  head  of  sales  and  marketing  for 
ivendi  Universal's  Interscope  Geffen 
&M  Records,  U2's  label. 

But  not  everyone  is  celebrating.  "A 
irly  invidious  way  of  gaining  advan- 
ige,"  huffs  Glen  Ward,  president  and 
lief  executive  officer  of  North  American 
perations  for  the  Virgin  Entertainment 
roup  music  stores.  In  retaliation  for  the 
ight.  Virgin  temporarily  refused  to  carry 
iae  U2  DVD  or  promote  any  U2  album  in 
jts  stores  for  up  to  five  weeks. 

"This  is  something  that  made  every- 
ody  pretty  furious,"  says  Steve  R.  Wiley, 
o-owner  of  the  independent  Hoodlums 
Jew  &  Used  Music  in  Tempe,  Ariz.  To  fan 
le  fires,  Wiley  dashed  off  an  e-mail  letter 
)  500  record  labels  and  distributors  that 
ceased  U2  of  "one  of  the  biggest  corpo- 
ite  sellouts  of  all  time." 

Schulze  is  characteristically  defiant 
bout  Best  Buy's  role.  "If  you  are  literally 
quarter  of  the  business,  then  you're 
oing  to  be  involved  in  more  discussions 
bout  how  this  business  is  going  to  shift, 
/here  it's  going  and  who  is  going  to  do 
,"  he  says. 

Schulze  is  used  to  holding  his 
round.  Will  Street  is  penalizing  him  for 


his  acquisition  of  the  Musicland  chain, 
which  runs  Sam  Goody,  in  2000  for  $696 
million  (including  debt).  "That  core 
business  is  going  to  decline  over  time," 
says  Scot  Ciccarelli  of  Gerard  Klauer 
Mattison,  referring  to  the  competition 
the  prerecorded-music  business  contin- 
ues to  face  from  online  swapping.  It's 
partly  for  that  reason  that  Best  Buy  trades 
at  a  multiple  of  37  times  trailing  earn- 
ings, compared  with  a  multiple  of  42  for 
competitor  Circuit  City.  You  should  have 
bought  Best  Buy  five  years  ago,  though: 
It's  up  29-fold,  while  Circuit  City  has 
barely  budged. 

"As  soon  as  we  can  demonstrate  to 
Wall  Street  that  what  we're  doing  with 

Best  Seller 

Best  Buy's  combination  of  entertain- 
ment and  appliances  make  it  the  No.  I 
consumer  electronics  retailer. 
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Source:  FT  Interactive  Data  via  FactSet 
Research  Systems. 


these  companies  is  better  than 
what  they  were  able  to  do  in 
their  previous  life,  they'll  give 
us  credit  for  it,"  Schulze  says. 
Though  it  may  not  seem  obvi- 
ous now,  the  acquisitions  are  a 
way  to  hedge  against  the  time 
in  as  few  as  five  years  when 
Best  Buy  runs  out  of  room  for 
its  45,400-square-foot  super- 
stores in  the  U.S.  The  Sam 
Goody  chain  will  help  attract 
the  younger  and  typically 
female  customers  who  prefer 
shopping  in  malls,  while  the 
company's  2000  acquisition  of 
the  13-store  Magnolia  Hi-Fi 
chain  for  $88  million  will  snag 
high-end  electronics  aficiona- 
dos. In  the  meantime  he 
expanded  into  Canada  last  year  by  paying 
$377  million  for  the  83-store  Future 
Shop  chain. 

Cozying  up  with  Hollywood  is  just  an 
extension  of  the  same  hedging  strategy, 
another  way  to  get  customers  into  the 
stores  who  might  not  otherwise  visit.  For 
instance.  Best  Buy  was  trying  to  come  up 
with  a  way  to  attract  the  college  crowd  for 
back-to-school  items.  So  the  company's 
music  buyers  suggested  a  tie-in  with 
Moby  (a.k.a.  Richard  Melville  Hall),  a 
musician  whose  electronic  doodlings 
appeal  to  the  dorm  set.  In  return  for  pro- 
moting a  politically  correct  recycling 
campaign.  Best  Buy  got  to  use  Moby's 
image  in  its  effort  to  hawk  TVs,  DVD  play- 
ers, PlayStations  and  other  study-break 
time-wasters. 

Next  up:  a  deal  with  Metro-Goldwyn- 
Mayer  that  allows  Best  Buy  to  become  the 
biggest  retail  promoter  of  the  new  lames 
Bond  movie  when  it's  released  in  the 
fourth  quarter. 

Never  mind  the  critics,  says  Schulze, 
who  arrived  on  the  Forbes  400  in  1998  de- 
spite skipping  college.  "We  think  when  the 
dust  settles  in  a  year  or  so  from  now  and 
they  see  what  we  can  do  with  Musicland 
and  Future  Shop,  people  will  get  on 
board."  Then,  pausing  for  effect,  he  adds, 
"You  know  they  didn't  get  on  board  with 
GE  either.  It  took  almost  ten  years  before 
(iF,  got  credit.  We  think  we're  in  a  similar 
situation."  F 
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Two  Birds,  One  Stone 

Would  companies  inflate  their  earnings  if  the  punishment  were  a 
bigger  tax  bill?  Some  experts  say  it  is  high  time  to  find  out. 

BY  IRA  CARNAHAN  AND  JANET  NOVACK 


Till  l-.NKON  DIHACI  I'  kAISI-S  A 
novel  ick'.i:  M.ikf  puMic  com- 
panies icpoi  l  llic  siinic  profits 
lo  llio  Iiilcnial  liovcniR"  vSci  vicc 
as  they  do  to  sliaivliolilcis. 
I'liblic  Loinpaiiics  report  their  book 
earnings  lo  the  Securities  and  llxchange 
(A)mmission  using  (ienerally  Accepted  Ac- 
counting Principles  and  use  a  se()arate, 
ecjuaily  coiivohiled  set  of  rules  to  calculate 
taxable  income  lor  the  IKS.  In  recent  years 
accounting  experts  have  sludieti 
whether  more  closely  align- 
ing book  .uul  lax  accounting 
rules  could  curb  abusive  shel- 
ters. Now  they  ask  whether  that 
could  limit  book  accounting 
shenanigans,  loo. 

The  current  system 
gives  companies  "an 
incentive  lo  embellish  their 
book  earnings  and 
diminish  their  taxable 
earnings,"  says  University 
of  Virginia  law  professor 
( leorge  Yin.  "II  you  linked  the 
two,  they  couldn'l  have  il 
both  ways."  lohn  Buckley, 
Democratic  lax  counsel 
lor  the  I  louse  Ways  and 
Means  c;omniittee,  adds:  "If  you  had 
greater  book/lax  conformity,  i'uron 
probably  never  woultl  have  hap[H'ned." 

The  best-known  difference  between 
ihe  two  systems  is  in  their  treatment  of 
sto(.k  options;  they  reduce  taxable  income 
but  not  book  income — a  big  cause  of  the 
option  boom.  Ikit  companies  and  their 
a(.counlanls  have  gotten  ever  more  cre- 
ative about  exploiting  numerous  other 
differences.  1a en  when  the  stock  option 
elfecl  is  excKuled,  the  spread  between  the 
higher  income  companies  rep()rl  lo  the 
SI  (  and  the  number  they  report  to  ihe 
IKS  widened  dramatically  in  the  ls)90s,  a 
study  by  Gil  B.  N4an/on  Ir.  of  Bosti^i  Col- 
lege and  Mi  l  's  CSeorge  I'lesko  finds. 
Sonie  of  the  most  heavilv  marketed 


corporate  lax  shelters  produce  big  arlifi 
cial  losses  for  tax  purposes,  without 
affecting  book  income  at  all.  And  l!nron 
itself  was  a  pioneer  in  the  use  ol  Monthly 
Income  Preferreil  Shares,  or  Mli'S,  a  secu- 
rity that  counts  as  deductible  debt  for  tax 
purposes  but  is  deemed  prelerred  slock 
for  book  purposes. 

Consolidation  al.so  is  a  hot  area  for 
book/tax  arbitrage.  "Nirvana  is  to  con- 
solidate a  moneylosing  subsidiary  for  tax 
purposes  and  to  keep  it  off  the  bal- 
ance sheet  for  book  purposes," 
says  Lehman  Brothers  account- 
ing analyst  Robert  Willens. 
(heater  conformity  "would  also 
go  a  long  way  toward  doing  away 
with  deferred  tax 
accounting,  which  is 
a  total  black  box," 
he  says.  "I've  never 
met  a  stock  analyst 
who  has  any  idea 
what  il  is." 
Congress  last  lack- 
led  conformity  in  the  1986 
tax  reform  act.  One  provision 
imposed  a  complicated  alter- 
native minimum  tax  on  half 
the  dillerence  between  book 
income  and  lax  income,  il  lapsed  in 
1989.  But  a  smarter  provision  forced 
companies  that  used  accrual  accounting 
for  book  purposes  to  use  il  lor  lax  pur- 
poses also,  rather  than  using  cash 
accounting  lor  taxes.  I'hal  meant  they 
couldn't  accelerate  the  booking  of  rev- 
enue into  a  year  that  was  ending  without 
raising  that  year's  lax  bill,  too.  No  sur- 
prise: These  firms  started  booking  rev- 
enue less  aggressively,  a  study  found. 
University  of  North  C^arolina  accounting 
prt)fessor  Hdward  Maydew,  one  of  the 
study's  authors,  believes  that  greater 
book/tax  conft)rmil\  could  help.  "You 
would  have  fewer  cases  of  firms  inflating 
their  earnings  and  being  very  aggres- 
sive," he  predicts.  r 


Toxic  Stocks 

They  may  sound  like  long-ter 
investments,  but  equity  lines 
are  just  quick  hits  for  arbs. 

BY  LUISA  KROLL 

DIlSl'llRAI  H  TO  SCARH  Ui-"  C.ASI  I  1 1 
meet  debt  due  in  March  200, 
PacifiCare  Health  System 
recently  announced  a  $150  millio 
equity  line.  Good  news?  Not  to  Mer 
rill  Lynch,  whose  downgrade  cause 
a  20%  drop  in  the  share  price  ovc 
two  days.  (The  stock  has  sine 
rebounded.) 

The  sponsors  of  equity  lines  sa 
they're  offering  life  jackets  to  drowr 
ing  companies.  Tossing  chum  inl 
shark-infesled  waters  is  more  like  it.  C 
the  297  companies  that  have  receive 
them  in  the  last  two  years,  222  hav 
seen  their  stocks  fiUl  within  the  first  si 
months  by  an  average  of  61%,  accord 
ing  lo  PlacernentTracker.com. 

1  lere's  how  it  works.  An  invesU 
commits  lo  giving  a  company  a  cei 
tain  amount  of  cash  over  18  to  3 
months  in  exchange  for  newly  issue 
slock  at  a  discount  (typically  3%  i 
6%,  more  for  very  small  outfits).  Tli 
company  often  puts  out  a  press  w 
lease,  touting  the  new  access  to  casi 
even  if  il  never  actually  touches  it.  I 
get  the  money,  the  company  i.ssues 
"draw  down"  notice  to  the  equity-liii 
investors.  Their  discount  is  off  what 
ever  the  current  stock  price  is — mean 
ing  they  can  turn  a  quick  profit  by  sell 
ing  the  stock  immediately,  befbr 
taking  possession  of  the  new  share; 
"It's  an  arbitrage  opportunity,"  sa\ 
Richard  Osgood,  chief  executive  of  Pa 
ciflc  (irowth  Hquities.  "You  get  tli 
spread  with  no  capital  risk." 
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MAKE  A  GREAT 

BUSINESS  DEXl 

BEFORE  YOU  EVER 
GET  TO  YOUR  MEE^TING. 


Save  up  to  50%  with  BizFlex." 

Simply  book  your  next  flight  10  to  14  days  in  advance  and  save  big  with 
BizFlex  fares.  Plus,  with  no  Saturday-night  stay  required,  you  get  to  be  home 
on  the  weekend.  With  BizFlex,  any  business  trip  can  be  a  successful  one. 


liilfl 


BIZFLEX  TERMS  AND  CONDITIONS:  Puri£{l':(»<LRf.qiiitvrric.at.t:  BizFlex  farct  r«qiiire  .1  roundtrip  purchase  in  Coach  Clnss.  A  10-  or  14-day  advance  purchase  ii  required.  Tickets  mutt  be  purchased 
within  24  hours  of  mahing  reicrvations  and  at  least  10  or  14  days  prior  to  departure,  depending  on  fare  purchased.  fiinJMoy.  .St^y;  BizFlex  fArcs  require  a  I  -nig^ht  mint;num  stay,  with  a  maximum  stay  of 
30  days.  AddUiQUALTftMiSi/ficw;  Segment  tsixes,  surcharge*  and  Passcngtr  Facitliy  CharKC*  apply.  BizFlex  fares  are  defined  as  ♦  lOBIZN  and  "  MBIZN  fares.  Oth«r_CQ0S(itlQl>t;  Tickets  are  nonrefundable. 
Seats  are  limited  and  may  not  be  available.  Bizf  lex  fares  are  subject  to  change.  Som«  travel  niAy  be  on  other  airlines.  Other  restrictions  may  apply.  .      <^2002  Northwest  Airlines,  Inc. 
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Deja  Vu 

Enron's  meltdown  look?  mighty  familiar  to  some  veterans  of 
the  Texas  S&L  crisis— right  down  to  the  possible  indictments. 


Investors  insist  they're  just  lenders 
of"  last  resort — and  backers  for  the  long 
haul.  That  would  be  more  credible  if 
groups  like  Acqua  Wellington,  the 
grandaddy  of  equity-line  firms  that  has 
since  spawned  a  dozen  others,  took 
positions  of  over  5%  in  their  clients. 
They  usually  don't.  Acqua  was  created 
by  former  HSBC  executives  who  ran  a 
financing  group  in  Toronto.  Since  2000 
Acqua  has  extended  lines  to  Egghead 
Software  (which  later  filed  for  bank- 
ruptcy) and  c:v  Therapeutics  (which 
lost  $67  million  on  revenues  of  $6.5 

After  PacifiCare  got 
an  equity  line,  its 
share  price  fell  20%, 
thanks  to  Merrill 
Lynch's  downgrade.  

million  in  the  last  four  quarters).  "We 
created  the  market  for  [equity  lines]," 
says  Isser  Elishis,  Acqua's  chief  invest- 
ment officer. 

Or,  along  with  their  brethren, 
nudged  equity-issuers  a  little  closer  to 
the  grave.  Acqua  makes  a  decent  return 
on  its  investments,  though  it  won't 
specify  just  how  much.  Nor  will  it  reveal 
its  backers.  However,  to  reach  its  swank 
Manhattan  headquarters,  you  take  a 
private  elevator  to  the  top  floor  of  the 
HSBC  building. 

Acqua  backed  off  the  business  for  a 
spell  last  March  when  the  Securities  & 
Exchange  Commission  issued  rules 
requiring  an  equity-line  issuer  to  be  or 
go  through  a  registered  broker-dealer. 
Acqua  now  uses  one. 

How  much  life  is  left  in  these  lines? 
After  DMC  Stratex  Networks  an- 
nounced a  $40  million  equity  line 
from  Cowan  Securities  in  luly,  John 
Nelson,  who  oversees  small-company 
stocks  for  the  State  of  Wisconsin 
Investment  Board,  told  DMC  to  drop 
it.  Says  he:  "In  our  opinion,  these  are 
toxic  securities."  W 


BY  DANIEL  FISHER 

m     m  OU  MUST  CONSTANTLY  BE  ON 
W  m         guard,  personally  and  in 
'^m     the  organization,"  muses 
m      Harvin  Moore  III.  "Because 
■i      if  you  do  cross  that  line, 
you're  going  to  pay  a  price  someday." 

Moore  should  know.  He  spent  two 
years  in  federal  prison  for  line-cross- 
ing— specifically,  bank  fraud — in  the 
late  1980s.  A  lawyer  from  a  socially 
prominent  Houston  family,  Moore  lost 
everything:  his  marriage,  his  million- 
dollar  mansion  in  Houston's  posh  River 
Oaks  neighborhood,  even  the  right  to 
carry  a  shotgun  on  a  hunting  trip  with 
his  son. 

Now  he  wonders  if  executives  at 
Enron  have  set  themselves  up  for  a  sim- 
ilar fate.  Just  as  the  energy  trader  cre- 
ated dubious  partnerships  to  "buy" 
assets  from  the  parent  company  at 
inflated  prices,  S&L  executives  like 
Moore  lent  money  to  confederates  who 
funneled  it  back  to  them  to  help  prop 
up  their  tottering  institutions. 

"I  can  see  it  unfolding  just  the  same 
way,"  says  Moore,  64.  "You've  got  Con- 
gress in  the  act,  the  public  is  upset, 
civil  lawsuits — there  will  be  criminal 
prosecutions." 

Moore  is  happy  to  talk  about  his 
own  transgressions,  hoping  that  others 
will  learn  from  them.  He  made  Sl.l 
million  in  loans  to  friends  who  used  the 
money  to  buy  assets  from  him.  Moore, 
in  turn,  deployed  the  funds  to  pay  down 
the  $8  million  loan  he  had  taken  out  to 
buy  the  S&L  MeritBanc. 

Moore  rationalized  the  scheme 
with  his  late  partner,  C.W.  (Buddy) 
Lander:  As  owners  of  the  thrift,  they 
had  no  reason  to  desire  its  destruction. 
The  money  was  going  from  one  feder- 
ally insured  institution  to  another. 
Besides,  everybody  else  in  Houston  was 
doing  the  same  thing.  "I  said,  T  don't 
like  doing  this,'  and  Buddy  said,  T  don't 
like  doing  it  either,'"  Moore  recalls. 


Do  as  I  say,  not  as  I  did:  Harvin  Moore  III 
did  time  for  bank  fraud  and  wants  others 
to  learn  from  his  mistal<es. 


"But  eventually  we  said,  'We're  goinj 
to  come  out  of  this  on  the  other  side 
and  as  long  as  we  don't  go  insolvent,  i 
won't  be  a  problem.'" 

But  the  thrift  failed  and  prosecutors 
fired  by  public  outrage  over  the  tax 
payer  cost  of  the  S&L  crisis,  picket 
through  its  records  and  discovered  the 
fraudulent  deal.  Facing  as  much  as  fiv« 
years  in  prison,  Moore  pleaded  guilty 
forcing  his  partner  to  follow  suit.  Botl 
men  spent  two  years  in  jail.  (Lander  wa: 
initially  angry  at  Moore,  but  the  twc 
reconciled  at  a  halftvay  house  after  thei 
release.) 

Now  the  owner  of  a  modest  rea 
estate  business,  Moore  has  a  part-timt 
job  lecturing  other  executives  how  tc 
distinguish  financial  engineering  fron 
outright  fraud.  He  thinks  he  shouk 
have  come  clean  with  the  feds  earlier 
"Integrity,"  he  muses,  "is  what  you  dc 
when  nobody's  looking."  F 
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/lass-produce  a  hybrid 
ystem  that  reduces 
mog-f ormtng  emissions 
>y  up  to  90% 


TOMORROW 


The  other  10% 


TOYOTA 


In  1997,  Toyota  was  the  first  car  company 
in  the  world  to  mass-produce  a  hybrid 
vehicle.  By  combining  gasoline  and  electric 
power,  the  Prius  reduces  smog-forming 
emissions"  cuts  gas  consumption  in  half, 
and,  in  short,  has  revolutionized  the  way 
cars  affect  our  environment. 

Even  so,  we're  not  resting  on  our  laurels. 
The  Toyota  Hybrid  System  is  being  further 
refined,  to  make  it  cleaner  and  more 
efficient.  And  we're  continuing  to  search 
for  even  greener  forms  of  transportation. 

Our  hydrogen-powered  fuel  cell  hybrid 
SUV  is  now  being  road-tested.  Its  only 
emission  is  pure  water.  Beyond  that,  who 
knows.  But  no  matter  what  alternatives 
are  discovered  in  the  future,  they  won't 
be  found  overnight.  They'll  be  the  result 
of  90%  perspiration.  And  10%  inspiration. 

www.toyota.com/tomorrow 


on  measurements  of  hydrocarbons  and  oxides  of  nitrogen.  Compared  to  the  average  car.  ©2002 
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The  Osama 
Shortfall 

Airing  bin  Laden's  rants 
gave  Al  Jazeera  instant 
fame— at  a  price. 

BY  KATARZYNA  MORENO 


EVER  SINCE  AL  JAZEERA  AIRED  OSAMA  BIN 
Laden's  grainy  monologues  after  the 
World  Trade  Center  attacks,  the  tiny 
Arab  satellite-TV  network  seemed  to  take 
on  the  stature  of  CNN.  But  for  all  the  attention, 
broadcasting  bin  Laden's  ramblings  will  likely 
cost  the  channel  $4  million  in  lost  advertising — 
maybe  a  quarter  of  its  annual  revenues.  The 
Saudi  government  didn't  like  the  pro-Osama 
war  coverage,  say  sources  close  to  the  network, 
and  pressured  Saudi-based  companies  and 
other  multinationals — Ford  and  PepsiCo 
among  them — to  boycott  it.  Says  Al  Jazeera's 
marketing  director,  Ali  Kamal:  "In  the  Arab 
world  advertisers  are  more  concerned  with  pol- 
itics than  ratings." 

Al  Jazeera  (Arabic  for  "the  peninsula")  was 
born  in  controversy.  It  was  launched  in  1996  by 


Sheikh  Hamad  bin  Khalifa  al  Thani  of  Qata 
That  same  year  a  BBC  venture  in  Saudi  Arab 
collapsed  after  the  Kingdom  refused  to  give  ed 
torial  independence  to  the  British.  As  a  resu 
many  BBC  journalists  defected  to  Al  Jazeera. 

The  recent  advertising  shortfall  may  lore 
the  sheikh  to  dig  deeper  into  his  pocket 
beyond  the  $30  million  he  shells  out  each  yea 
The  satellite  network  (with  some  30  millio 
viewers  worldwide,  including  150,000  in  th 
U.S.)  hopes  to  make  up  the  loss  by  getting  moi 
business  from  those  multinationals  that  staye 
on,  including  GM  and  Kraft.  The  company  als 
is  negotiating  with  global  cable  operators  t 
charge  subscription  fees. 

Perhaps  the  quickest  way  to  recover  the  lo: 
revenue  would  be  to  go  after  the  $25  millio 
bounty  on  Osama's  head.  I 


The  Final  Act 

Idealab  founder  Bill  Gross  has  been  made 
the  poster  child  of  the  Internet  bubble. 
But  is  he  headed  for  more  trouble? 

BY  SETH  LUBOVE 

IF  ANYONE  PERSONIFIED  THE  IRRATIONAL  EXUBER- 
ance  of  the  Internet,  it  was  Bill  Gross.  His  Ide- 
alab incubator  was  the  most  celebrated  of  the 
Internet-bubble  assembly  lines,  minting  compa- 
nies that  included  Etoys,  NetZero  and  GoTo.com. 
Steven  Spielberg  was  a  big  fan. 

Gross'  reputation  hit  bottom  on  Jan.  18, 
when  such  otherwise  sawy  investors  as  T.  Rowe 
Price,  Dell  Computer  and  Hollywood  super- 
agent  Jeffrey  Berg  sued  in  Los  Angeles  Superior 
Court  to  liquidate  and  distribute  the  $500  mil- 
lion that  Idealab  has  left.  Internet  genius? 
Ciross,  as  portrayed  in  the  lawsuit,  is  a  self-  ^ 
dealing,  high-living,  management  failure 
who's  keeping  the  business  alive  for  the  pur 
pose  of  staving  off  personal  bankruptcy.  i^. 

Yet  in  the  brief  tlurry  of  attention  paid  to 
the  suit,  there  was  no  mention  of  what  is  per- 
haps the  most  serious  allegation:  that  Gross 
hoodwinked  the  Securities  &  Exchange  Commis- 
sion into  continuing  Idealab's  exemption  from 
the  Investment  Company  Act  of  1940,  the  tough 
regulation  that  governs  mutual  funds.  That 
could  be  a  criminal  violation.  The  law  says  that  a 
company  investing  more  tlwn  40%  of  its  assets 
(excluding  government  bonds''  in  securities  of 
noncontrolled  companie.'^  nmst  register  as  an 


investment  company  and  comply  with  onerous  disclo- 
sure and  financing  requirements.  For  Gross,  the  effects 
could  be  catastrophic.  Not  only  would  he  be  prohib- 
ited from  sticking  his  nose  into  the  affairs  of  all  the 
hatchlings  in  his  nest  or  serving  on  their  boards,  he'd 
most  likely  have  to  liquidate:  None  of  his  investors 
gave  him  money  thinking  Idealab  was  a  mutual  fund. 
The  investors  claim  that  the  tech  wreck  has  left 
69%  of  the  incubator's  remaining  $500  million  in 
assets  (excluding  cash  and  equivalents)  in  "invest- 
ment securities."  In  contrast,  Idealab  claimed  in  its 
2000  exemption  application  that  companies 
under  its  control  represented  75%  of  assets  and 
"in  the  future"  it  would  keep  at  least  60%  of 
assets  in  controlled  companies.  They  argue 
that  it  couldn't  be  a  coincidence  Gross  chose  as 
his  valuation  date  Mar.  1 ,  2000,  just  before  Nas- 
daq began  a  slide  that  took  down  valuations  of 
controlled  companies. 

"My  clients  invested  in  an  incubator  that  was 
intended  to  become  a  publicly  traded  company 
engaging  in  venture  capital  activity,"  says  Louis 
Skip)  Miller,  the  lawyer  representing  the  so- 
called  Series  D  investors  who  collectively  gave 
Gross  $1  billion  two  years  ago.  "That  never 
occurred.  What  we  have  now  is  a  mutual  fund." 
The  suit  was  filed  after  the  investors  rejected  Gross' 
offer  to  buy  them  out  at  10  Cents  on  the  dollar. 
Baloney,  says  Michael  Hennigan  of  Henni- 
gan,  Bennett  &  Dorman,  Idealab's  attorney. 
"The  1940  Act  allegations,  as  with  the  self- 
dealing  allegations  and  the  plaintiffs'  public 
relations  campaign,  are  an  attempt  to  divert 
attention  ft-om  the  fact  that  these  investors  have 
no  legal  basis  to  challenge  the  investment  they 
negotiated  two  years  ago,"  he  says.  F 


Gross 
Product 


Centra  Software 

Emachines 

Etoys 

GoTo.com 

NetZero 

Ticketmaster  Onlir 
Tickets.com 

PRTVATECOMPAN 

CarsDirect.com 

Cooking.com 

DotTV 

EntryPoint 

Eve.com 

Elease 

Evoice 

FirstLook.com 

FreeMusic 

HomePage.com 

lce.com 

lexchange.com 

lnfranets.com 

Jackpot.com 

Jobs.com 

MyHome.com 

OpenSales.com 

PayMyBills.com 

PeopleLink 

Petsmart.com 

Samedaycom 

Scan.com 

Scout 

ShopMarket 
Swap.com 
Utility.com 
WeddlngChannel.c 
Z.com 


tiAU  5  ULitNT  CALLED  hi5  ui-i-ibt 
IhEN  he  was  out.  CHAD'S  CLIENT 
k\LLED  HIS  CELL  WHEN  HE  WAS  IN. 
NAD'S  CLIENT  CAN'T  ^^^ND  PHONE  TAG. 
IHAD  REALLY  NEEDS  THE  SPRINT  PCS 
lEAR  WIRELESS  WORKPLACE! 


an  give  your  employees  a  single  number  for  their  office  line  and 
eless  phone,  so  calls  are  instantly  forwarded  to  wherever  they  are. 

an  also  let  them  check  all  their  messages  by  calling  a 

9le  voicemail  box.  And  it'll  do  a  lot  more  to  help  them  stay  in  touch. 

one  part  of  the  Clear  Wireless  Workplace  called  the 

int  PCS  Integrated  Officef  Get  the  whole  story  at  sprintpcs.com 


^Sprint 


Sprint  PCS 
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Dissed  Incentives 


mmm. 


JUDGING  FROM  THE  LATEST  SALES  FIGURFS,  IT  SEEMS  THE  BIG 
Three  can't  even  pay  people  to  buy  their  cars.  The  combined 
market  share  of  General  Motors,  Ford  and  Chrysler  fell  to  an  all- 
time  low  in  January,  60.7%,  even  as  incentives  rose  26%  year- 
over-year,  to  more  than  $2,000  per  car  Last  month  Chrysler 
even  had  to  offer  $1,000  rebates  on  its  once-hot-selling  PT 


Cruiser.  European  carmakers  spent  $1,200  per  car  in  Janu-  ! 
ary  while  Asian  makers  spent  just  $850. 

The  worrisome  message  for  the  Big  Three  is  that  even 
cash  in  your  pocket  can't  beat  the  allure  of  foreign  brands. 
Domestic  carmakers,  hoping  for  a  turnaround  this  year,  may 
be  on  a  slippery  slope.  —Jonathan  Fahey 

Incentives  are  rising,  yet  Big  Three  market  share  is  falling.  { 

$2,081 


Incentives 

$1,773 


$1,350 


Market  share 


$1,655 


1/99  1/00  1/01  1/02 
Source:  Autodata. 
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What's  /?ea//y  Wrong  with  40l(k)s 

The  Enron  backlash  has  pols  rushing  to  make  retirement 
portfolios  less  risky.  Bigger  problem:  They're  not  risky  enough. 


BY  SCOTT  WOOLLEY 

ENRON-OBSESSED  POLITICIANS  ARE 
tripping  over  one  another  to  find 
ways  to  make  40 1  (k)s  less  danger- 
ous. Senators  Barbara  Boxer 
(D-Calif.)  and  Jon  Corzine 
(D-N.J.)  want  to  cap  the  percentage  of  em- 
ployer stock  that  can  go  into  a  401  (k).  The 
Bush  Administration  opposes  that  tack, 
preferring  to  simply  grant  investors  the 
right  to  trade  out  of  company  stock.  But  all 
agree  that  the  pressing  problem  is  making 
401  (k)s  safer. 

Just  one  minor  detail  the  politicians 
are  overlooking:  The  most  pervasive 
problem  with  401(k)  accounts  is  not  too 
much  risk,  but  too  little. 

Forty-two  million  Americans  now 
have  401  (k)s,  and  much  of  the  recent 
growth  has  come  courtesy  of  employers 
automatically  enrolling  their  workers  in 
the  plans.  Hew  new-  employees  bother  to 
opt  out  of  401(k)s;  auto-enrollment  typi- 
cally boosts  participation  rates  from  45% 
to  85%,  according  to  Hewitt  Associates,  a 
benefits  consultancy.  The  auto-enrolled 


tend  to  be  passive  types,  leaving 
their  money  in  the  default 
selections.  And  usually 
that  default  investment 
is  a  money  market 
account  or  low-risk 
bond  fund. 

Such  ultraconserva 
tive  choices  have  beaten  stock 
recently,  but  o\'er  the  long  pull  of  a  working 
career  are  likely  to  fall  seriously  behind. 
"The  danger  is  people  are  so  conservative 
when  they're  saving  that  they  won't  have 
enough  money  when  they  retire,"  says 
Thomas  Greeves,  a  financial  planner  and 
president  of  Windsor  Asset  Management. 

A  new  study  by  a  quartet  of  professors 
from  Harvard,  Wharton  and  the  Univer- 
sity of  Chicago  found  that  the  benefits  of 
being  automatically  enrolled  in  a  401  (k) 
are  likely  to  be  completely  offset  by  stay- 
ing with  overly  conservative  investment 
choices.  Also  contributing  to  the  prob- 
lem: Most  automatic  enrollment  plans 
only  deduct  2%  or  3%  from  workers' 


paychecks,  far  below  the  legal  cap  c 
$11,000  a  year,  so  the  plans  aren't  eve 
giving  much  of  a  tax  break. 

Most  employers  shy  away  from  inves 
ment  counseling,  not  wanting  to  be  liab 
for  their  employees'  decisions  if  the  ma 
ket  heads  south.  And  there's  anotlier  re. 
son.  The  tax  code  demands  that  r^ 
tiremcnt  plans  not 
top-heavy,  meaning  pa 
ticipation  by  high 
paid  executives  can't  1 
hugely  greater  than  pa 
ticipation  by  the  ran 
and  file.  So  there  is  plen 
of  incentive  for  executives  to  ke(. 
workers  in  the  plans  by  steering  them  out  i 
stocks  that  might  dip  and  scare  them  awa 
Only  a  few  companies  have  move 
toward  default  asset  allocations  that  mal 
long-term  sense.  Minneapolis-base 
UnitedHealth  Group  shifted  its  defau 
investment  choice  from  a  money  marki 
fund  to  a  mutual  fund  specifical 
designed  for  retirement  accounts.  Safeli 
Glass  of  Columbus,  Ohio  enrolls  emplo; 
ees  in  a  401  (k)  managed  by  an  outsic 
adviser  who  personalizes  each  portfolio 
A  dopey  choice  to  be  in  money  funt 
for  35  years  will  never,  ever  attract  Enror 
size  headlines.  But  it  is  more  likely  to  rui 
your  retirement.  I 
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improvement. 


16  remarkable  innovation  of  Canon  imageRUNNER.  The  unrivaled  heritage  of  Canon  color.  Both  are  available 
I  one  brilliant  solution.  The  amazing  Color  imageRUNNER  C2050.  A  fully-connected,  network-compatible, 
1  page-per-minute*  wonder.  It  expands  your  color  capabilities,  so  you  can  create  professional-quality, 
nished  documents  —  in  full  color  or  black-and-white  —  right  from  the  desktop.  At  Canon,  we're  giving  people 
le  know-how  to  bring  office  documents  to  a  colorful  new  level. 


eck  with  your  local  Canon  authorized  dealer  for  more  informalion  on  network  compatibility, 
ter-si^ed. 
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Still  cheered  by  one  fan  club: 
Jeffrey  K.Skillin&  v. 


After  All.  th 


Do  Shredders  Work  on  Web? 

Among  the  few  remaining  sources  of  public  praise  for  fallen 
Enron  Corp.  are  Web  pages  of  renowned  consultancy  McKinsey 
&  Co.,  previous  home  of  ex-Enron  boss  Jeffrey  K.  Skilling.  Con- 
sider this:  "Enron  has  buih  a  reputation  as  one  of  the  world's 
most  innovative  companies.. . .  Enron  no  longer  produces  oil  and 
gas  in  the  United  States,  no  longer  owns  an  electric  utility  and  has 
never  held  a  large  investment  in  telecom  networks.  Yet  it  is  a  lead- 
ing value  creator  in  each  of  these  industries."  McKinsey,  which 
won't  reveal  total  payments  from  Enron,  a  client,  says  no  Enron 
papers  have  been  shredded.        — Dyan  Machan  and  W.P.B. 

Just  Like  Enron's  Accounting 

In  November  that  other  business  fortnightly  drew 
giggles  for  a  foldout  photo  cover  of  1 1  of  the 
"smartest  people  we  know"  that  just  happened  to 
include  the  boss,  AOL  Time  Warner  head  Gerald 
Levin.  That  he  quickly  retired  added  to  the  mirth. 
But  why  such  an  odd  number  of  Big  Brains?  The 
original  crew,  shot  in  August,  included  a  12th 
genius — Enron  honcho  Kenneth  Lay,  next  to 
Netscape  founder  Marc  Andreessen.  But  after 
scandal  hit  Lay,  he  was  airbrushed  out  because 
"we  didn't  consider  him  one  of  the  smartest  peo- 
ple we  knew,"  a  flack  says.  A  notation  inside  the 
mag  said  only  that  the  cover  image  was  "digitally 
manipulated."  — Elizabeth  Corcoran 

Try  Telling  This  to  the  Taxman 

A  new  federal  government  audit  says  that  Inter- 
nal Revenue  Service  employees  manually  calcu- 
lating interest  on  back  taxes  get  it  wrong  27%  of 
the  time.  Think  that's  bad?  Then  consider  the  IRS' 


own  written  explanation  as  to  why  its  compu 
ers  aren't  always  used  to  perform  this  frequei 
assignment:  "Our  current  computer  systei 
does  not  have  the  capability  to  compile,  asse 
and  store  all  the  necessary  tax  law  rules  that  w 
allow  for  complete  and  accurate  systemic  inte 
est  calculations."  — Janet  Novat 

Record  Year  for  Whom? 

"Dispute  Resolution  Has  Record  Year,"  gushe 
the  recent  press  release  about  a  24%  increase  i 
arbitration  cases  filed  in  2001  with  the  Nation 
Association  of  Securities  Dealers,  the  brokeragi 
owned  self-regulatory  agency.  The  statement  al' 
said  that  arbitrators  awarded  investors  $97  mi 
lion  in  damages  from  errant  brokers.  But  pa 
government  studies  have  suggested  most  vi 
tors — forced  into  no-jury  arbitration  by  cor 
tract — can't  collect  on  their  awards.  So  we  asked  an  NASD  flack  e: 
actly  how  much  of  that  $97  million  was  handed  over.  Answe 
That  number  is  not  available.  — W.P.i 

Roe,  Roe,  Roe  Your  Boat 

In  another  of  those  amazing  Internet  transformations,  Russian 
Caviar.com  has  renamed  itself  E-Synergies,  saying  in  federal  fi 
ings  that  it  expects  to  become  the  "industry  leader"  in  onlir 
marketing.  Good  luck.  The  Newport  Beach,  Calif  firm,  whic 
listed  $2.5  million  in  sales,  defaulted  on  $2.3  million  of  deb 
shows  a  negative  cash  flow  from  operations,  faces  major  lawsui 
and  admits  lacking  "revenues  sufficient  to  cover  its  operatir 
costs  and  allow  it  to  continue  as  a  going  concern."  Surprise:  Ove 
the-counter  shares  are  off  98%  in  a  year.         — Tomas  Kelln 


Everyone  seems  to  focus  on  the  annual  compensation  package  of  a  public 
company's  chief  executive.  But  at  some  firms  the  chief  financial  officer  isn't 
exactly  an  early  candidate  for  the  poorhouse,  either.  —Ar)ne  P.  Mintz  and  W.P.B 


COMPANY 

CFO 

COMPENSATION 

Oracle 

Jeffrey  0.  Henley 

$86,534,211 

Cisco  Systems 

Larry  R.  Carter 

29,435,114 

Viacom 

Fredric  G.  Reynolds 

25,171,694 

Genentech 

Louis  J.  Lavigne  Jr. 

24,680,735 

Hewlett-Packard 

Robert  P.  Wayman 

20,739,854 

Apple  Computer 

Fred  D.  Anderson 

17,488,689 

LSI  Logic 

R.  Douglas  Norby 

15,670,868 

Verisign 

Dana  L.  Evan 

13,123,390 

Applied  Materials 

Joseph  R.  Bronson 

12,570,059 

Intel 

Andy  D.  Bryant 

11,764,083 

'Includes  salary,  bonus,  other  pay  and  value  realized  from  exercising  options. 
Sources:  Latest  proxy  statements. 
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$29.95 
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Warning: 

Your  online  broker  may  not 
want  you  to  see  this. 


Limit  or  Market 
EquityOrder 
Commissions 

( 1  -  5.000  Shares 
Traded  Online) 


Free  and  Unlimited 
Streaming 
Real-Time  Data 


$19.95 

Limit  and  Nasdaq 
Marl<et  orders 

$14.95 


Quotes,  Level  II, 
Watch  Lists, 
Charts^ 


I 


Free  and 
Unrestricted 
Direct  Access 
Trading  Platform 


Commitment 
on  Executing 
Marketable  Orders 


Tl  lere  s  no  hiding  the  truth.  Wlien  you  compare  Datek  to  the  competition,  you'll  see  wliut  stjls  us  apai  L  Uui 
innovative  routing  technology  streaming,  real-time  information  and  free  access  to  research  tools  give  experienced 
traders  the  advantage  in  today's  market.  Isn't  it  time  you  got  everything  you  need  to  trade  at  your  level  ? 


AMERITRADE 

•■FIDELITY 

$13.00 

Limit 

$8.00 

Market 

$30.00 

Limit 
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On  My  Mind 


Sympathy  Yes,  Money  No 

Does  the  government  have  an  obligation  to  give  to  families  of  terrorist  victims? 


CONGRESS  IS  GIVING  $4  BILLION  TO  THE  FAMILIES  OF  THE  SEPT  1 1 
victims.  Unlike  the  tens  of  billions  in  federal  rebuilding  assis- 
tance to  state  and  municipal  governments,  and  the  $1.25  billion 
anted  up  privately  by  Americans  in  an  outpouring  of  charity 
after  the  September  attacks,  and  the  hundreds  of  millions  more 
paid  by  airlines  and  other  employers  to  their  stricken  employees, 
the  Sept.  1 1  Victim  Compensation 
Fund  reroutes  your  and  my  tax 
dollars  to  individuals.  Yet  the  re- 
cipients themselves  seem  unhappy 
with  it — nearly  1,000  of  them 
crowded  into  a  New  York  armory 
in  lanuary  to  "demand"  more 
than  the  fund  provides.  What 
gives  here?  Yes,  we  feel  for  the  vic- 
tims and  survivors,  but  should  the 
federal  government  be  giving 
money  to  individuals? 

Historically,  federal  payments 
to  individuals  have  had  one  of 
two  rationales.  The  first  is  com- 
passion— think  of  food  stamps 
and  of  federal  disaster  relief.  But 
compassionate  relief  typically 
insures  for  calamities  not  covered 
by  private  insurance  because  of 
"market  failure";  the  postbomb- 
ing  bailouts  of  affected  industries 
purported  to  be  of  this  nature. 
That  rationale  doesn't  hold 
here — life  insurance  was  widely  available  to  the  Sept.  1 1  victims. 

Nor  is  this  a  war  on  poverty.  Surviving  families  will  get  $1 .65 
million  on  average  from  the  government  fund.  The  rich  get 
more  than  the  poor;  a  bond  trader's  family  could  be  eligible  for 
$4  million,  while  a  dishwasher's  survivors  might  get  $300,000.  If 
the  payment  is  a  compassionate  one,  isn't  each  lost  life  worth  an 
equal  amount  oftompassion?  Should  the  Coast  Guard  spend 
more  to  rescue  passengers  on  yachts  than  lost  fishermen?  Finally, 
if  the  terrorist  victims  deserve  massive  federal  charity,  what  of 
victims  of  the  Kenya  and  Tanzania  embassy  bombings?  Of  the 
1993  World  Trade  Center  bombing?  Of  the  Unabomber?  Have 
we  just  created  an  open-ended  federal  entitlement? 

A  second  rationale  for  federal  transfers  to  individuals  is  lia- 
bility. If  an  FBI  agent  wrongflilly  shoots  John  Doe,  Washington  is 
liable  (to  the  extent  that  it  has  made  itself  liable)  to  Doe's  sur- 
vivors. But  in  the  Sept.  1 1  attack,  the  government's  negligence  is 
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ARLINGTON,  \A. 


"The  compensation  ftmd  laudably  avoids  the 
tort  system  and  inevitable  bankruptcies,  but  it 
opens  aPandords  box  for  future  claims." 


ambiguous.  Were  the  border  guards  to  blame,  for  instance 
Nope,  a  majority  of  the  terrorists  were  here  legally.  Maybe  Con 
gress  felt  our  foreign  policy  was  to  blame;  it  arguably  weakenec 
our  ability  to  detect  and  repel  al  Qaeda.  But  our  foreign  polic 
hasn't  been  repudiated,  and  in  any  case  it  is  is  quite  a  leap  fron 
lifting  sovereign  immunity  in  cases  of  FBI  shootings  to  lifting  i 

in  cases  involving  foreign  policv 
Wrongheaded  political  choice 
justify  electoral  upsets,  not  tor 
liability. 

Besides,  if  the  program  is  in 
tended  to  be  based  on  tort  lav 
Congress  did  a  lot  of  contradic 
tory  mixing-and-matching.  It' 
tort  in  that  the  rich  do  get  mor' 
than  the  poor — a  brain  surgeoi 
will  get  more  than  a  trash  col 
lector  if  you  happen  to  run  hin 
over  negligently.  But  under  th' 
fund  rules,  decedents'  pensior 
and  insurance  proceeds  are  de 
ducted  from  federal  payments 
Because  of  this,  many  survivo 
families  will  get  nothing  for  th' 
simple  reason  that  their  bread 
winners  made  the  mistake  o 
carefully  planning  their  estates 
Our  rules  of  tort  law  reject  sucl 
deductions  on  the  sensible 
grounds  that  wrongdoers  shoulc 
not  benefit  from  their  victims'  foresight. 

In  fact  the  plan  is  perhaps  best  seen  as  a  messy  way  to  wrig 
gle  out  of  America's  tort  mess.  After  the  1993  WTC  bombing 
which  killed  a  much  smaller  group  of  people,  interminable  liti 
gation  targeted  the  blameless.  Today,  in  post-breast-implant 
postasbestos  America,  airlines,  developers  and  engineers  woulc 
all  have  sought  bankruptcy  protection  had  they  been  sued  fo 
Sept.  1 1  damages.  The  haVoc  wreaked  on  our  infrastructure  b; 
these  bankruptcy  filings  would  have  overjoyed  Osama.  So  Con 
gress  capped  airline  liability  and  offered  cash  to  those  who  forge 
courtroom  antics.  Payment  under  the  fund  is  immediate.  Vic 
tims,  it  is  hoped,  will  take  the  money  and  seek  closure. 

Avoiding  the  tort  chaos  is  a  laudable  aim.  But  Congress'  plai 
makes  no  sense  from  any  philosophical  perspective.  It  opens 
Pandora's  box  for  future  claims  for  calamities.  Politicized  case 
make  bad  law.  F 
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Fashion 


Ralph Lauren 

creating  a  luxury 
kamUutWall 
StrMseejns 
determined  to 
liMpJiisjiDinpany 
iaMih  the_M^^^^ 
apparelJbiisiness. 

BY  PHYLLIS  BERMAN 


FOR  THREE  DECADES  RALPH  LAUREN  RAN  HIS  OWN  SHOW,  PARLAYING  A 

$50,000  loan  and  a  knack  for  neckties  into  a  multibillion-dollar  fashion  empire.  As 
he  expanded  into  duds  for  men,  women  and  kids  and  moved  into  perfume,  luxury 
housewares  and  other  items  in  60  lines  spanning  thousands  of  products,  the 
Bronx-bred  designer  answered  to  no  one.  His  genius  was  to  sell  image,  not  prod- 
ucts, and  the  image  was  redolent  of  English  landed  gentry.  That  gave  him  and  his 
Polo  brand  a  certain  consistency  in  an  American  market  that  was  usually  a  slave  to 
trendiness  and  the  flavor  of  the  moment. 

Then  Lauren  took  on  a  not-so-silent  partner:  Wall  Street.  He  pocketed  almost 
half  a  billion  dollars  in  an  initial  public  offering,  plus  a  further  $230  million  for  his 
company,  selling  a  stake  in  Polo  Ralph  Lauren  Corp.  in  1997.  Suddenly  Lauren 
found  himself  answering  the  prying  questions  of  total  strangers,  institutional 
investors  and  fund  managers  and  analysts  who  all  wanted  to  know:  Are  you  really  as 
good  as  you  say  you  are?  It  was  one  thing  to  meet  with  a  private  banker  or  two  in  the 
old  days,  Lauren  says,  but  shareholders?  They  don't  know  you,  they  don't  trust  you. 

On  the  road  show,  Lauren  basked  in  praise  of  his  30-year  record.  Then  his 
stock  went  public  at  $26,  peaked  a  day  later  at  $32  and  then  began  a  long,  down- 
ward slide — and  still  hasn't  fiilly  recovered.  Lauren,  62,  still  rues  his  first  brush, 
soon  after  the  debut,  with  a  Wall  Street  analyst,  a  pup  who  demanded  to  know: 
"You've  been  around  30  years.  What  do  you  have  left?" 

It  has  been  a  rocky  romance  ever  since.  Despite  a  nice  run-up  since  November, 
the  stock  is  the  same  as  its  1997  offering  price.  This,  in  a  market  that  has  climbed 
25%  since  the  day  of  the  stock  offering.  And  for  a  company  whose  earnings  for  the 
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fiscal  year  ending  this  March 
should  be  almost  double  the  89 
cents  a  share  reported  five  years 
earlier. 

Lauren  is  perplexed.  "The 
stock  goes  up  and  we  ask,  'What 
did  we  do?'  It  goes  down  and  we 
ask  the  same  thing,"  he  says. 
Even  more  perplexing:  Wall 
Street  is  all  too  ready  to  accord  a 
luxury  premium  to  shares  in 
Gucci  and  LVMH.  Gucci  goes  for 
30  times  trailing  earnings.  Polo 
Ralph  Lauren  for  a  paltry  16,  half 
the  market  multiple.  It  seems 
that  Lauren  is  being  lumped  in 
with  apparel  stocks  like  Nautica 
Enterprises  and  Oxford  Indus- 
tries. What  does  it  take  to  get  a 
luxury  P/E?  Lauren's  $3,800 
cashmere  houndstooth  suit  for 
women,  the  $7,200  fox  throw, 
and  the  priceless  pale  pink  gown 
Gwyneth  Paltrow  wore  to  the 
Oscars  two  years  ago  don't 
count? 

Ah,  Wall  Street  myopia.  Lau- 
ren has  a  plan  to  frx  that.  The  de- 
signer brought  in  a  number  two, 
President  Roger  Farah,  49,  in  early 
2000  to  discipline  the  business  and 
sell  the  company's  story  as  hard  as  Lauren  sells  his  designs.  Farah 
says  20  analysts  now  follow  Polo — more  than  for  General  Elec- 
tric; he  meets  with  analysts  150  times  a  year,  but  they  don't  seem 
to  get  it.  "We're  still  dissatisfied  with  our  stock  price.  Wall  Street 
hasn't  yet  accorded  us  the  luxury  multiple  we  deserve." 

If  the  analysts  will  just  listen,  Lauren  and  Farah  have  a  story 
to  tell.  They  vow  that  Polo  can  throw  off  $1  billion  of  free  cash 
flow  (net,  plus  depreciation,  minus  capital  spending)  in  the  next 
three  to  five  years.  To  do  that  Lauren  is  about  to  wage  a  fashion 


foray  into  the  Gucci  gang's  home  turf:  Europe.  Polo  gets  onl; 
10%  of  its  $2.3  billion  revenue  in  this  fashion-obsessed  market 
where  the  typical  customer  spends  10%  of  disposable  incomi 
on  apparel,  twice  the  level  in  the  U.S.  He  wants  to  triple  hi 
European  business  to  $1  billion  in  five  years,  doubling  the  out 
lets  that  carry  Lauren  designs  and  expanding  from  four  wholl; 
owned  stores  to  dozens,  someday  maybe  hundreds. 

It  will  require  a  daunting  level  of  new  capital  spending,  nov 
at  $100  miUion  a  year.  And  Lauren  must  succeed  in  a  marke 
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Lauren  debuts  necktie 
one  inch  wider  than 
the  norm.  Forms  Polo  Inc. 
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menswear  collection. 
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I  vJ  s  j  Installs  the 
Polo  shop-within- 
a-shop  at 
Bloomingdale's, 
a  first  among 
designers.  First 
line  for  women, 
including  hacking 
jackets  and 
man-tailored  shirts. 


Introduces  me 
Polo  shirt  with 
player  logo  in : 
"delicious"  col' 
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can  be  snooty  (he  manufactures  in  Hong  Kong,  the  U.S.  and 
where,  but  some  European  consumers  insist  on  suits  made 
illy).  Not  to  mention  impenetrable:  Department  stores  are 
ce,  so  Lauren  must  dote  on  hundreds  of  individual,  balky 
tiques,  who  can't  be  thrilled  with  his  plans  to  add  stores  to 
ipete  with  them. 

To  clear  the  way,  Lauren  has  spent  $230  million  in  two  years 
uy  back  European  licensing  rights  to  his  brands.  In  January 
lut  his  European  rivals  on  notice  by  hosting  only  the  second 
I's  fashion  show  he  has  ever  held.  He  intentionally  picked  a 
:ca  of  the  menswear  industry,  Milan,  staging  a  lavish  affair  at 
newly  acquired  palazzo  that  is  one  of  his  new  European  flag- 
I  stores.  Prada,  Gucci  and  Armani  put  on  shows,  too,  but  it 
the  Ralph  Lauren  line  that  made  the  front  page  of  the  huer- 
onal  Herald  Tribune  the  next  day. 

'We  got  rave  reviews,"  Lauren  says,  relishing  the  moment. 
Europe,  American  designers  are  considered  marketers, 
ie  European  designers  are  considered  artists''  Which  is  he? 
1,  both. 

By  now  his  success  story  is  as  polished  as  the  rich,  burnished 
logany  that  overwhelms  his  Madison  Avenue  offices:  His  father 
Frank  Lifshitz,  a  housepainter  and  aspiring  artist.  When  Ralph 
16  he  and  his  two  brothers  changed  the  family  name  to  Lau- 
Ralph  was  one  of  four  children  (his  older  brother,  Jerome,  is 
utive  vice  president  of  men's  design  in  the  company).  Ralph 
t  into  the  rag  trade  at  age  1 6,  working  part  time  at  Alexan- 
5.  He  started  his  own  company  in  1967,  when  he  was  26. 
Lauren  started  out  designing  a  line  of  ties  that  were  up  to  four 
es  wide  when  the  norm  was  two  and  a  half  "I  used  to  deliver 
ties  myself  to  Bloomingdale's,  in  a  bomber  jacket  and  blue 
s,"  he  says.  Polo  still  accounts  for  10%  of  Bloomie's  revenues, 
meticulous  ways  became  a  legend,  as  Lauren  insisted  on  con- 
ing everything  from  his  carefully  orchestrated  ad  image  and 
r  schemes  right  down  to  the  brass  buttons  on  his  blazers, 
c  then,  one  company  made  ties,  another  shirts,  someone  else 
;.  "I  was  the  first  one  to  put  it  aO  together  in  a  collection." 
rhrough  the  1980s  Lauren  funded  his  expansion  with  an 
-rising  flow  of  licensing  revenue,  letting  other  companies 
:e  Polo  products  for  a  5%  to  7%  cut  of  gross  sales.  They  put 
he  capital  and  handled  manufacturing  and  sales,  while  Lau- 


1  used  to 
deliver  my  ties  to 
Bloomingdale's 
myseltiumy 
leather  bomber 
jackelaod 
hluejemsJ,' 


ren  retained  control  over 
design  and  distribution.  The 
fragrance  and  cosmetics  license 
all  by  itself  brought  in  more 
than  $12  million  a  year  in  fees. 
He  was  fabulously  wealthy 

But  in  the  early  1990s  Lau- 
ren looked  vulnerable.  Some  of 
his  biggest  customers,  U.S. 
chains  like  Macy's  and  Bloom- 
ingdale's, were  bound  for  bank- 
ruptcy protection.  His  advisers 
told  him  he  needed  a  cushion 
in  case  things  got  worse:  '"You  walk  on  a  tightrope,  gambling  on 
everything  you  do,'"  he  recalls  hearing.  So  Lauren  reluctantly 
agreed  to  sell  a  28%  interest  to  Goldman  Sachs  for  $128  mUlion 
in  1994;  it  was,  he  says,  "the  hardest  decision  of  my  life." 

One  thing  led  to  another,  and  three  years  later  Goldman  was 
helping  with  an  underwriting  that  put  29.5  million  shares  (11% 
of  the  voting  control)  in  public  hands.  At  first  everything  looked 
great.  "W^en  Ralph  went  public  he  was  on  top  of  the  world," 
says  Sandy  Weill,  a  Lauren  friend  and  the  chairman  of  Citigroup. 
"Then  he  ran  into  a  rough  patch." 

That  he  did.  In  November  1998  Lauren  surprised  investors 
with  an  earnings  shortfall.  He  had  touted  his  empire  as  a  stable 
brand  franchise,  not  just  another  fashion  business  vulnerable  to 
unpredictable  declines.  The  stock  fell  past  the  $15  mark  by  early 
2000,  while  the  stocks  of  luxury  houses  LVMH  and  Gucci 
zoomed  to  new  highs. 

Lauren  was  flummoxed.  "When  we  told  The  Street  that  we 
were  going  to  miss  our  profit  target  for  the  year,  it  was  the 
toughest  point  in  my  career,"  Lauren  says  now.  "Every  quarter 
your  report  card  comes  out.  There's  no  privacy,  there's  no  com- 
fort." Lauren,  says  Citigroup's  Weill,  "kept  asking  himself  how 
he  could  get  the  company  back  on  track,  both  for  employees  and 
for  shareholders." 

Soon  the  designer  caught  on.  "You  start  to  realize,  now  you 
have  to  play  another  game,  you  are  marketing  to  another  mar- 
ket— Wall  Street,"  Lauren  says.  He  sought  outside  help,  and  in 
early  2000  he  found  it,  bringing  in  Roger  Farah  as  his  second-in- 
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Wins  Coty 
fashion  awards  for  both 
menswear  and  women's 
wear,  the  first  "sweep" 
since  the  awards  began 
in  1943. 

Introduces 
western  look,  with 
fringed  cowboy  jackets, 
shearling  vests  and 
long  prairie  skirts. 
Launch  of  Polo 
fragrance. 


Starts  running  20-plus-page 
lifestyle  ads  using  amateur  models  in  real-life 
settings.  Photos  cement  Lauren's  image  as  a 
hale,  confident,  all-American  swell. 


Introduces 
Santa  Fe 
collection,  with 
blanket  jackets 
and  chunky 
silver  belt 
buckles. 
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Introduces  the 
Home  collection:  linens, 
furniture,  china  and  tabletops. 
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command  and  granting  him  remarkably  wide  latitude,  at  least  in 
the  financial  realm.  The  founder  would  focus  his  passion  for 
details  on  the  art  and  the  marketing. 

The  two  had  known  each  other  since  the  early  1970s,  when 
Lauren  was  peddling  his  first  line  of  menswear  to  Saks  Fifth 
Avenue  and  Farah  was  a  merchandise  manager  there.  Farah,  the 
New  York-bred  grandson  of  a  Lebanese  immigrant  who  ran  his 
own  garment  business  (women's  bathrobes),  had  graduated 
from  Wharton  in  1975,  starting  out  as  a  pajama  and  underwear 
buyer  at  Saks.  He  went  on  to  run  Rich's  department  stores,  then 
defected  to  Macy's  as  president  but  served  just  six  months  before 
Federated  Stores  descended  for  a  leveraged  buyout,  squeezing 
him  out  with  a  $14  million  severance.  That  is  when  Lauren  had 
first  tried  to  hire  him,  in  1994,  but  Farah  turned  him  down  to 
become  chief  executive  of  Woolworth. 

By  early  2000  Farah  was  done  restructuring  wobbly  Wool- 
worth's  (which  became  Venator  under  Farah  and  now  is  Foot- 
locker).  He  signed  on.  Yin  and  yang.  "Ralph  is  the  visionary  and 
Roger  is  the  operations-and-merchandising  guy,"  says  Marvin 
Traub,  the  former  Bloomingdale's  chairman.  Farah  immediately 
set  out  to  rationalize  Lauren's  operations.  Even  as  the  economic 
downturn  took  hold,  he  boosted  marketing  and  ad  spending 
20%  in  2000  and  10%  in  2001.  He  also  conducted  a  detailed 
review  of  operations,  overseen  by  a  team  of  bean  counters  he 
brought  in,  including  a  chief  financial  officer  from  apparel 
maker  Kellwood  and  a  specialist  in  logistics.  Soon  after,  he 
unceremoniously  axed  many  executive  perks. 

No  longer  did  executives  get  the  keys  to  a  fancy  car  on  their 
first  day  at  work.  Clothing  allowances  to  let  everyone  look  the 
part  remained  in  place,  but  grand  budgets  for  entertaining  and 
first-class  air  travel  disappeared.  Seventh  Avenue  perks  gave  way 
to  Wall  Street-style  options  and  performance  bonuses. 

Farah  also  brought  new  discipline  to  operations  and  purchas- 
ing. A  small  example:  For  years  Polo  adorned  office  walls  with 
large  photos  of  its  latest  lines,  framed  at  a  nearby  shop  at  an  annual 
cost  of  $  1  million.  Farah  put  the  job  up  for  bidding,  prodding  the 
shop  to  cut  its  price  in  half  to  keep  the  business.  A  bigger  example: 
A  Polo  distribution  center  in  Greensboro,  N.C.  received  daily  de- 
liveries of  products,  stocked  them  on  shelves  and  then  plucked 
out  items  for  shipment  to  retailers.  Typical  turnaround  time:  two 


"Ralph  was  on 

world  when 
hefirst  weat 
lie.  Then 
he  hit  a  rough 


1 0  D  _D f  t  h_e  weeks.  Farah  slashed  that  to  just  one 

^  day:  Product  in  at  morning,  out  by 

nightfall. 

Such  efforts  aim  at  slashing  days 
off  of  Polo's  "cash-to-cash  cycle," 
I  ■ .      ^1  how  long  it  takes  from  first  spending 

PUUiiOi  i  nen  cash  to  make  a  product  Uneall  the 
way  to  collecting  payment  on  the  or- 
ders delivered  to  stores.  The  cycle 

[J  d  I U  M . .  j^^^j        J  y  jgyj.     ,  4o/„  "Every 

day  you  save  in  that  cycle  saves  oper- 
««-m,,iht.-  gjjj^g  ^jj^  That's  rocket  fuel,"  Farah 

says.  It  funds  Polo's  foray  into  Europe. 

The  wholesale  side  of  the  business,  which  contributes  47% 
of  revenues,  didn't  need  much  repair.  Department  stores  are  ail- 
ing, but  this  arena  has  always  been  a  money  machine  for  Lau- 
ren— and,  indirecdy,  for  the  stores.  Lauren's  is  known  in  the 
industry  as  a  destination  brand.  Like  Estee  Lauder  and  Liz  Clai- 
borne, it  draws  customers  to  department  stores,  which  then  sell 
more  nonbranded  items.  How  do  you  make  a  destination 
brand?  By  being  persnickety.  Lauren's  agents  tell  the  department 
store  salesclerks  what  to  say,  even  how  to  dress.  In  a  high-vol- 
ume store  Lauren  may  even  pick  up  part  of  the  clerk's  salary. 

But  Polo's  own  chain  of  retail  oudets  has  had  its  problems. 
The  retail  division's  preinterest,  pretax  margin  of  5%  lags 
behind  that  of  retail  rivals  by  four  points.  Accustomed  to  closing 
stores  at  Woolworth,  Farah  shut  down  two  dozen  company- 
owned  shops  right  away.  He  cut  capital  expenditures,  too,  and 
reallocated  the  savings  to  increase  the  size  of  stores  in  Dallas  and 
Los  Angeles  and  open  a  new  one  in  Boston.  These  moves  should 
improve  operating  margins  on  the  retail  side  to  8%  to  10%  in  18 
months.  Lauren  now  operates  234  stores- — he  owns  39  of  41 
full-price  stores  and  95  discount  outlets  in  the  U.S. — which 
together  account  for  45%  of  total  revenue. 

Now  Lauren  and  Farah  are  focusing  on  the  rich  terrain  of 
Europe,  where  gross  margins  are  higher  than  in  Lauren's  U.S. 
business  because  the  product  mix  tilts  more  toward  luxe.  But  the 
job  ahead  will  be  especially  tough.  "Despite  the  strong  potential, 
selling  in  Europe  is  very  difficult,"  explains  David  Lamer,  a  for- 


'Sells  piece  of  company  to  Goldman 
Sachs  for  $128  million  to  finance  growth. 


I  Lauren  takes  Polo  public 
pocketing  $513  million. 


i  ■  Opens  flagship  store  in 

Manhattan  mansion.  Lauren  now 
competing  with  his  own  retailers, 
yet  sales  increase  for  all. 


'  Opens 

-ubby  restaurant 
in  Chicago  adjacent 
to  his  store  on 
Michigan  Avenue. 


.  Starts 
buying  back  European 
licenses  to  prepare  for 
global  push.  Launches 
Polc.com. 


2001 


Names  son 
David,  once  in  charge  of 
Polo.com,  to  oversee 
marketing,  advertising 
and  public  relations. 
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\re  you  ready  for  the  day  you 
lead  home  for  retirement?" 
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mer  merchandiser  at  Tommy  Hilfiger  who  recently  became  an 
analyst  at  Ferris,  Baker,  Watts,  a  Baltimore  money  manager.  "It  is 
a  very  fragmented  market  with  no  network  of  department 
stores.  Instead  there  are  small  boutiques,  which  stock  just  a  third 
as  much  as  a  boutique  within  a  U.S.  department  store.  That 
makes  distribution  tricky." 

For  that  reason  Lauren  expects  to  open  more  of  his  own  stores 
in  Europe  even  as  he  continues  to  supply  indie  boutiques.  "The  real 
answer  to  Europe  is  our  own  retail,"  he  declares. 

Searching  for  more  sources  of  the  growth  that  his  impatient 
partners  on  Wall  Street  demand,  Lauren  also  aims  to  beef  up  the 
percentage  of  revenues  derived  from  accessories,  which  ofl'er  a 
longer  shelf  life  and  better  profit  margins  than  apparel.  Acces- 
sories now  post  only  9%  of  Polo  retail  revenue  versus  30%  for 
many  competitors. 

What  don't  the  analysts  like?  Polo's  operating  margin  for 
the  Dec.  29,  2001  quarter  was  15%,  down  a  few  points  from 
the  year  before  and  not  quite  up  to  Gucci  standards.  But  a 
recession  was  on.  Farah's  attention  to  the  numbers,  mean- 
while, is  paying  off.  Inventory  turns  for  the  quarter  were  up 
25%  from  a  year  earlier,  to  an  annualized  rate  of  3.7.  Debt,  net 
of  cash,  is  down  to  $77  million,  70%  below  the  year-earlier  fig- 

Unfashionable  Stocks 

Fashion  is  fleeting.  At  least  that's  what  investors  assume  about  apparel  stocks. 
Price/earnings  multiples  are  less  than  14— half  the  market  multiple. 


PRICE 

Market 

Enterprise 
value/ 
sales 

Company 

recent 

52-week 
high  low 

P/E 
2002E 

EPS 
2002E 

Sales 
($bil) 

value 
(Sbil)' 

Jones  Apparel  Group 

$32.10 

$47.43 

$23.75 

11 

$2.89 

$4.1 

$4.0 

1.3 

Liz  Claiborne 

26.86 

2765 

18.00 

13 

2.10 

3.3 

2.8 

1.0 

Nautica  Enterprises 

13.87 

21.65 

10.46 

13 

1.08 

0.7 

0.5 

0.7 

Phillips-Van  Heusen 

10.61 

18.74 

8.32 

11 

0.99 

1.5 

0.3 

0.4 

Polo  Ralph  Lauren 

25.59 

31.34 

1780 

13 

1.97 

2.3 

2.5 

1.2 

Tommy  Hilfiger 

12.25 

16.55 

8.35 

7 

1.64 

1.8 

1.1 

0.8 

VF  Corp 

40.08 

42.70 

28.15 

13 

3.09 

5.7 

4.4 

0.9 

'As  of  2/6/02.  Sources:  Market  Guide  and  Thomson  Financial/IBES  via  FactSet  Research  Systems. 

Fashion  Faux  Pas 

The  way  fashion  mavens  feel  about  the  brands  they  wear  has  almost  nothing  to  do 
with  how  Wall  Street  appraises  the  companies  in  the  business. 


Source:  FT  Interactive  Data  via  FactSet  Research  Systems 
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"Every  day 

VOU  SaVG  ^^^^        fiscal  year  ending  i 

^  March,  Lauren  should  match  the  yeari 

[in  your  earUer  net  of  $165  million  on  revenuj 

,  -1     of  $2.3  billion.  After  the  recession  u 

cash  CyCleJ     over?  Farah's  long-term  goal  of  lO^J 
I  to  1 5%  annual  earnings  gains  look 

is  rOCKcT  eminently  achievable, 

r      I  J)  Ralph  Lauren  will  look  for  growtl 

just  about  anywhere — even  in  th 
hotel  business.  He  is  contemplatin 
renting  the  Polo  name  to  a  chain  c 
ritzy  resorts.  It  might  be  an  extraordinary  way  to  showcase  th 
whole  Lauren  line,  right  down  to  the  thick,  fluffy,  oversize  tow 
els  in  guests'  bathrooms,  but  it  could  also  disappoint.  Hotel 
are  a  horrible  business.  "That's  what  everyone  said  abou 
women's  wear  when  we  moved  into  that  business,"  Laure 
says  dismissively.  "Whatever  we've  done,  so  far,  has  worked. 
So  far. 

Recently  Lauren  was  quoted  in  Vogue,  referring  to  his  col 
tage  in  lamaica:  "I  don't  want  anything  to  look  new."  Well,  th 
same  goes  for  his  money.  Going  public  was,  in  part,  an  exercis 
in  estate  planning,  a  bid  to  turn  his  new  money  into  old  mone 

for  his  three  children.  Unlik 
their  driven  father,  they  lea 
lives  like  the  ones  depicted  i 
Ralph  Lauren's  splashy  2C 
page  spreads  in  Vanity  Fat 
Lauren's  27-year-old  daugh 
ter,  Dylan,  has  gone  int 
retail,  opening  a  two-stor 
candy  store  with  5,000  selec 
tions  in  Manhattan  la: 
October.  "A  jewel  box  of 
store,"  the  New  York  Timi 
rhapsodized.  Andrew,  32, 
an  aspiring  actor  and  has  ju 
launched  his  own  productio 
company.  David,  30,  joine 
the  family  business  two  yea 
ago  after  the  magazine  1" 
founded  a  few  years  out  c 
college.  Swing,  folded;  he 
now  a  vice  president  at  Pol< 
Does  Lauren  long  fc 
David  to  succeed  him  som< 
day?  He  takes  a  long  pau: 
and  says,  "I  don't  real 
know."  Of  course  he  does- 
wouldn't  you?  Roger  Farah 
some  ways  already  is  *^hir 
executive,  Ralph  Lauren  sa\ 
but  Farah  will  have  none  of 
"I  know,"  the  chief  operati 
explains,  "whose  name  is  ( 
the  door." 


Polo  Ralph  Lauren 
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AT  53,  ROBERT  MILLER  WAS 
ready  to  retire.  He  had 
just  spent  eight  years  re- 
viving the  Fred  Meyer 
supermarket  chain  be- 
fore selling  it  to  Kroger. 
Then  in  October  1999  he 
heard  from  his  old  lieu- 
tenant David  Jessick,  the  former  vice  pres- 
ident of  Fred  Meyer.  Jessick  had  been  asked 
to  hunt  for  a  rescue  artist  for  Rite  Aid,  the 
sputtering  $14  billion  (sales)  drugstore 
chain  based  in  Harrisburg,  Pa.  Would 
Miller  be  interested  in  tackling  another 
turnaround? 

It  was  a  tough  sell.  Rite  Aid,  then  with 
85,000  employees  and  3,800  stores  in  30 
states,  had  a  liquidity  crisis,  shareholder 
suits,  underfed  stores  and  fed-up  suppliers. 
Oh,  there  was  also  an  accounting  scandal 
that  led  to  investigations  by  the  Securities  & 
Exchange  Commission  and,  later,  the  U.S. 
Attorney  in  Pennsylvania.  Chief  Executive 
Martin  Grass  had  resigned;  three  years  of 
earnings  were  restated,  lopping  off  $500 
million.  Between  January  and  October,  Rite 
Aid's  shares  fell  from  $50  to  $10. 

Jessick  made  the  case:  Although  a 
heavy  debt  load  made  Rite  Aid's  bottom 
line  dismal,  the  stores  were  capable  of 
operating  profitably.  The  chain,  Jessick 
argued,  was  generating  operating  income 
(net  before  depreciation,  interest  and 
taxes)  of  $700  million  a  year.  Postpone 


capital  expenditures  and  that  Would  be 
more  than  enough  to  cover  debt  service 
on  $4  billion  of  bonds  and  capitalized 
leases.  There  was  also  $2.5  billion  in  short- 
term  bank  debt,  but  Miller  could  pay  that 
off  by  selling  assets.  After  visiting  a  few 
stores,  Miller  took  the  job. 

What  followed  was  one  of  the  most 
grueling  corporate  restructurings  in  the  re- 
tail industry.  While  Rite  Aid  now  has 
enough  cash  to  run  stores  and  meet  oblig- 
ations through  2005,  the  turnaround  is  by 
no  means  complete.  Miller  faces  a  tough 
challenge  from  more  efficient  competitors 


lion  on  paper,  but  the  shares  were  locke 
up  until  June.  Not  long  before,  it  had  pai 
$1.5  billion  for  a  pharmacy  benefit  mar 
ager  (a  company  that  haggles  over  dru 
prices  on  behalf  of  medical  insurers);  J. 
Morgan,  which  led  a  syndicate  in  the  bar 
loans,  was  trying  to  sell  that  unit  but  coulc 
n't  get  a  decent  price. 

Despite  Jessick's  initial  analysis,  tl 
books  understated  Rite  Aid's  financial  ill 
To  get  a  clearer  snapshot.  Chief  Financi 
Officer  John  Standley,  38,  started  trackir 
daily  cash  receipts  and  disbursements, 
appeared  that  the  company  would  run  o 


BOB  MILLER  brought  Rite  Aid  back  from  the  deac 
Now  he  must  get  the  drugstore  chain  off  of  life  suppor 


like  CVS  and  Walgreens.  Worse,  managed 
care  companies  are  curbing  reimburse- 
ments for  prescription  drugs,  which  ac- 
count for  62%  of  Rite  Aid's  revenue.  Says 
Miller:  "We  still  have  a  lot  of  work  to  do." 

But  a  little  less  than  on  that  Sunday 
night  in  December  1999,  when  Miller 
landed  in  Harrisburg.  He  brought  in  the 
old  Fred  Meyer  gang,  including  Jessick, 
now  48,  and  then  went  about  scaring  up 
cash  to  keep  the  shelves  filled.  Selling  assets 
to  pay  off  the  bank  debt,  much  of  it  due 
within  a  year,  was  tougher  than  Miller  had 
expected.  Rite  Aid  had  a  stake  in  newly 
hatched  Drugstore.com  worth  $700  mil- 


of  cash  any  day.  After  a  few  weeks,  Jessi- 
started  to  crack.  "Dave  was  in  a  catator 
state,"  says  Mary  Sammons,  head  of  ope 
ations.  Jessick  blamed  himself  for  gettii, 
all  of  them  into  this  mess.  He  felt  so  low,  I 
says,  "Bob  had  to  call  me  from  his  morr 
funeral  to  jack  me  back  up." 

The  pressure  peaked  in  January  20( 
Third-quarter  numbers  were  owed  to  t 
SEC  and  the  books  were  still  in  disarr; 
Standley  and  Jessick  wouldn't  consid 
signing  the  report;  indeed,  they  had  to 
another  restatement.  If  Rite  Aid  didn't  i 
port,  the  company  would  be  in  technic 
default  on  its  debt  unless  it  could  g 


BY  BRETT  NELSON 


Maybe 
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RITE  AID 


^es,  There  Isii  Pulse^ 


Through  its  tortured  negotiations  with  creditors,  Rite  Aid's  5.25%  of  2002  bonds  have 
climbed  from  a  low  of  25  cents  on  the  dollar  In  December  2000  to  a  recent  96  cents. 

Jan.  10,  '02:  Stock  hits  $3. 


$1.00 


Oct.  18,  "99:  $500  million  earnings  restated;  stock  at  $10. 
Dec.  5,  '99:  Miller  joins  the  firm. 


0.50 


0.40 


0.30 


0.20 


June  28,  01:  Miller 
completes  $3.2  billion 
restructuring. 


Jan.  11.  00: 

Miller  post- 
pones financial 
reporting  for 
seven  months. 


Feb.  16,  01:  Rite  Aid  re- 
ceives 6.25  million  shares 
of  AdvancePCS,  later  sold 
to  cut  debt  by  $727  million. 


June  14,  '00: 

Miller  completes 

$1  billion  \J      '  ' —  Jfi-  9.  01:  Reports  53.4%  jump 

refinancing.  3rd-quarter  operating  profit. 

Source:  Company  reports:  FT  Interactive  Data  Corp.  via  FactSet  Research  Systems. 


waivers  from  lenders.  "They  were  a  hostile 
mob,"  says  Jessick.  Bankers  at  J.R  Morgan 
and  Salomon  Smith  Barney  made  a  rash  of 
calls  and  got  the  waivers.  On  Jan.  1 1 ,  the 
filing  date.  Rite  Aid  announced  it  would 
suspend  financial  reporting  until  July.  The 
stock  fell  26%  to  $7.90;  the  5.25%  notes 
due  in  2002  fell  to  just  58  cents  on  the  dol- 
lar. "We  had  to  save  this  thing,"  says  Miller. 
"I  didn't  want  to  work  for  a  bunch  of  dis- 
tressed-bond holders." 

Standley  sent  his  wife  and  two  kids  to 
Los  Angeles  for  two  months  while  he  often 
worked  through  the  night,  gaining  30 
pounds  fiom  coundess  chili  dogs.  He  hired 
200  accountants  on  top  of  the  1 50  in-house 
bean  counters.  They  had  seven  months  to 
recreate  three  years  of  payments  and  in- 
voices from  records  stored  on  hard  drives, 
computer  tapes  and  paper  files.  They 
counted  inventory  at  1,200  stores. 

Miller  and  Jessick  looked  for  more  cap- 
ital. Citibank,  a  big  lender  in  J.R  Morgan's 
syndicate,  found  a  way  to  lend  another 
$1  billion  by  letting  Rite  Aid  pledge  more  of 
its  assets  without  breaking  any  clauses  in 
its  bond  indentures.  Citi's  new  senior-se- 
cured loan  would  mature  on  Aug.  1, 2002. 

One  slight  wrinkle.  Rite  Aid  had  to 
convince  the  syndicate  to  extend  maturi- 
ties on  $2.5  billion  in  debt,  and  its  bond- 
holders to  push  back  another  $470  million 
in  notes,  until  after  the  Citibank  loan  was 
due.  The  banks  were  enraged:  The\'  had  al- 
ready agreed  to  a  yearlong  extension  when 
Rite  Aid  announced  its  first  restatement 
and  now  would  have  to  wait  two  more 
years  to  get  paid,  if  ever  (S&P  had  just 
downgraded  the  company's  debt  to  CCC+ 
from  BBB-).  If  just  one  bank  balked,  the  deal 
would  fall  through  and  Rite  Aid  would 
surely  go  bankrupt. 

To  nail  down  commitments,  Miller 
and  Jessick  hit  the  road  for  six  weeks  in 
the  spring  of  2000,  calling  on  banks  and 
bondholders.  They  harped  on  the  12%  an- 
nual growth  in  pharmacs' sales  since  1995. 
They  promised  to  marshal  assets  so  that 
the  banks  would  be  ahead  of  the  bond- 
holders. J.R  Morgan  exchanged  $200  mil- 
lion of  debt  for  equity.  By  mid-May  ail 
lenders  were  on  board. 

A  valiant  but  wasted  effort  if  Standley 
didn't  file  those  overdue  financiais  by  July 
1 1.  That  day,  at  5:02  p.m..  Rite  Aid  an- 
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nounced  its  restatement.  The  press  release 
had  typographical  errors;  the  document 
Jessick  read  from  during  the  conference  call 
was  taped  together.  The  new  numbers 
erased  an  additional  $1.1  billion  of  earn- 
ings in  1999  and  1998.  More  depressing: 
Rite  Aid's  $250  million  in  operating  in- 
come wouldn't  support  its  $6.7  billion  in 
debt.  The  next  day  the  stock  closed  at  $6. 

Thanks  to  the  Citibank  loan.  Miller  at 
least  had  some  cash  to  run  the  stores.  A  day 
later  he  had  the  promise  of  more — the 
pharmacy  benefit  operation  would  be  sold 
for  $1  billion,  $675  million  of  it  in  cash. 
Weeks  later.  Miller  and  company  celebrated 
the  refinancing  at  Sparks  Steak  House  in 
Manhattan.  After  the  meal,  Chad  Leat,  head 
of  global  lending  at  Citibank,  presented 
Miller  with  a  plastic  magician's  wand,  say- 
ing: "This  is  what  you're  going  to  need  over 
the  next  couple  of  years." 

Sammons  toiled  to  get  the  stores  hum- 
ming again.  Desperate  for  profits.  Grass 
had  jacked  up  prices  on  nonpharmacy 
items.  "Our  own  people  weren't  shopping 
'nere,"  Sammons  says.  She  slashed  prices  on 
Rite  Aid's  1,500  top-selling  items  by  20%, 
closed  underperforming  stores,  remodeled 
others,  adjusted  the  product  mix  by  loca- 
tion and  paid  angry  suppliers. 

But  Miller  could  hear  the  debt  bomb 
ticking.  Citibank's  new  plan  called  for  re- 
structuring $3.2  billion  in  debt:  A  new  $1.9 
billion  loan,  due  in  2005,  would  come  fi^om 
a  new  Citi  syndicate;  the  rest  from  a  patch- 
work of  debt  exchanges,  private  place- 
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ments,  and  new  stock  and  bond  offering. 
Eiglit  months  later  the  deal  was  done.  Ever 
bank  in  the  Morgan  syndicate  got  paid  of 
leaving  just  $288  million  in  notes  and  $14 
million  in  amortization  on  Citi's  new  loa 
due  before  2005.  Those  5.25s  of  '02  no- 
trade  at  96  cents. 

Rite  Aid's  Lazarus  act  will  end  up  cos 
ing  some  $200  million  in  fees  to  banke: 
and  accountants.  And  while  debt  holde 
may  be  singing,  shareholders  are  stingin 
Since  June  2000  Rite  Aid  has  increased  i 
share  base  56%;  Miller  may  have  to  issi 
even  more  new  stock  to  pay  for  a  $155  mi 
lion  shareholder  setdement,  further  dilu 
ing  the  stock.  In  the  nine  months  to  De 
31, 2001,  Rite  Aid  lost  $570  million  on  sal 
of  $  1 1 . 1  billion;  it  also  posted  its  first  qua 
terly  decline  in  operating  income  sim 
Miller  took  over  two  years  ago.  Shares  ha' 
sunk  to  a  recent  $2.50. 

"We  weren't  expecting  the  bump  to  I 
quite  that  big,"  says  Christopher  Gouskc 
president  of  Textron  Financial's  comme 
cial  lending  division,  which  committt 
$20  million  to  both  Citibank  syndicates. 

Miller  is  keeping  a  tight  grip  on  capit 
expenses — only  0.8%  of  sales,  versus  4' 
at  the  competition.  But  there's  room 
grow  internally:  Rite  Aid's  sales  per  squa 
foot  at  its  3,520  stores  are  $350,  rough 
half  what  Walgreens  and  CVS  do.  The  loi 
battle  continues,  but  for  the  mome 
Miller  can  breathe  a  little  easier.  Says  1 
"We  don't  have  to  ask  the  controUer  eve 
m.orning  if  we  have  any  cash." 
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forgiveness: 


C4  POWER. 


Looks  like  nothing  e\se^;!i./_}\i.y  J 
plays  like  nothing  else. ' 


PROFILE 


BY  DYAN  MACHAN 


Shareholder-rights  agitator  Nell  Minow  was  early  in  warning  about  Enron's 
board.  Now  she  has  devised  yet  another  way  to  let  directors  know ... 


WHO  CARES  ABOUT  SOMETHING  AS  ABSTRACT  AS 
"corporate  governance"?  With  the  sudden  collapse 
of  Enron,  plenty  of  big  investors  do.  A  fair  assump- 
tion is  that  the  catastrophe  would  not  have  occurred 
if  the  directors — in  particular,  members  of  the  audit  commit- 
tee— had  extracted  their  heads  from  the  sand. 

It's  a  good  told-you-so  moment  for  Nell  Minow,  who,  with 
partner  Robert  Monks,  has  made  a  career  of  lobbying  for  more 
accountability  in  corporations.  In  1986  she  joined  Monks  at  his 
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firm  called  Institutional  Shareholder  Services,  where  the 
advised  institutional  investors  on  proxy  voting  and  used  the 
podium  to  campaign  against  poison  pills  and  insider  director 
Next  the  pair  started  a  money  management  business  th. 
bought  shares  of  mismanaged  companies,  on  the  theory  that 
proxy  battle  might  shape  them  up  and  realize  untapped  value 
They  sold  both  of  those  businesses.  Their  third  venture  is  just 
the  starting  stage:  the  Corporate  Library,  a  Washington,  D.C 
based  research  outfit  that  will  rate  boards  of  directors  and  ind 


ual  directors  on  their  diligence  in  protecting  the  sharehold- 
who  elect  them. 

Minow  can  lay  no  claim  to  knowing  ahead  of  anyone  else 
)ut  the  shenanigans  that  were  going  on  at  Enron,  but  she 
1  take  credit  for  warning,  in  general  terms,  that  the  board 
n't  look  like  a  committed  one.  In  an  October  2000  speech 
he  National  Association  of  Corporate  Directors,  she  noted 
t  4  of  Enron's  13  directors  at  that  point  owned  no  stock  in 
company,  an  unusual  situation.  "You  can't  count  on  direc- 
s  paying  a  lot  of  attention  if  they  don't  have  a  fmancial 
ce,"  she  said. 

Minow,  50,  and  Monks,  67,  will  publish  some  of  their 
jctor  ratings  freely  but  aim  to  make  a  business  out  of  seUing 
details  to  institutional  investors  and  to  the  insurance  com- 
lies  that  sell  director-  and  officer-liability  coverage. 
Some  early  grades:  Lucent's  directors  get  a  resounding  F 
a  multitude  of  reasons,  including  authorizing  the  purchase 
I  golf  course  (see  below)  as  a  management  perk  a  few  years 
i.  The  Conseco  board  gets  an  F  for  giving  Chief  Gary  Wendt 
45  million  cash  signing  bonus:  Corporate  Library  thinks  a 
:ue  artist  should  deliver  results  before  getting  a  big  payout, 
now  and  Monks  reward  Waste  Management's  board  with 
\  for  running  the  company  while  its  chief  executive  was  ill. 
Says  Minow:  "I  am  not  trying  to  tell  companies  what  color 
widgets  should  be.  I  am  trying  to  make  sure  that  the  system 
hecks  and  balances  in  corporate  governance  works."  But  what 
;s  these  self-appointed  guardians  the  right  to  judge  what's  in 
sstors'  interests?  lust  this:  their  success  in  spotting  companies 
t  could  benefit  from  more  attention  to  shareholder  value. 
Monks  and  Minow  opened  Lens  Investment  Management 
1992,  playing  a  role  in  a  decade  of  upheaval  in  the  board- 
m.  This  was  when  directors  discovered  that  they  were  not, 
ohn  Kenneth  Galbraith  had  opined  in  his  1967  book  The 
v  Industrial  State,  mere  pawns  of  the  chief  executive;  they 
lid  fire  the  chief  They  did  just  that  at  IBM,  Kodak,  Westing- 
ise  and  16  other  big  companies.  Lens  claims  a  26%  average 
lual  return  for  the  eight  years  to  September  2000.  The  S&P 
returned  just  18%. 

Monks  and  Minow  sold  Lens  for  $20  million  in  a  deal  in 
ich  Hermes,  a  British  pension  frmd,  bought  the  Lens  name 
use  in  Europe,  and  Relational  Investors,  a  San  Diego  money 
nagement  firm  with  a  similar  philosophy,  took  over  its 
■nts.  Minow's  13%  stake  gave  her  a  take  of  $2.6  million. 


They  sold  their  proxy-advising  firm,  Institutional  Sharehold- 
ers, for  $13  million  in  1995  to  Thomson,  the  Canadian  busi- 
ness-data company,  netting  Minow  $780,000  for  her  6%  stake. 

If  Minow  is  something  of  a  scold,  it  could  be  because  pub- 
lic service  runs  in  her  genes.  Her  father,  Newton  Minow,  a 
lawyer  who  once  sat  on  several  boards,  including  Aon's,  was 
the  Democratic  chairman  of  the  Federal  Communications 
Commission  in  the  1960s;  her  mother,  losephine  Minow, 
headed  a  child-abuse  prevention  group.  In  a  famous  speech  in 
1961,  her  father  lambasted  the  television  industry  for  creating 
"a  vast  wasteland." 

Nell  and  her  two  sisters,  each  of  them  now  lawyers,  were 
forbidden  to  watch  TV.  When  she  got  to  Sarah  Lawrence,  she 
did  a  little  catching  up  on  the  medium.  Then  the  censure  gene 
reasserted  itself.  Since  1995  Minow  has  been  running  a  Web 
site  caUed  Moviemom.com  on  which  she  rates  the  suitability  of 
kids'  movies.  The  historical  movie  1776  gets  five  check  marks, 
the  highest  rating.  The  recent  version  of  The  Nutty  Professor 
gets  a  pan.  Minow  and  husband  David  Apatoff,  a  Washington 
attorney,  have  two  kids,  15  and  17.  Do  her  kids  see  movies  with 
low  ratings?  Minow  thinks  not. 

After  getting  a  University  of  Chicago  law  degree  in  1977, 
Minow  got  interested  in  corporate  governance  after  meeting 
Monks,  then  a  Labor  Department  administrator,  in  Washing- 
ton. Corporate  Library,  their  new  venture,  has  a  staff  of  12 
and  retains  an  accounting  firm  as  they  gather  hard-to-find 
information  like  chief  executive  pay  contracts,  directors' 
attendance  records  and  the  percentage  of  outside  directors. 
This  part  of  the  service  is  free  on  the  firm's  Web  site, 
www.thecorporatelibrary.com. 

So,  there  are  some  quantitative  components,  but  the  grades 
are  largely  subjective.  Procter  &  Gamble  directors  get  demerits 
for  approving  accounting  in  which  "nonrecurring"  charges  are 
becoming  all  too  recurring  (see  related  story,  p.  106).  She  knocks 
Hewlett-Packard  directors  for  okaying  the  merger  with  Com- 
paq. Credentials  won't  count  for  much.  Enron  filled  its  board 
with  respectable  types,  including  Robert  Jaedicke,  the  Stanford 
University  accounting  guru,  and  look  what  happened  there. 

Indeed,  aren't  most  directors  smart,  responsible  and  ethical? 
"That's  the  reason  I  am  so  interested  in  this  issue,"  she  enthuses. 
"Every  director  I've  met  is  capable,  honest  and  accomplished. 
The  fact  that  they  fail  as  a  group  is  endlessly  fascinating  to  me." 

The  Minow  family  tradition  is  alive  and  well.  F 


E  GRADING  GAME:  Minow  hands  out  a  report  card. 


ist  improved  board, 
w  board  members  like 
bert  Miller  and  Ralph 
litworth  took  interim 
itrol  of  company  when 
counting  fraud  surfaced 
d  its  chief  executive 
[sick. 


This  board  would  get 
an  A,  except  that  Minow 
wonders  whether 
members  are  strong 
enough  to  properly 
oversee  the  company's 
terrific  chief  executive, 
Ralph  Larsen. 


Too  many  insiders  and 
interlocking  directorships 
with  Honeywell  and  Merrill 
Lynch.  Chief  Richard 
Kogan  got  a  hefty  $11  mil- 
lion in  realized  options  in 
2000,  though  the  company 
performance  lagged  peers. 


This  board  didn't  oppose 
WWF's  screwy  idea  of  the 
year,  the  XFL,  its  doomed 
football  league.  Another 
tip-off:  The  chairman's 
contract  includes  $50,000 
for  cleaning  expenses. 


Take  your  pick:  multiple 
repriced  options,  horrible 
industry  performance, 
bungled  chief  executive 
succession,  big  accounting 
questions  and,  to  top  it 
off,  the  purchase  of  a 
golf  course. 
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OU  DON'T  HAVE  TO 
UILD  IT  TO  USE  IT. 


D/vZLU  Ai  1  Li<  A  28-HuLK  i'LANL 
trip  from  Cape  Town,  South 
Africa  to  New  York,  Amyn 
Dahya  looked  forward  to  a  com- 
fortable limousine  ride  into 
Manhattan  and  a  night's  rest  in  the  Park 
Central  hotel  before  the  next  morning's 
board  meeting  of  Casmyn  Corp.  Publicly 
held  Casmyn  was  a  moneylosing  gold- 


miniug  outlu  Uali\  a  had  tormerly  headed 
and  for  which  he  now  served  as  a  director. 

Dahya  was  met  at  Kennedy  Airport 
that  subfreezing  afternoon  in  December 
1999  by  a  short,  bald  man  with  a  cell 
phone.  The  man  escorted  him  to  a  limou- 
sine, where  the  driver  secured  Dahya's  lug- 
gage in  the  trunk.  But  the  driver,  who  was 
later  dubbed  with  the  unsettling  mckname 


of ''Benny  the  Enforcer,"  said  they  had  t 
go  to  another  terminal  and  "wait  for  ar 
other  passenger." 

The  wait  was  nearly  two  hours,  dui 
ing  which  "Benny"  allowed  Dahya  out  i 
the  car  only  once,  to  use  a  restroom.  Whe 
he  finally  showed  up,  the  other  passengc 
turned  out  to  be  Richard  Jacobson,  the 
a  parmer  in  the  renowned  law  firm  of  Fu 
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bright  &  Jaworski,  whose  late 
leader,  Leon  Jaworski,  had 
been  Watergate  special  counsel 
in  the  Nixon  impeachment  in- 
vestigation in  the  early  1970s. 

Jacobson,  who  denies 
Dahya  was  held  in  the  car 
against  his  will,  got  into  the 
limo  and  announced  that  he 
had  been  retained  as  a  special 
counsel  for  Casmyn.  When 
they  reached  Manhattan,  the 
bald  man  served  Dahya  with  a 
subpoena  and  a  package  of 
legal  papers,  including  a  copy 
of  a  lawsuit  about  to  be  filed 
by  Casmyn  in  U.S.  Bankruptcy 
Court  in  Los  Angeles  accusing 
Dahya  of  fraud. 

Jacobson  instructed  the 
nonplussed  Dahya  to  report  to 
Fulbright  &  Jaworski's  New 
York  office  at  666  Fifth  Avenue 
the  next  morning  to  be  de- 
posed. There  would  be  no 
board  meeting.  Casmyn  says  a 
meeting  had  been  scheduled 
but  canceled  for  lack  of  a  quo- 
rum. Dahya  claims  the  board 
meeting  was  merely  a  ruse  to 
lure  him  back  to  New  York. 

Born  in  Tanzania,  Amyn 
Dahya,  44,  is  a  Canadian  citi- 


ow  living  in  Spain.  Trained  as  a  chem- 
ngineer,  he  worked  in  the  U.K.  and 
ito  for  a  British  engineering  firm  for 
years  before  becoming  a  mining  con- 
it  and  stock  promoter.  Along  the  way 
o  became  a  self-proclaimed  "New  Age 
let"  and  the  author  of  two  books  on 
awareness."  An  affable  and  charming 
5ter,  Dahya  is  the  kind  of  person  who 


could  sell  shoes  to  snakes.  During  the  ride 
in  ft-om  the  airport,  even  Jacobson  was  mo- 
mentarily tempted  to  back  a  new  oil-spill 
cleanup  technology  Dahya  was  flogging. 

Probably  a  good  thing  he  didn't.  Ac- 
cording to  the  lawsuit,  since  transferred  to 
U.S.  District  Court  in  Los  Angeles,  Dahya 
has  had  a  history  of  milking  public  com- 
panies through  questionable  stock  pro- 
motion activities,  including  orchestrating  a 
"pump  and  dump"  scheme  to  swindle 
Casmyn  and  its  shareholders.  "You're  a 

f-  thief  and  a  mastermind  criminal!" 

Casmyn's  new  Chief  Executive  Mark 
Zucker  barked  at  Dahya  during  the  depo- 
sition. The  comment  is  contained  in  a  pri- 
vate memorandum  prepared  by  Dahya 
and  obtained  by  FORBES.  Zucker  doesn't 
remember  using  those  exact  words,  but  the 
suit's  harsh  alJegations  are  certainly  con- 
sistent with  the  characterization. 

In  recent  weeks,  after  nearly  two  years 
of  nasty  legal  tussling,  lawyers  for  Dahya 
and  Casmyn  have  reached  a  tentative  set- 
tlement. It  calls  for  Casmyn's  auditors,  De- 
loitte  &  Touche,  the  U.S.  arm  of  Deloitte 
Touche  Tohmatsu,  to  pay  Casmyn  $2.3 
million,  and  its  law  firm,  Los  Angeles- 
based  Loeb  &  Loeb,  to  pay  $900,000.  The 
liability  of  the  former  management  group, 
including  Amyn  Dahya,  was  set  at  $3.5 
million,  to  be  paid  by  a  directors-and-of- 
ficers-insurance  carrier. 


These  are  modest  penalties  in  a  world 
of  billion-dollar  debacles  like  Enron.  But 
this  is  a  tale  of  true  corporate  blood  sport 
that  has  just  about  everything — and  vir- 
tually no  heroes.  The  story  begins  in 
March  1994,  when  Dahya  acquired  2.4 
million  shares,  or  74%,  of  Casmyn,  with  a 
$100,000  note.  While  he  was  acquiring 
Casmyn,  Dahya  was  busily  touting  Auro- 


mai,  a  Canadian  company  he  controlled, 
with  interests  in  South  African  gold  mines. 

Auromar  had  been  under  investigation 
by  the  Royal  Canadian  Mounted  Police 
and  the  Vancouver  Stock  Exchange  on  sus- 
picion of  failing  to  disclose  material  in- 
formation and  making  misleading  state- 
ments. Over  a  period  of  22  months 
Auromar  stock  rose  from  23  cents  to  $7, 
then  fell  to  $4.60  just  before  the  exchange 
halted  trading  on  Dec.  1,  1994.  Auromar 
was  delisted  Mar.  13,  1995. 

Though  Casmyn  was  based  in  Sparks, 
Nev.,  Dahya  worked  in  a  plush  corner-of- 
fice suite  on  the  1 8th  floor  of  a  Vancouver 
skyscraper  overlooking  the  mountains. 
Under  a  giant  painting  of  a  dove,  Dahya 
gave  interviews  not  only  about  his  busi- 
nesses but  also  about  his  latest  selt-pub- 
lished  book.  Reflections  From  the  Origin. 

Dahya,  who  has  referred  to  himself  as 
a  "humble  servant,  a  speck  of  dust,"  once 
told  a  reporter  he  didn't  so  much  "write" 
Reflections  as  "take  dictation"  from  God. 
But  Dahya's  lifestyle  was  anything  but 
humble.  While  drawing  salary  and 
bonuses  totaling  $2.2  million  between 
1994  and  1998  from  Casmyn  and  related 
companies,  Dahya  ran  up  more  than  $1 
million  in  questionable  advances  and  ex- 
penses, the  suit  says. 

These  included  ski  vacations,  first-class 
air  tickets  to  luxury  resorts  for  himself  and 
various  relatives,  personal  flying  lessons 
and  hundreds  of  thousands  of  dollars  of 
cash  advances  never  accounted  for.  Dahya 
concedes  he  sometimes  put  personal 
charges  on  a  Casmyn  credit  card  but  says 
he  always  reimbursed  the  company. 

Dahya  packed  the  company  and  board 
with  cronies,  including  his  brother  Hanif 
(Wally)  Dahya,  a  Harvard  M.B.A.  who  had 
been  a  partner  at  money  manager  Sandler 
O'Neill  in  Manhattan.  Wally,  also  a  defen- 
dant in  the  suit,  was  a  director  and  a  mem- 
ber of  the  audit  committee.  In  a  court  fil- 
ing, he  denies  any  wrongdoing. 

Another  director,  at  least  for  nine 
months,  was  Arthur  Laffer,  the  economic 
guru  of  the  early  Reagan  Administration, 


How  do  respectable  names  like 
Deloitte  &  Touche  and  Arthur  Laffer 
get  tangled  up  with  a  seedy  outfit  like 
Casmyn  Corp?  by  david  mcclintick 
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who  signed  on  in  )anuary  1997.  In  his  res- 
ignation letter  to  Dahya,  LatTer  wrote:  "I 
reluctantly  have  to  conclude  you're  not 
taking  any  of  the  requirements  of  a  public 
company  and  an  outside  board  seriously." 

At  the  time  l.affer  was  a  partner  of 
Alexander  Cappello,  chief  executive  of  the 
Cappello  Group,  a  Los  Angeles-based 
merchant  bank  that  invested — and  lost — 
$33  million  in  Casmyn  preferred  stock  on 
behalf  of  investors,  including  most  of  the 
nation's  leading  gold  funds. 

"Arthur  went  on  the  board  at  my  re- 
quest," Cappello  says.  "This  is  the  worst 
deal  we've  ever  been  involved  with."  Says 
Laffer:  "The  whole  thing  was  terrible." 

Part  of  what  alarmed  Laffer  and  Cap- 
pello was  how  Dahya  had  touted  gold  in- 
terests in  Zimbabwe.  In  August  1996  Dahya 
pushed  through  a  stock-swap  merger  with 
Auromar,  whose  shareholders  received  1 
share  of  Casmyn  for  every  2.6  shares  of  Au- 
romar. This  transaction  secretly  brought 


Dahya  and  his  nominees  holding  Auromar 
shares  up  to  $24  million  in  paper  profits, 
the  suit  says.  L~)ahya  says  that  figure  is  in- 
flated but  won't  say  what  his  stake  was. 

The  suit  also  claims  part  of  the  moti- 
vation for  the  merger  was  to  remove  Au- 
romar from  Canadian  jurisdiction  and 
thus  stop  a  potential  criminal  investiga- 
tion. And  by  having  the  merger  authorized 
by  a  Canadian  court,  Dahya  was  able  to 
legally  sidestep  filing  a  registration  state- 
ment with  the  Securities  &  Exchange 
Commission,  a  process  that  presumably 
would  have  exposed  Casmyn  to  inquiries 
relating  to  Auromar's  regulatory  troubles. 
Dahya  says  he  wasn't  trying  to  hide  any- 
thing, lust  foUowing  his  lawyer's  advice. 

A  year  before,  Dahya  had  entered  into 
a  personal  transaction  to  buy  gold  at 
below-market  prices  from  individuals  in 
Ghana  "of  questionable  reputation,"  ac- 
cording to  the  suit.  The  deal  was  a  scam. 
Only  a  small  amount  of  gold  was  ever  de- 
livered. The  first  shipment  turned  out  to 
be  a  crate  of  yams;  the  second,  a  box  of 
blue  jeans.  Dahya  was  on  the  hook. 

In  a  second  deal  he  arranged  for  Cas- 


myn to  advance,  in  multiple  installments, 
"sometimes  in  cash  in  paper  bags,"  the 
suit  says,  nearly  $700,000  to  the  Ghanaian 
sellers.  Casmyn  had  to  write  the  expense 
off  the  next  year  as  a  special  charge.  The 
files  relating  to  the  Ghana  contracts  are 
missing,  the  company  says.  Dahya  con- 
cedes he  was  duped,  and  that  there  was  a 
writeoff,  but  insists  no  money  ever 
changed  hands  in  paper  bags. 

How  much  gold  did  Casmyn  really  have 
after  the  Auromar  merger?  That  depends 
on  what  you  were  reading.  A  Dec.  23, 1 997 
1 0-K  filing  with  the  SEC  listed  the  firm's  re- 
serves at  500,000  ounces.  The  company's 
Web  site  cited  4.6  million  ounces. 

Why  the  discrepancy?  "Geological 
models  always  change,"  says  Dahya,  who 
adds  that  he  was  getting  conflicting  infor- 
mation from  his  managers.  Production 
costs  for  the  first  three  months  of  1997 
were  over  $400  an  ounce,  but  Dahya  said 
they  averaged  below  $190  in  an  Apr.  8, 


1997  report  to  Manhattan-based  Elliott 
Associates  and  five  other  firms  that  par- 
ticipated in  a  $20  million  private  place- 
ment of  preferred  stock.  The  money  was 
supposed  to  be  used  solely  for  mining  and 
exploration  costs.  Within  a  month  of  the 
offering  Casmyn  was  using  $5  million  of 
the  proceeds  to  buy  up  its  stock. 

Why?  By  May  1 997  Casmyn  stock  was 
already  down  to  $7  a  share  ft-om  its  peak 
of  $26  in  November  1995.  By  February  of 

1998  it  was  down  to  25  cents.  No  wonder. 
If  there  was  lots  of  gold  in  Zimbabwe,  Cas- 
myn certainly  wasn't  mining  or  selling 
much  of  it  profitably.  After  having  earned 
a  meager  $47,000  in  1994,  Casmyn  lost 
$52  million  over  the  next  four  years. 

During  this  period  Dahya  used  his  off- 
shore Bahamian  accounts  to  sell  off  $1  mil- 
lion of  CasmvTi  stock,  buying  a  $60,000 
Mercedes  for  himself  and  a  $500,000  home 
in  Reno,  according  to  the  suit;  the  Ba- 
hamian accounts  allowed  Dahya  to  dump 
his  stock  at  a  profit  without  creating  an 
audit  trail  that  would  normally  accompany 
significant  insider  stock  sales.  Dahya  denies 
using  offshore  accounts  for  such  purposes. 


As  Casmyn  was  cratering,  the  boan 
increased  his  annual  salary  to  $249,601 
from  $150,000  in  lanuary  of  1998.  Hi 
final  act  was  to  remove  corporate  files,  fur 
niture  and  art  from  the  company's  office 
before  fleeing  to  Spain  in  September  1 99H 
the  suit  says.  Dahya  resigned  as  chief  exi 
ecutive  Oct.  1 , 1 998,  but  before  leaving  nei 
gotiated  a  one-year  $100,000  "servicei 
agreement." 

In  1999  a  group  of  Los  Angeles  busi 
nessmen  led  by  Zucker,  a  tough-talkin] 
bond  trader  who  had  run  his  own  hedg* 
fund,  took  over  the  management  of  Cas 
myn  at  the  behest  of  creditors.  Shortl; 
after  the  services  agreement  ended,  th< 
company  asked  Dahya  to  New  York  for  th< 
"board  meeting."  Casmyn  filed  for  bank 
ruptcy  Dec.  7,  1999.  It  emerged  from 
bankruptcy  on  Apr.  1 1,  2000  and  nov 
trades  over-the-counter  as  Aries  Ventures 

During  the  deposition  in  Fulbright  S 
laworski's  offices  on  Dec.  10  and  11, 1999 
Casmyn's  new  management  wasn't  exactly 
friendly.  According  to  Dahya's  written 
memorandum,  Zucker  told  Dahya' 
brother:  "What  happens  in  this  room  wJ 
decide  whether  you  and  your  family  car 
go  on  with  life  or  be  crushed."  Zucke 
flady  denies  threatening  Dahya  in  any  wa> 

According  to  Dahya's  version  of  events 
Casmyn  wanted  to  implicate  the  firm's  for 
mer  auditors  and  law  firm  in  the  allegec 
fraud.  "We  are  interested  in  going  after  thi 
deep  pockets  of  Deloitte  &  Touche  anc 
Loeb  &  Loeb,"  his  memo  quotes  Zucker  a 
saying.  Zucker  refuses  to  comment  on  this 

But  Dahya  claims  Zucker  and  Jacobsoi 
repeatedly  stopped  the  deposition  and  de 
manded  that  he  amend  his  answers  to  boll 
ster  the  new  management's  interpretatioi 
of  what  happened.  In  Dahya's  written  ac 
count  the  deposition  is  characterized  aj| 
"extortion,  blackmail  and  mental  and  emoi 
tional  abuse."  The  deposition  is  undei 
court-ordered  seal.  The  transcript,  obtaine(l| 
by  FORBES,  shows  80  interruptions. 

Dahya  says  he's  now  developing  a  com 
sultancy  to  work  on  the  oil-spill  cleanuf 
technology  he  tempted  Jacobson  with 
Dahya  says  he  is  "ruined"  and  "must  star 
over."  But  with  Casmyn  now  behind  him 
he  says  "I  have  my  wings,  and  I  am  soarin; 
in  the  skies,  like  the  eagle!"  I 
Additional  reporting  by  Dirk  Smillie. 


"What  happens  here  will  decide  whether 
you  can  go  on  with  life  or  be  crushed." 
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INTRODUCING  THE  NEW  JEER  GRAND  CHEROKEE  OVERLAND     It  has 

suede-  and  leather-trimmed  seats,  real  wood  trim,  and  rain-sensitive  wipers. 
Add  a  High  Output  4.7  litre  V8  and  you're  granted  access  to  the  most  exclusive 
mountaintops  anywhere.  For  more  info,  call  1-800-925-JEEP  or  visitjeep.com. 


Jeep  is  a  registered  trademark  of  DaimlerChrysler. 


CREDIT  WARNING 


Someone  Knew 

The  Enron  belly  flop  stunned  almost  everyone,  but  a  select 
circle  of  Wall  Street  pros  had  an  early  warning 
system  you  can't  access. 


BY  ROBERT  LENZNER 


TYCO,  THE  GAP,  FORD  MOTOR 
Credit  and  Dow  Chemical:  Are 
these  the  next  corporate  implo- 
sions waiting  to  happen?  Maybe 
not,  but  a  little-known  early 
warning  system  indicates  they  are  entering 
dangerous  territory. 

The  warning  system  is  an  obscure 
electronic-trading  market  where  banks 
and  other  big  players  buy  and  sell  credit- 
protection  contracts  as  an  insurance  pol- 
icy against  loans  that  might  go  bad.  Lately 
the  price  of  such  contracts  is  surging,  for 
these  companies  and  others. 

It's  arcane  stuff  most  investors  could 
ignore,  but  for  this:  This  credit-protection 


Middle  Men:  Sunil  Hirani 
and  John  McEvoy,  founders  and 
cochairmen  of  Creditex. 


market  sounded  alarms  about  Enron 
months  before  the  scandal-scarred  energ)' 
giant  collapsed.  Enron's  stock  didn't 
begin  its  most  breathtaking  plunge  until 
mid-October,  when  the  company's  off- 
shore partnerships  were  uncovered.  But 
two  months  before  that  the  trouble  signs 
showed  up  in  credit  trading. 

On  Aug.  1 5,  the  day  after  Enron  chief 
Jeffrey  Skilling  abruptly  resigned,  Enron 
stock  barely  budged,  closing  just  above 
the  $40  mark.  But  on  the  same  day,  the 
price  of  an  Enron  credit  contract  jumped 
18%.  Contracts  bought  that  day  were 
priced  at  185  basis  points  ($185,000 
annually  for  protection  against  default  on 
a  $10  million  loan).  And  by  Oct.  25,  as  the 
troubles  sparked  headlines,  Enron  stock 


had  dropped  more  than  50%,  while  th 
credit  contract  had  soared  in  price  t' 
$900,000  per  $10  mUlion  annually 

Even  at  the  much  higher  price,  it  wa 
a  great  deal.  Just  as  Citigroup  used  th 
credit-protection  approach  to  insure  $1. 
billion  in  loans  to  Enron,  other  banks  ani 
security  firms  shrewdly  sidestepped  a  bi 
hit  by  purchasing  credit-protection  con 
tracts  on  Enron. 

"It's  like  taking  out  extra  fire  insur 
ance  just  as  your  house  starts  smoking, 
says  SunO  Hirani,  cofounder  of  Creditex 
an  intermediary  in  this  relatively  nev 
game.  "What's  the  biggest  risk  in  th 
financial  system?  Credit  risk.  Everyon 
has  it.  And  it's  the  least-managed  risk  ii 
the  system." 

Too  bad  credit-derivatives  price 
aren't  published  in  the  paper  like  stoc 
prices.  You  could  have  seen  trouble  brew 
ing  at  Gap  well  in  advance  of  credit-rat 
ing  dovmgrades  (see  chart,  p.  80). 
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What  does  product 
development 


Tnean  to 


--^^  "A  ball  bearing  that 

fits  my  quarterly  projections 
as  tightly  as  it  does  my 
customer's  assembly" 

Why  make  product  success  more  likely  when  you  can  make  it  inevitable?  PTC  solutions  for 
collaborative  product  development  help  put  engineers,  suppliers,  and  customers  behind 
one  goal -winning  at  the  product  game.  PTC  is  the  world's  largest  software  company  with 
a  total  commitment  to  the  product  development  process.  Product  development  means 
business-and  at  PTC,  it's  our  only  business.  1 .888.PTC.3776  or  www.ptc.com 


Product  development  means  business: 


PTC 

Shaping  Innovation 


©2001  Parametric  icchnologv  Corporation.  PTC  and  its  logo  and  Product  Development  Means  Business  are  trademarks  or 
registered  trademarks  of  Parametric  Technology  Corporation  or  its  subsidiaries  in  the  United  States  and  in  other  countries. 


CREDIT  WARNING 


But  for  now  the  quotes  are  known 
only  to  a  small  circle  of  professionals 
trading  credit  insurance  in  a  wholesale- 
only  market.  The  trades  typically  cover 
$10  million  tranches  of  five-year 
bank  debt. 

The  buyer  doesn't  have  to  be  some- 
one hedging  a  loan.  It  could  be  a  specu- 
lator betting  on  financial  trouble. 
Buying  credit  coverage  is  roughly  equiv- 
alent to  selling  the  debtor's  bonds  short 
while  going  long  a  comparable  U.S.  Trea- 
sury note. 

If  the  debtor's  balance  sheet  goes 
from  bad  to  worse,  the  buyer  of  the  credit 

The  Price  of  ProtectiorL 


international  banks  started  the  credit 
trading  market  six  years  ago.  You  can 
hedge  away  risks  from  currencies,  energy 
costs,  even  the  weather — why  ngt  credit 
quality?  The  Russian  default  and  the 
Asian  crisis  of  1998  triggered  immense 
desire  by  banks  to  hedge  their  exposure  to 
calamitous  events. 

In  the  wake  of  Enron,  Kmart's  Chap- 
ter 1 1  filing  and  the  shocking  accounting 
problems  at  Global  Crossing,  Tyco  and 
others,  there  is  an  explosion  of  interest  in 
the  market  for  insuring  against  credit 
defaults. 

And  nowadays  even  prime  credits  are 


Insurance  against  a  Gap  bankruptcy  rose  nearly  ten  times  over  the  last  six  months. 
The  credit  market  says  Gap  is  already  "junk"— the  rating  agencies  are  lagging. 

800  Basis  points  


Dec.  11,  '01  Gap  put  on  Moody's 
watch  list,  rated  Baa2. 


Sources:  Moody's  and  CreditSights. 


Jan.  14.  02  Moody's 
downgraded  Gap  to 
Baa3;  left  rating  on 
review  for  further 
downgrade. 
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derivative  will  make  a  profit.  If  the  debtor 
strengthens,  the  buyer  loses  money  on  the 
derivative. 

Either  way,  there's  money  in  this  for 
the  marketmakers.  It's  estimated  that 
middlemen  peeled  off  $1  billion  in  profits 
a  year  on  upwards  of  $1.5  trillion  in 
credit  protection  trading  last  year.  That 
volume  is  up  from  $50  billion  in  1996. 

How  much  profit  or  loss  is  there  on  a 
given  swing  in  the  derivatives  pricing?  It's 
a  complicated  formula  akin  to  the  one 
relating  yield  swings  to  bond  prices.  On  a 
five-year  bank  loan  a  swing  of  100  basis 
points  in  the  credit  insurance  translates 
into  a  gain  or  loss  of  not  quite  5%  times 
the  debt  being  covered. 

Deutsche  Bank,  J.P.  Morgan  and  other 


getting  harsh  judgments  in  the  derivatives 
market.  General  Electric  Capital  Corp. 
gets  a  triple-A  credit  rating  from  the 
credit-rating  agencies,  but  even  so,  the 
cost  of  insuring  GE's  credit  has  tripled 
since  early  February. 

Now  an  insurance  policy  against 
default  by  the  GE  subsidiary  over  five 
years  will  cost  you  34  basis  points  (34- 
hundredths  of  a  percentage  point)  of 
your  yield.  "The  market  thinks  its  credit 
rating  should  be  a  low  Aa  rather  than 
Aaa,"  says  Sanjeev  Gupta,  head  of  credit 
derivatives  at  Credit  Suisse  First  Boston. 
Other  companies  witnessing  embarrass- 
ing rises  in  derivatives  prices  are  House- 
hold Finance  Corp.,  farm-equipment 
maker  Deere  &  Co.  and  Countrywide 


Credit,  a  home  mortgage  lender. 

Tyco's  accounting  looks  a  little  iff 
and  investors  are  worried  it  won't  repa 
its  debt.  You  can  see  that  fear  writ  numer 
ically  in  the  derivatives  market.  Protec 
tion  against  default  on  its  6.375%  ten 
year  bonds  has  soared  to  425  basis  point; 
Correspondingly,  the  bond's  price  ha 
fallen,  from  98  cents  on  the  dollar  in  lat 
January  to  a  recent  82  cents. 

Gap's  clothing  isn't  as  chic  as  it  usci 
to  be,  and  you  can  see  that  in  the  deriva 
tives  price.  Credit  insurance  for  Gap  ban 
debt  spiked  from  82  basis  points  in  lat 
August  to  535  recently.  The  stock  is  ii 
trouble,  too,  but  hasn't  seen  the  sam 
degree  of  movement.  Since  August  share 
have  fallen  from  $21  to  $13. 

The  credit-derivatives  market  send 
warning  signals  that  credit  ratings  ar 
under  pressure  to  fall  from  investmen 
grade  to  noninvestment  grade,  says  Gleni 
Reynolds,  founder  of  CreditSights,  a  pri 
vate  credit-research  firm.  I 

Reynolds  notes  that  Nortel  Networks 
WorldCom  and  Halliburton  are  gettin; 
investment-grade  credit  ratings  (bbb  an* 
better)  by  Moody's  and  Standard  t 
Poor's,  but  are  getting  panned  in  th 
derivatives  market,  where  insurance  cov 
erage  indicates  junk  status  for  the  debt. 

At  times  the  market  for  credit  protec 
tion  can  be  wrong.  The  upshot:  tremen 
dous  volatility  in  the  pricing  of  credi 
protection.  When  retailer  J.C.  Penney  hac 
trouble  with  suppliers  last  year,  the  pre 
mium  required  to  protect  loan  exposure 
rose  to  750  basis  points.  But  Penney  wa 
not  headed  for  default  and  the  premiun 
sank  back  to  a  recent  450. 

Someone  who  bought  Penney  cover 
age  at  the  750-point  price  is  a  loser.  If  h< 
hangs  onto  the  credit  insurance  polic; 
unto  the  loan's  maturit)',  he  has  to  cougl 
up  7.5%  of  the  principal  amount  ever; 
year  to  the  seller  of  the  policy.  (Shouk 
Penney  indeed  stiff  its  borrowers,  th< 
seller  of  the  policy  would  owe  100%  o 
the  principal,  less  the  market  value  of  thi 
loan  after  default.) 

If  the  buyer  at  750  points  wants  ou 
early,  when  investors  are  feeling  bette 
about  Penney's  prospects,  he  will  have  tc 
pay  to  get  someone  to  take  the  derivati\  < 
contract  off  his  hands.  f 
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The  Victory  Capital  Management""  Diversified  Equity  Portfolio  Inas  outperformed  tine 
S&P  500  over  the  past  3-,  5-  and  10-year  trailing  periods.  Unlike  the  S&P  500,  the 
portfolio  is  actively  managed  for  strong  upside  performance,  controlled  downside  risk 
and  consistent  results.  By  diversifying,  we  also  minimize  the  individual  stock  and  sector 
concentration  risk  so  prevalent  in  the  S&P  500.  And  every  stock  is  selected  according 
to  rigorous  research  based  on  sector  trends,  intrinsic  value  and  long-term  potential.  To 
learn  more  about  our  Diversified  Equity  Portfolio  as  a  separately  managed  account,  call 
Victory  Capital  Management  at  1  -877-660-4400. 

Investment  Management       Mutual  Funds       401(k)  Plans 


rformance  is  not  indicative  of  future  results.  Annualized  returns  shown  in  the  graph  above  are  net  of  fees  as  of  December  31 ,  2001 . 
3ry  Diversified  Equity  Portfolio  trailing  3-,  5-  and  10-year  periods  were  7.36%,  14.35%  and  15.25%,  respectively  The  S&P  500  trailing  3-, 
3-year  periods  were  (1 .03)%,  10.70%  and  12.94%,  respectively  The  inception  date  of  the  Diversified  Equity  Composite  is  January  1 ,  1990. 
rsified  Equity  Composite  includes  all  managed  diversified  equity  accounts  with  a  total  market  value  in  excess  of  $1  million  and  a  minimum 
3mmitment  of  90%  for  which  Victory  Capital  Management,  or  KeyBank,  N.A.,  advised  by  Victory  Capital  Management,  exercises  full 
:nt  discretion.  As  of  December  31 ,  2001 ,  the  composite  was  comprised  of  two  portfolios  amounting  to  a  total  market  value  of  $1 ,361 .3 
he  S&P  500  Index  is  an  unmanaged  index  comprised  of  500  domestically  traded  common  stocks  and  is  weighted  according  to  the  market 
each  common  stock  in  the  Index  and  includes  reinvestment  of  dividends.  Investments  may  not  be  made  in  an  index.  Victory  Capital 
nent  Inc.  is  a  member  of  the  Key  financial  network. 


•  NOT  FDIC  INSURED    •  NO  BANK  GUARANTEE    •  MAY  LOSE  VALUE 
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used  shock 
jtreatment  to 
ing  EDS  and  its 
took  back  to  life. 
Now  he  is  playing 
up  its  paranoid 
side  to  keep  the 
rally  going— 
and  to  save  the 
country  from 
cyberterrorism. 

BY  NEIL  WEINBERG 


STUCK  ON  THE  TARMAC  AT 
Newark  International  Airport 
in  his  Gulfstream  V  on  Sept.  1 1 
and  cut  off  from  the  world 
when  his  cell  phone  wouldn't 
work,  EDS  Chief  Executive  Richard 
Brown  silently  watched  out  a  jet  window 
as  the  World  Trade  towers  across  the 
Hudson  River  burned  and  collapsed. 

Six  months  later  the  image  still  sears 
Brown's  mind,  but  he  conjures  up 
another  one:  an  even  more  crippling  new 
wave  of  attacks  that  might  come  next, 
puncturing  the  nation's  technology 
underbelly  and  disabling  the  networks 
that  keep  nuclear  missiles  in  their  silos, 
the  lights  on  at  hospitals,  milk  on  store 
shelves  and  ATMs  belching  out  cash. 

"We  are  as  vulnerable  to  an  elec- 
tronic Pearl  Harbor  now  as  we  were  on 
Sept.  11,"  Brown  warns.  The  U.S.  hasn't 
done  enough  since  the  tragedy  to  pre- 
pare for  cyberterrorism.  "All  the  money 
has  been  spent  on  bombs,  bullets,  gates 
and  guards,  not  on  the  data  infrastruc- 
ture that  keeps  America  working." 

It's  a  good  sound  bite,  and  it  plays  to 
EDS'  strengths.  The  40-year-old  company 
is  steeped  in  a  heritage  of  security,  some 
would  say  paranoia.  This  legacy  may  be 
critical  to  the  continued  success  of  Dick 
Brown's  impressive  revival  of  the  $22  bil- 


lion (sales)  EDS — and  to  his  own  reput 
tion  as  a  turnaround  wizard. 

"Security  is  what  we've  been  dealii 
in  since  we  were  born,"  Brown  say 
Now's  a  great  time  to  sell  it.  EDS  ran 
ad  during  the  Olympics,  showing 
young  Japanese  girl  inadvertently  di 
rupting  a  U.S.  car  plant  while  playing 
her  PC  half  a  world  away. 

Each  day  EDS  battles  650  attemptt 
break-ins  and  three  new  viruses  at  tl: 
complex  of  50,000  servers  it  runs  fc 
2,500  clients  and  3  million  users.  Shou 
an  epidemic  spread  inside  the  firm, 
could  wreak  havoc  on  the  Immigratic 
and  Naturalization  Service's  databas 
disrupt  Continental  Airlines'  flight  ope 
ations  or  destroy  Medicare  records. 

That  is  why  EDS  has  hosting  cente 
surrounded  by  unobtrusive,  ivy-cover« 
antivehicle  bunkers  and  retractable  tar 
barricades.  Its  main  operations  roor 
reminiscent  of  NASA's  mission  contrc 
is- backed  up  by  13  similar  sites  arour 
the  globe.  To  stop  any  attack  from  wi| 
ing  out  a  big  piece  of  the  operation,  tl 
Piano,  Tex. -based  firm  houses  no  mo 
than  700  employees  at  any  one  data  cei 
ter.  In  the  U.S.  its  staff  is  spread  aero 
38  states. 

The  techie  airport  security  systen 
now  all  the  rage  are  old  hat  at  EDS. 
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installed  a  handprint-authentication  sys- 
tem in  1998  that  allows  citizens  to  clear 
immigration  in  seconds  at  Israel's  Ben 
Gurion  Airport.  An  EDS  smart  card  sys- 
tem controls  access  inside  the  Pentagon. 

"Over  the  past  1 5  or  20  years,  we've 
become  dependent  on  information  tech- 
nologies for  everything  from  the  flap  set- 
tings in  a  pilot's  flight  manual  to  traffic 
lights  to  finance,"  says  Bret  Allinson,  who 
oversees  EDS'  data  centers  in  the  Americas 
and  has  just  survived  the  most  crisis-rid- 
den of  his  22  years  at  EDS.  "These  days  all 
these  systems  must  be  protected  from 
biological  and  cyberattacks,  natural  disas- 
ters— and  terrorism." 

Brown  set  up  a  stand-alone  si  cnrity- 
and-privacy  unit  two  years  ago.  It  boasts  a 
thousand  experts  in  data  encr)'ption,  com- 
puter forensics,  disaster  planning  and  re- 
covery. Security-related  queries  are  up 
150%  since  Sept.  11.  EDS  expects  the  calls 
to  translate  into  a  serious  chunk  of  new 
business  beginning  in  the  first  half  "The 
phone  has  been  ringing  off  the  hook  with 
executives  taking  down  proposals  they've 
had  on  the  shelves  a  long  time  to  deal  with 
computer  security  and  cyberattacks,"  says 
Albert  Decker,  head  of  the  unit. 

EDS  is  by  any  stretch  a  seasoned  info- 
war  veteran.  It  was  founded  by  H.  Ross 
Perot,  a  graduate  of  the  U.S.  Naval  Acad- 
emy at  Annapolis,  Md.  who  trained  at 
IBM.  Perot  managed  EDS  with  military 
precision  and  an  almost  us-against-them 
mentality.  Its  gung-ho  aura  grew  when, 
after  two  EDS  men  were  held  hostage  in  a 
maximum-security  prison  in  Iran  in 
1979,  EDS'  own  commandos,  the  Sun- 
shine Boys,  staged  a  private  rescue.  "This 
is  the  most  exciting  time  yet  to  be  at  EDS," 
says  Paul  Chiapparone,  an  executive  vice 
president  and  one  of  the  hostages  rescued 
in  Iran.  "It  was  exciting  when  I  was  in 
jail,"  he  jokes,  "but  this  is  a  different  kind 
of  excitement." 

Perot  struck  some  as  kooky,  especially 
after  accusing  rivals  in  the  1992  presiden- 
tial campaign  of  plotting  to  release  a  fake 
nude  photo  of  his  daughter  sliortly  before 
her  wedding.  But  some  of  his  views  don't 
look  so  wild  in  these  warier  times:  In 
1986  he  asked  the  Federal  Aviation 
Administration  to  impose  a  no-fly  zone 
over  his  Piano  base  to  thwart  the  possibil- 


ity of  an  airliner  crash  or  attack;  he  was 
rebuffed.  He  left  EDS  16  years  ago  and  no 
longer  holds  any  stake  in  it. 

Perot  was  succeeded  in  1986  by 
insider  Lester  Alberthal,  who  left  under 
fire  and  was  replaced  by  Dick  Brown  in 
January  1999.  Brown,  54,  put  in  28  years 
in  telecom,  including  a  stint  at  Ameritech, 
where  he  won  praise  as  an  overhauler.  In 
1995  he  took  the  top  job  at  H&R  Block  for 
a  year,  then  ran  Cable  &  Wireless  in 
Britain,  where  he  did  21  deals  worth 
more  than  $20  billion  in  29  months. 

After  arriving  three  years  ago  at  EDS, 


until  the  fourth  quarter.  By  then,  growtl 
had  slowed.  Revenues  rose  13%  in  th 
fourth  quarter  (19%  including  acquisi 
tions),  down  from  17%  three  month 
earlier  and  1 6%  one  year  earlier. 

To  keep  his  rally  going  Brown  mus 
keep  business  rolling  in.  New  partner 
ships  are  part  of  the  plan.  One,  with  Sui 
Microsystems,  aims  to  bring  in  $3  billioi 
in  new  business.  "This  is  a  slam-dun 
tier-one  partnership  for  us,"  says  Sui 
Chief  Executive  Scott  McNealy. 

It  is  also  a  risky  one  for  Brown,  whosi 
142,000-person  firm  has  long  bragged  t< 


Brown  quickly  laid  off  one-third  of  the 
sales  force  and  cut  $2  billion  in  annual 
costs,  yet  has  landed  $89  billion  in  multi- 
year  contracts,  double  the  previous  sum. 

This  medicine  pushed  EDS'  stock  up 
50%  in  the  year  after  Brown  arrived,  to 
$75.  It  has  given  back  most  of  the  earlier 
gains  since,  recently  trading  at  $58.  Part  of 
the  blame  goes  to  "off-balance-sheet" 
equipment  leases  EDS  has  handed  off  to 
banks.  Though  they  likely  are  harmless, 
many  view  them  as  toxic  in  today's  mar- 
ket. EDS  was  also  hurt  by  costs  related  to 
all  its  new  contracts,  which  meant  it  failed 
n  generate  positive  free  cash  flow  (oper- 
fing  cash  flow  minus  capital  expenses) 


cUents  it  can  be  trusted  as  "technologicali 
agnostic,"  unlike  the  services  unit  at  riva 
IBM.  All  this  makes  it  more  vital  tha 
Brown  gets  all  the  oomph  he  can  fron 
heightened  info-security  fears.  Amoni 
2,500  firms  surveyed  last  summer,  88°/ 
had  antiviral  software  in  place,  yet  an  evei 
larger  percentage  were  infected  by  viruses 
worms,  Trojan  horses  or  other  "malware, 
says  Information  Security  magazine. 

"Cyberterrorism  is  real,  and  it's  ver 
hard  to  pinpoint  the  perpetrators,"  say 
Erruly  Freeman,  an  e-business  specialist  a 
Marsh  Inc.  "People  with  formidabb 
mathematical  abilities  launched  ver; 
sophisticated  viruses  in  2001  that  causec 
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orst  financial  damage  ever." 
ugs  like  Nimda  and  ILoveYou  put  in 
iner  performance  in  2001,  leaving 
)ns  of  workers  idle  and  causing  $13 
n  in  damage.  Even  the  Navy's  corn- 
's suffered  40  unauthorized  high- 
intrusions.  Osama  bin  Laden  has 
1  on  followers  to  cripple  the  U.S. 
)my.  Some  experts  believe  the  recent 

of  virulent  bugs  was  a  terrorist 
i-up  for  much  worse  to  come,  just  as 
.S.S.  Cole  attack  preceded  Sept.  11. 
he  problem  is  so  pressing  that  Bill 
;  pulled  Microsoft's  7,000  systems 
ammers  off  their  jobs  for  aU  of  Feb- 
'  for  a  "Trustworthy  Computing" 
live  aimed  at  making  more  secure 
iting  systems  (see  stoiy,  p.  90). 
DS  will  not  win  all — or  even  most — 
business  from  hard-core  security 
ucts.  But  the  sizzle  can  enliven  its 
y  mainline  business  of  running 
luter  systems,  call  centers  and  data- 
operations  for  the  likes  of  Chevron- 
:o  and  Blue  Cross  Blue  Shield. 
I  a  notable  coincidence,  the  morning 
:pt.  1 1  opened  for  EDS  with  the 
intment  of  former  Israeli  prime 
;ter  Ehud  Barak  as  the  company's 
y  adviser.  When  the  jets  hit  the 
d  Trade  Center  and  Pentagon,  EDS 
)ne  of  eight  global  situation  rooms 
led  within  an  hour.  Key  facilities 

locked  down  and  armed  guards 
)yed.  When  the  bioterror  threat 
,  EDS  quickly  moved  mail-sorting 
te  to  prevent  forced  evacuations, 
he  preparations  paid  off  Clothier 

rtling  Big  Blue 


"We  are  as  vulnerable 
to  an  electronic  Pearl 
Harbor  as  we  were  on 
Sept.  II,  ALL  THE 


INTO  BOMBS,  BULLETS^ 
GATES  AND  GUARDS, 

not  the  electronic 
infrastructure  that 
keeps  us  working." 


J.  Crew  hired  EDS  last  February  to  run  its 
computers  and  telecom  network.  Even 
before  EDS  installed  the  gear  to  handle 
sales,  it  set  up  a  network  to  keep  data 
flowing  after  a  telecom  outage.  Sure 
enough,  the  World  Trade  Center  collapse 
a  mile  south  of  J.  Crew's  headquarters 
took  out  the  area's  telecom  hub.  EDS  had 
95%  of  J.  Crew's  surviving  168  stores  (it 
lost  one)  back  online  in  24  hours. 

"When  they  were  putting  in  this  net- 
work, I  said  'I  wouldn't  do  it  that  way,'" 
says  Paul  Fusco,  J.  Crew's  chief  informa- 
tion officer.  "But  they  get  paid  to 
approach  things  the  way  they  do,  and  get- 
ting us  up  and  running  as  fast  as  they  did 
was  an  incredible  feat." 

The  Pentagon  attack  took  out  70%  of 
technological  infrastructure  there  for  the 
Navy,  which  along  with  the  Marine  Corps 
awarded  EDS  a  $6.9  billion,  five-year  out- 


nexli  morninjf 
adr^irals  yknd , 
and  telecom , 


ce  Dick  Brown  took  over  three  years  ago,  EDS  and  its  giant  computer-services  rival 
1  have  had  a  good  run  .  But  with  growth  slowing,  investors  are  getting  nervous. 
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s^^urcirtg  contract  in  Oct.  2000,  the 
largest  in'government  history.  By  5:30  the 
the- company  had  nine 
4  others  online  with  files 
inks.  Within  48  hours  EDS 
had  rolled  iiine  18-wheelers' worth  of 

MONEY  HAS  60NEh— ^'^^"^^^^'^        nearby  Crystal  City, 

Va.  foranother  1 ,000  Navy  personnel. 

Longer  term.  Brown  hopes  contracts 
like  the  Navy  and  Marines'  will  convince 
others  that  efficiency  and  security  go 
hand-in-hand.  The  Navy's  legacy  com- 
puters, like  those  in  many  firms,  form  a 
leaky  patchwork.  With  more  than  200 
networks,  many  units  are  unable  to  swap 
e-mail  and  files.  Thousands  of  applica- 
tions do  not  meet  Department  of 
Defense  security  guidelines,  and  bringing 
them  up  to  snuff  would  cost  a  fortune. 

EDS  is  putting  411,000  military  users 
on  a  single  intranet.  Along  with  the  Navy, 
EDS  will  screen  software  and  limit  Internet 
connections  to  a  half-dozen  on-ramps 
that  are  monitored,  filtered  and  can  be  cut 
off  fast  if  attacked.  The  Navy's  Fleet  Infor- 
mation Warfare  Center  has  also  launched 
unannounced  simulated  attacks  on  the 
network.  EDS  must  detect  the  intruders 
quickly  and  foO  or  limit  their  damage  in  a 
system  running  68,000  applications — or 
pay  fines  and  forgo  incentives. 

"In  both  the  military  and  private  sec- 
tor the  question  is,  'What  is  the  cost  of 
information  going  someplace  it  isn't  sup- 
posed to?' "  says  Joseph  Cipriano,  who  has 
overseen  the  contract  for  the  Navy  and 
Marine  Corps.  "It's  just  that  with  us  the 
cost  is  national  security." 

To  make  sure  the  data  it's  entrusted 
with  are  safe,  EDS  performs  a  dozen  or 
more  recovery  drills  a  month,  in  some 
cases  switching  a  major  client's  entire 
data  processing  operation  from  one  com- 
puter center  to  a  backup  on  the  fly.  With 
electronic  storage  and  fiber  connections 
getting  better  and  cheaper,  EDS  and  EMC 
are  working  on  the  ultimate  in  redundant 
computing:  networks  that  will  "mirror" 
databases  up  to  the  latest  transaction 
thousands  of  miles  away.  To  hear  Brown 
tell  it,  if  EDS  builds  it  they  will  come. 

"CEOs  are  waking  up  to  the  need  for 
layers  of  deterrents,"  he  says  with  a  sales- 
man's fervor.  "This  is  what  we're  good  at. 
It  plays  right  into  our  hands."  F 
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A  Rose  by  Any  Name 

People  laughed  when  Andersen  Consulting  separated  from  its 
now-infamous  sibling  and  renamed  itself  Accenture.  Nice  move. 

BY  JOANNE  GORDON 


SCAR  WILDE'S  WISECRACK 
about  marriage:  "Divorces 
are  made  in  heaven."  Well, 
maybe  so.  In  August  2000 
accounting  firm  Arthur 
Andersen  and  its  sister 
firm,  Andersen  Consult- 
ing, split  after  a  rancorous  battle  over 
how  much  the  consultants  owed  the 
accountants.  Under  an  arbitrator's  rul- 
ing, the  consulting  firm  grudgingly 
dropped  its  name,  and  on  Jan.  1,  2001 
became  . . .  Accenture.  Kibitzers  ridiculed 
the  name,  but  the  company  spent  $175 
million  promoting  it. 
Then  came  Enron. 

These  days  any  tag  is  better  than 
"Andersen,"  a  name  now  intimately  asso- 
ciated with  document  shredding.  Of 
course,  Joseph  Forehand,  the  lifelong 
Andersen  veteran  who  is  now  Accenture's 
chief,  doesn't  want  to  gloat.  Accenture,  he 
emphasizes — in  case  you  haven't  caught 
on — has  nothing  to  do  with  Arthur 
Andersen.  Indeed,  in  1989  the  auditors 
and  consultants  were  set  up  in  legally  sep- 
arate units.  Analysts  believe  Accenture  is 
free  of  Andersen  liability,  should  any 
lawyer  be  eyeing  it.  "Our  reputation  is 
sacrosanct,"  says  ^Forehand,  53. 

The  Enron  debacle  makes  Accenture's 
split  look  prescient,  as  other  firms  that  do 
both  auditing  and  consulting  follow  suit. 
In  February  Deloitte  Touche  Tohmatsu 
announced  a  plan  to  separate  its  two  sides. 
Earlier  PricewaterhouseCoopers  set  plans 
to  sever  ties  with  its  $6.7  billion  consulting 
unit;  in  the  spring  it  will  register  an  initial 
public  offering.  KPMG  Consulting  split 


from  its  parent  and  went  public  in  2001. 

Eighteen  months  after  freeing  itself 
from  the  Andersen  fold,  Accenture  is 
thriving.  Despite  the  recession  and  tech 
bust  that  are  choking  other  consulting 
firms,  Accenture  mustered  a  38%  rise  in 
operating  income  (net  before  deprecia- 
tion, interest  and  taxation)  last  year,  to 
$1.7  billion.  Revenue  grew  17%  to  $11.4 
billion.  The  industry  grew  at  less  than  half 
that  rate,  to  $415  billion,  says  research 
firm  Gartner  Dataquest.  The  work  keeps 
coming.  From  September  through 
December  2001  Accenture  booked  $5.6 
billion  in  new  contracts,  its  highest  four- 
month  total  ever.  Investors  have  pushed 
the  stock  up  90%  to  $27.50  from  the  July 
2001  public  offering. 

Forehand  says  his  challenge  is  to  dou- 
ble Accenture's  annual  revenue  in  the  not- 
too-distant  future.  To  keep  stoking 

Advice  Pays  Nice  

Accenture  raked  in  $11  billion  from  clients 
last  fiscal  year.  These  industries  anted  up. 

Communications  and 
high  tech 
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energy, 
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Source:  Company  reports. 
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growth,  he  has  increased  the 
firm's  government  contracts 
(up  26%  to  $1  billion  last 
year),  moved  deeper  into 
outsourcing  (up  20%)  and 
pushed  a  lucrative  but  risky 
change  in  how  Accenture  gets 
paid  for  its  work.  It  is  moving 
away  from  the  old  model  of 
hourly  fees  and  toward  pay 
for  performance.  Some  80% 
of  revenue  now  comes  fi-om 
performance-based  and 
fixed-price  deals,  up  from 
about  50%  five  years  ago. 

Accenture  also  has  gam- 
bled in  setting  up  20  inde- 
pendent business  units  that 
specialize  in  various  pur- 
suits, from  managing  Micro- 
soft installations  to  offering 
online  education  to  han- 
dling personnel  depart- 
ments. It  holds  a  majority 
stake  in  6  of  them,  and  if 
they  jell,  the  businesses  one 
day  may  be  spun  off  to 
Accenture  shareholders. 

Forehand  lumps  many 
of  his  new  efforts  under  the 
banner  of  "transformational 
outsourcing,"  a  sexier  ver- 
sion of  the  old  mainstay  of 
consulting.  It  entails  over- 
hauling entire  divisions,  not 
just  running  them.  Here,  an 
operating  margin  can  be 
14%,  compared  with  5%  to 
10%  for,  say,  taking  over  a 
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enter  and  running  it  as  is.  Overall, 
and  wants  to  lift  outsourcing  to 
)f  revenue  from  the  current  18%. 
r  the  next  seven  years  Accenture  is 
over  employee  education  at  Avaya, 
irmer  network  gear  division  of 


Lucent.  Accenture  is  revamping  Avaya's 
2,000  product  and  management  courses 
so  people  can  take  classes  online. 

There  is  a  risk — pricing  these  jobs 
correctly  is  tricky.  For  most  of  them 
Accenture  gets  a  fixed  fee  plus  an  amount 


 CONSUiTlNJGL 

based  on  how  much  money  its  clients 
make  or  save,  or  how  much  their  service 
improves.  Example:  Accenture  gets  a  base 
fee  from  a  recent  $2.6  billion,  five-year 
deal  to  manage  AT&T  Consumer's  cus- 
tomer service  operations.  If,  eventually, 
AT&T  serves  customers  faster  than  already 
promised,  Accenture  gets  paid  more. 

The  network  of  small  affiliated  com- 
panies offers  services  that  Accenture  can 
sell  to  its  clients.  E-peopleserve,  which 
Accenture  owns  jointly  with  British  Tele- 
com, manages  systems  and  people  who 
run  recruiting  and  benefit  programs.  Last 
fall,  when  Accenture  signed  a  $115  mil- 
lion deal  with  Cable  &  Wireless,  it  hired 
E-peopleserve  to  take  over  the  technology 
that  runs  Cable  &  Wireless'  personnel 
department.  Without  E-peopleserve 
Accenture  probably  wouldn't  have  gotten 
the  job. 

Accenture  thinks  some  of  these  satel- 
lites could  add  as  much  as  $500  million 
each  in  revenue  over  the  next  five  years. 
So  far,  though,  the  affiliated  companies 
have  generated  less  than  2%  of  Accen- 
ture's  revenues.  Most  aren't  profitable, 
and  since  1998  they  have  produced  equit)' 
losses  of  $1 10  million  for  Accenture.  The 
firm  has  played  the  investment-banker 
game  before,  with  mixed  results.  Since 
November  1999  it  has  plunked  more  than 
$300  million  into  a  portfolio  of  70  small 
companies;  last  quarter  Accenture  re- 
corded losses  of  $90  million  on  those 
equity  investments. 

An  engineer  by  education.  Forehand 
advocated  creating  a  network  of  businesses 
even  before  becoming  chief  executive  in 
November  1999,  after  George  Shaheen 
quit  to  run  the  now-defunct  online  firm 
Webvan. 

Forehand  feels  for  his  former  ac- 
counting colleagues  at  Andersen,  at  least 
the  ones  who  did  nothing  wrong.  But 
there's  a  final  irony  here:  Andersen's  pain 
could  be  Accenture's  gain.  Businesses 
burned  by  the  aftereffects  of  the  Enron 
collapse  need  to  look  more  pristine  than 
ever  before,  so  hiring  separate  auditing 
and  consulting  teams  could  become  the 
norm.  That  means  clients  could  hop  to 
Accenture,  the  Big  Five  consulting 
stepchild  that  became  the  first  to  go  it 
alone — even  in  name.  F 
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Let  Them  Burn 


Roxio  has  to  convince  content  moguls  that  burning  isn't  just  for  pirates,  by  nicole  ridgway 


CHRISK  IHR  CX)ROG  IS  FAR  AHFAI^  OF 
the  competition,  but  the  sell  job  never 
ends.  The  49-year-old  chief  executive 
of  Roxio  in  Milpitas,  Calif  controls  70%  of 
the  market  for  software  that  lets  people 
"burn"  music  onto  CDs.  Even  after  Napster 
got  knocked  out,  kids  and  grown-ups  are 
still  burning  like  mad.  Close  to  5  billion 
blank  CDs  were  sold  in  2001,  up  29%. 

Roxio,  spun  off  to  shareholders  of  stor- 
age giant  Adaptec  last  May,  has  sold  70 
million  copies  of  its  Easy  CD  Creator  and 
Toast  software.  A  version  of  its  product  is 
loaded  on  most  new  PCs,  as  part  of  Win- 
dows XP  and  on  most  external  CD-record- 
able drives.  Sales  for  fiscal  2002  ending 


Mar.  31  will  approach  $140  million,  up 
12%,  with  a  projected  $2  million  profit. 

But  now  Gorog  needs  to  extend  that 
dominance  to  other  media — photos, 
video  and  DVDs — at  a  time  when  content 
owners  are  skittish  about  digital  piracy. 
MusicNet,  a  new  online  song  subscription 
service  backed  by  top  labels  such  as  BMC 
and  Warner  Music,  blocks  tunes  from 
being  burned  onto  CDs.  Universal  Music 
created  a  CD  that  can't  be  digitally  copied 
or  even  played  on  some  computers. 

Gorog,  an  ex-dealmaker  for  Universal 
Studios  and  Disney,  has  spent  18  months 
flying  to  Los  Angeles,  Hamburg,  Paris  and 
London  to  convince  labels  that  burning  is 


good.  His  motto:  "Digital  distribution 
recorded  music  will  replace  physical  d 
tribution."  Fewer  than  10%  of  m 
releases  turn  a  profit,  so  Gorog  argi: 
that  burning  is  a  cheap  way  for  studios 
sell  songs  from  albums  that  haven't  sole 
copy  in  years.  Less  inventory  means  lo\'i 
costs  for  storage  and  shipping. 

It  took  a  year  of  talking  before  Goi 
won  his  first  convert.  In  June  EMI  agre 
to  allow  burning,  with  some  restrictioi 
in  its  online  ventures.  "Our  job  now  is 
make  burning  music  as  easy  as  stealini 
and  make  stealing  it  harder,"  says 
Samit,  an  EMI  senior  vice  president. 

In  January  Roxio  became  the  ma 

provider  of  burni: 
He's  no  bad  guy:  en  i 

_    ....  ..         software  ror  Pressplay 

Roxio  Chief  ^  ^ 

Chris  Gorog.  service  backed 

Sony,  Universal  and  E. 
and  the  first  to  sanction  burning.  Use 
pay  $25  a  month  to  burn  20  songs.  If  th 
sign  up  through  Roxio's  Web  site,  Ro> 
gets  a  cut  of  the  fee.  But  the  service  is  i 
tentionally  hobbled:  Users  can  burn  or 
two  tracks  by  a  single  artist  each  montl 

Gorog  needs  such  deals  to  mainta 
growth.  Almost  half  of  Roxio's  reven 
comes  from  licensing  deals  with  hardwc' 
makers.  In  the  last  year  these  fees  ha 
fallen  from  more  than  $3  per  unit 
about  $2.  The  other  half  comes  fro 
upgrades  to  bare-bones  versions  of 
software,  included  in  Windows  XP  ai 
RealNetworks'  RealOne  media  plavi 
Microsoft,  infamous  for  substituting 
own  code  after  leasing  from  shops  li 
Roxio,  says  it  is  happy  with  Roxio.  B 
who  knows  if  the  affair  will  last? 

Gearing  up  for  the  coming  DVD-bur 
ing  craze,  Gorog  has  a  product  nicknam' 
"Hitchcock"  due  this  spring.  That  means 
has  to  hit  the  road  again  to  convince  mo\ 
moguls  that  burning  is  good  for  them,  tc 
Thanks  to  the  Pressplay  deal,  he  has  ma' 
inroads  at  Universal,  but  a  rival  named  Sor 
Solutions  has  already  grabbed  key  licensii 
deals  with  DeU,  Microsoft  and  even  Adapt< 
Good  thing  Gorog  is  a  fast  talker. 
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AN  ASSORTMENT  OF  COPIERS 


When  it  comes  to  eopyinj>  solutions  tailored  to  fit  your  business,  Toshilia  tliouiiht  of  c\erythinf>.  (]lioose  from  a  family 
of  affordable,  state-of-the-art  copiers:  the  expandable  e-STUDI016  for  small  workjiroiips,  the  powerful  e-STUDIO,15 
for  mediiim-si/,e  businesses,  and  the  KG-22i  for  affordable,  high  quality  color.  All  fit  nicely  In  dijjital  network 
environments  to  keep  you  and  your  company  connected.  How  sweet  is  that?  To  learn  more  about  our  complete  line  of 
copiers,  fax  machines  and  printers,  visit  copiers.toshiba.com  or  call  1-800-GO-TOSHIBA. 
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TECHNOLOGY    DIGITAL  TOOLS  by  Stephen  Manes 


Can  You  Trust  Your  Computer? 


BILL  GATES,  MASTER  OF  THE  UNFIXED  BUG,  E-MAILS  HIS 
troops  a  manifesto  in  January  declaring,  "We  must  lead 
the  industry  to  a  whole  new  level  of  Trustworthiness  in 
computing."  The  long-suffering  Microsoft  observer 
wonders:  Does  he  mean  it,  and  will  it  work? 
Let's  hope  so.  As  Gates  defines  it,  "Trustworthiness"  (with 
that  capital  T)  is  not  just  a  matter  of  security.  It  also  encom- 
passes privacy,  so  users  get  to  control  their  own  data,  and  avail- 
ability, so  software  and  hardware  work  as  they're  supposed  to. 

Noble  goals,  indeed,  but  why  is  the  Wizard  of  Redmond 
suddenly  rushing  to  embrace  them  after  all  these  years?  Internet 
security  consultant  Richard  M. 
Smith  suggests  one  possible 
motivation:  "General  embar- 
rassment." Microsoft  has  long 
been  smitten  with  highly  pro- 
grammable features  that  most 
users  don't  need  or  even  try,  but 
that  leave  their  computers  open 
to  predation.  Programming 
errors  get  fixed  belatedly  with 
hastily  concocted  "patches"  that 
sometimes  make  things  worse. 

The  low  point  may  have 
come  on  Nov.  8,  when  Microsoft  issued  a  "patch"  for  Windows 
ME  that  "could  cause  the  system  to  fail."  Or  maybe  it  was  the 


No  matter  how 
much  Bill  Gates 
sells  the  idea  of 
trustworthiness, 
don't  expect  bugs  to 
disappear  soon. 


absolutely  necessary.  But  Win 
dows  XP  Home  Edition  give 
most  users  administrator  priv 
leges  without  warning. 

The  book  rightly  reconi 
mends  forcing  users  to  mi 
uppercase  and  lowercase  chai 
acters,  digits  and  punctuatio 
characters  to  create  more  secui 
passwords.  But  Passport,  whic 
stores  personal  information  o 
Microsoft's  servers,  still  lets  cui 
tomers  use  wildly  insecure  passwords  like  "password,"  and  le' 
anyone  who  knows  your  zip  code  take  several  cracks  at  guessir 
the  personal  "secret  question"  that  resets  the  password.  Th 
hurdles  are  higher  if  you've  stored  credit  card  info  on  the  sit 
but  the  overall  laxity  is  disconcerting.  ' 

My  guess  is  that  we  won't  see  substantial  improvements  unl 
Microsoft  delivers  the  next  generation  of  its  software.  Then  we 
hear  the  pitch:  Upgrade  or  lack  Trustworthiness.  That  may  be  tl 
one  proposition  that  could  give  users  already  drowning  i 
unused  features  a  compelling  reason  to  upgrade.  Expect  to  ss 
the  subscription  model  already  common  with  antivirus  pre 
grams:  Click  on  a  button  and  automatically  upgrade  your  ins- 
cure  operating  system — provided  you  pay  up  regularly. 

Gates  may  well  have  another  motivation:  fear.  For  no^ 


December  day  that  Windows  XP,  touted  as  "more  reliable,  more  *  Microsoft  can  hide  behind  the  software  industry's  shirk-wre 


secure,"  was  revealed  to  have  holes  so  disturbing  that  the  FBI  felt 
compelled  to  issue  a  warning. 

Everything's  supposed  to  be  different  now.  Microsoft  Press 
has  issued  a  book  called  Writing  Secure  Code, 
now  required  reading  in  the  company's  crash 
security  courses  for  programmers.  Patches 
that  once  required  several  separate  downloads 
are  increasingly  combined  into  cumulative 
fixes  much  simpler  for  users  to  install.  But 
patch-free  Microsoft  products  remain  un- 
likely. In  the  three  weeks  after  Gates  issued  his 
dictum,  Microsoft  published  three  separate 
security  bulletins. 

Don't  expect  security  problems  to  fade 
anytime  soon,  especially  at  places — like  your 
house — where  there  are  no  system  adminis- 
trators who  get  paid  to  track  them  down. 
Writing  Secure  Code  notes  that  logging  on  to 
your  computer  as  a  member  of  the  adminis- 
trators group — with  privileges  to  do  any- 
thing to  the  computer,  some  of  it  down- 
right nasty — is  a  bad  idea,  except  when 
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license  policy,  which  disclaims  all  liability  for  software  erroii 
But  that  could  change.  Bruce  Schneier  of  Counterpane  Intern 
Security  believes  that  "the  way  you  get  security  is  through  li. 

bility."  In  Cybersecurity  Today  and  Toma 
row:  Pay  Now  or  Pay  Later,  a  tough-mindfl 
look  at  the  way  security  is  avoided  becau 
of  its  expense,  the  Computer  Science 
Telecommunications  Board  of  the  Nation 
Research  Council  proposed  just  that  in  Jai 
uary.  It  recommends  that  policymakers  co] 
sider  "steps  that  would  increase  the  exp< 
sure  of  software  and  system  vendors  ar 
system  operators  to  liability  for  syste 
breaches"  as  an  incentive  to  face  up  to  sea 
rity  issues  instead  of  ducking  their  costs. 

That  won't  happen  if  Microsoft  has  ani 
thing  to  say  about  it.  Gates  may  have  rea 
ized  his  best  defense  lies  in  a  strategy  alien 
Microsoft's  bug-ridden  history:  offeril 
products  we  can  trust. 


n  Forbes 


Stephen  Manes  (sfeve@cranky.com),  cohosf  of  Digital  Duo.  has  been  covering 
fechnology  for  nearly  two  decades.  Visit  his  home  page  at  www.forbes/manes. 
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AT  WORK 

Now  employees  can  easily  increase  productivity  and  decrease 
downtime.  With  the  results  going  directly  to  your  bottom  line. 
Cisco  Mobile  Office  networking  solutions  will  allow  your  employees 
to  use  high-speed  connectivity  whenever  and  wherever  business 
takes  them.  How?  With  the  right  network  infrastructure  in  place,  employees  can  securely  update 
colleagues,  quickly  access  multimedia  presentations,  and  download  files  to  whichever  device 
is  closest  at  hand.  When  you're  a  networked  virtual  organization,  you're  more  effective  and 
more  productive,  and  ultimately,  more  profitable  too.  To  learn  just  how  businesses  like  yours 
have  added  more  productive  time  to  each  employee's  workday,  visit  cisco.com/go/productivity 
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PLEASE  PASS 

FHE  SMELLING  SALTS 

fter  years  of  neglect,  one  of  the  most  venerable  names  in  sports  is  trying  for  a  comeback. 


i  IAN  ZACK 

JERHAPS  ONLY  THE  HARDEST  OF 
hardcore  boxing  fans  noticed.  Dur- 
ing Muhammad  Ali's  1975  win  over 
e  Frazier  for  the  heavyweight  title,  both 
3re  the  distinctive  concave  "Everlast"  logo 
1  their  shorts  and  gloves.  So  have  leg- 
idary  boxers  from  Jack  Dempsey  in  the 
'20s  to  Sugar  Ray  Leonard  in  the  1 980s. 

But  this  proud  brand  has  been  looking 
etty  punch-drunk  of  late.  Blame  an  iras- 
3le  octogenarian,  Ben  Nadorf,  who  joined 
'erlast  in  1958  and  steered  its  boxing  busi- 
;ss  through  the  Ali  years — and  almost 
to  the  ground.  Figuring  the  name  was 
ough  to  keep  the  company  afloat,  Nadorf 
but  abandoned  advertising,  let  Everlast 
uipment  go  to  seed— pros  griped  that  ill- 
;ing  gloves  felt  like  pillows,  dubbing  them 
leverlast" — and  yanked  its  sponsorship 
televised  boxing  events.  The  neglect  al- 
DSt  doomed  92-year-old  Everlast,  where 
es  and  profits  had  barely  budged  (it 
'ned  an  estimated  $3.4  million  on  rev- 
ues of  $17.5  million  in  2000)  for  more 
in  five  years.  The  boxing  elite  defected  to 
start  brands  with  better-looking,  higher- 
ality  gear.  Even  Ali's  daughter  Laila,  a  pro 
xer  who  might  have  sported  her  dad's 
1  label,  chose  BUM  Equipment.  And 
)rts  retailers,  complaining  about  dowdy 
:kaging  and  lack  of  marketing  support, 

)king  for  a  T.K.O.:  George  Horowitz  must 
I  back  the  trust  of  pro  boxers— and 
sen  cumbersome  ties  with  investors. 


canceled  Everlast  equipment  orders. 

Against  long  odds,  Everlast's  new 
owner,  George  Horowitz,  5 1 ,  is  shooting  for 
a  comeback.  While  chief  of  publicly  traded 
Active  Apparel  Group,  Everlast's  most  lu- 
crative licensee  and  maker  of  women's  and 
men's  gym  apparel,  Horowitz  bought  the 
private  company  from  Nadorf  in  a  $60  mil- 
lion cash-and-stock  deal  in  late  2000;  he 
thought  a  combination — now  Everlast 
Worldwide — could  pack  a  wallop. 

Last  year  he  came  out  swinging.  Spend- 
ing about  $300,000,  Horowitz  replaced  the 
company's  50-year-old  sewing  machines  at 
factories  in  the  South  Bronx  and  Moberly, 
Mo.,  reorganized  the  assembly  line  and  in- 
stalled electronic  ordering  and  inventory 
systems.  He  upgraded  the  leather  of  his  box- 
ing gloves  and  brought  in  a  hand  surgeon  to 
redesign  them.  And  he  invested  $100,000  to 
revamp  the  cheesy  1960s-era  packaging  in 
favor  of  spiffy  clamshell  boxes. 

So  far,  so  good.  The  firm  earned  an  es- 
timated $2.5  million  on  revenues  of  $53 
million  last  year,  with  boxing  equipment 
sales  up  1 5%  and  apparel  sales  ahead  more 
than  3%  in  a  lousy  year  for  clothing  retail- 
ers. More  good  news:  Both  the  Champs 
Sports  and  Sports  Authority  chains  started 
carrying  Everlast  equipment  again. 

But  how  to  get  the  gloves  and  shorts 
back  into  the  ring?  By  restoring  Everlast's 
affiliation  with  pro  boxing.  And  while  such 
equipment  represented  just  1  %  of  Everlast 
Worldwide's  sales  in  2001,  Horowitz  be- 


lieves it's  the  best  way  to  stimulate  sales  of 
Everlast-branded  school  supplies  and  sleep- 
wear,  not  to  mention  construction  boots 
and  women's  active  wear.  The  company's 
biggest  endorser  is  Sugar  Shane  Mosley,  a 
former  welterweight  champion  little  known 
outside  the  ring.  Nothing  too  marketable 
about  him,  so  Horowitz  is  shelling  out 
$100,000  on  sponsorship  deals  with  net- 
works like  HBO  and  ESPN  so  the  Everlast 
logo  will  appear  on  corner  posts  and  ring 
mats  in  televised  fights.  He  is  also  spending 
$200,000  to  sponsor  U.S.  Amateur  Boxing. 
Commercials  are  airing  on  Comcast  cable 
and  the  Madison  Square  Garden  Network. 
In  a  cunning  bit  of  p.r.,  Horowitz  donated  a 
lockerful  of  Everlast  equipment  that  ap- 
peared in  the  recent  film,  Ali. 

Still,  Horowitz  is  fighting  with  one 
hand  tied  behind  his  back.  Before  selling 
him  the  company,  Nadorf  insisted  that  no 
banks  be  involved;  Horowitz  was  obliged 
to  give  him  1 3%  of  the  company,  as  well  as 
$45  million  in  preferred  redeemable  shares. 
These  must  be  repaid  out  of  operating  ex- 
penses; the  shares'  dividends  alone  ate  up 
two-thirds  of  Everlast's  2001  earnings. 
Horowitz  hints  he  may  soon  try  to  buy  out 
the  investors,  at  a  5%  premium,  through  a 
secondary  offering  or  a  loan. 

Investors  aren't  knocked  out.  Everlast's 
shares,  at  a  recent  $2.31,  are  down  about 
one-third  since  the  acquisition.  "This  brand 
is  a  sleeping  giant,"  says  Horowitz.  Rous- 
ing it  will  take  more  time  and  money.  F 
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A  lot  of  big,  splashy  magazines  are  hurting— or  biting  the 
dust.  Doug  Moore's  little  ones  are  still  hitting  the  mark. 


BY  MONTE  BURKE 

CLASSY  MAGAZINES  HAVE  HAD  A  VERY 
rough  go  of  kte:  Talk,  Industry  Stan- 
dard, Mademoiselle  and  Lingua 
Franca  have  all  folded  in  the  last  year.  So 
how  can  a  tiny  player  like  Vulcan  Media, 
which  publishes  30  titles  out  of  Birming- 
ham, Ala.,  boast  of  earning  10%  pretax  on 
$40  million  in  sales  last  year?  Its  founder 
and  80%  owner,  Douglas  Moore,  sets  his 
sights  low.  Hunt  Club  Digest,  with  a  circu- 
lation of  150,000,  has  no  pretensions  to 
journalistic  grandeur:  The  editorial  budget 
is  all  of  $100,000  a  year.  But  the  publica- 
tion, whose  first  issue  appeared  in  1999,  is 
in  the  black.  Moore  aims  to  publish  three 
issues  this  year,  distributing  copies  to  mem- 
bers of  hunting  clubs  and  the  Forest 
Landowners  Association.  Moore  figures  he 
can  take  in  $  1  million  in  advertising  sales 
while  spending  $200,000  on  marketing  and 
$450,000  on  printing  and  postage.  In  this 
way  he  can  make  money  even  though  he 
gives  away  75%  of  the  copies. 

There's  money  in  publishing  niches. 
Says  Moore,  "We  can  give  advertisers  much 
more  value  by  targeting  the  people  they  are 
most  likely  to  sell  their  product  to."  The 
Digest's  advertisers  include  Marshall  Rye- 
grass (deer  feed).  Leggy  Bayou  Tree  Stands, 
Mossy  Oak  (camouflage  apparel)  and 
BowTech  Archery. 

There  are  more  periodicals  where  tliis 


came  from.  In  February  Moore  launched 
Fish  &  Hunt,  a  quarterly  with  a  print  run  of 
100,000.  He  sent  the  copies  to  tlie  900  retail 
sporting  goods  stores  that  use  the  Nation's 
Best  Sports  buying  consortium.  The  cover 
price  is  $4,  half  of  which  the  retailer  keeps. 
"These  stores  have  the  best  outdoor-equip- 
ment customers  in  the  country,  guys  who 
go  in  to  get  advice  from  the  man  behind 
the  counter,"  says  Moore,  40. 

How  does  he  know  the  right  moment 
for  a  new  title?  Advertisers  tell  him,  by  rou- 
tinely vetting  his  new  ideas.  Getting  cozy 
with  them  has  saved  Vulcan  from  a  few 
dogs.  About  one  in  five  concepts  make  it 
to  the  launching  pad.  Among  those  that  did 
not:  Isource  Metals,  a  dot-com-flavored  bi- 
monthly aimed  at  metalworkers,  and  Sur- 
plus News,  which  was  supposed  to  bring 
together  buyers  and  sellers  of  excess  goods. 

Moore  has  shown  a  flair  for  salesman- 
ship since  he  was  16.  That  was  when  his 
parents  divorced;  he  decided  to  stay  in 
Grant,  Ala.  after  they  moved  away.  He  took 
coOege  courses  in  high  school,  supporting 
himself  by  selling  mobile  homes,  then 
earned  a  fiiU  scholarship  to  the  University 
of  Alabama.  While  there  he  worked  in  sales 
for  Randall  Publishing,  which  puts  out 
trucking  and  construction  magazines. 

"I  learned  that  I'd  rather  sell  sky  than 
widgets.  There's  no  limit  on  how  much  ad- 
vertising you  can  seO.  But  people  only  buy 


a  certain  number  of  widgets,"  says  Moor 
In  1984,  with  four  ft-iends  and  a  $100,00 
line  of  credit  from  the  bank.  Moot 
founded  Vulcan,  named  after  the  Roma 
god  of  drop  forging.  The  first  effort  was 
shopper — an  equipment  publication  fc 
metal  benders  with  no  editorial  contet 
and  a  circulation  of  10,000.  (It  metamo 
phosed  into  Heavy  Equipment  News.) 

There  have  been  calamities  along  th 
way.  Moore's  first  consumer  magazin 
Computer  Monthly,  raked  in  $400,000  i 
ad  revenues  each  issue  after  its  launch  i 
1990.  But  as  the  PC  market  crashed  in  199 
ad  revenues  dried  up  and  the  magazine  lo 
$2.5  million — nearly  destroying  Vulcai 
Two  years  ago  Vulcan  went  dot-com  an 
lost  $4  million  on  its  44  Web  sites.  It  als 
lost  $1  million  in  the  trade-show  marketir 
company  he  bought  into  in  1999.  "Whe 
we  get  outside  of  the  [print  magazine 
model,  we  don't  do  well,"  Moore  concede 

And,  as  a  result,  run  into  serious  cas 
shortages.  What  makes  it  tougher  is  th; 
unlike  newsletters,  which  collect  subscrij 
tion  money  in  advance  and  then  pay  tljeologii 
printer's  bills  over  the  course  of  a  year,  Vu 
can  pays  for  printing  upfi"ont  and  then  co 
lects  from  advertisers  and  distributors.  Ar 
unlike  Primedia,  say,  which  owns  86  sp' 
cialty  publications  and  can  wield  its  size  i 
reduce  printing  costs  and  wring  efficiencii 
from  cross-selling,  Vulcan  is  often  in  dang) 
of  running  on  empty.  "I  am  impatient: 
want  to  grow  really  big,  really  fast,"  sa' 
Moore.  Last  April  Vulcan  was  dunned 
the  IRS  for  a  $  1  million  arrearage — a  prol 
lem,  Moore  claims,  "that  sUpped  under  tl 
radar  of  the  chief  financial  officer." 

Looking  for  some  liquidity,  Moore 
entertaining  offers  for  several  of  his  magi 
zines.  Last  summer  Emap  USA  (former 
known  as  Petersen  Publishing  and  noj 
part  of  Primedia)  made  an  offer  for  ViJ 
can's  six  outdoor  titles  at  an  undisclose 
six  times  earnings.  Moore  said  no.  "It  w 
too  early,"  he  says.  "You  don't  want  to  ss 
when  you're  just  beginning  to  have  succe 
with  them."  It  probably  won't  be  the  la| 
offer.  "It's  likely  that  some  Time  executi' 
has  already  worked  the  numbers  on  the: 
guys,"  says  Scott  Donaton,  editor  of  Aiivej  Wari 
tising  Age.  There's  a  thought:  Would  yci 
like  a  subscription  to  Vulcan's  Predate 
Xtreme  with  that  renewal  of  People'^. 
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Special  Advertising  Fealin 


5^  I  I  jlfl  TYl.  O,  I  I  Special  Advertising  Fealure 

Si  irress  I  Stories 


BF  U-Pack  Moving  |  3801  Old  Greenwood  Rd.  •  Fort  Smith,  AR  72903  •  (877)  PACK  ABF  (toll  free) 
ww.upack.com  |  Save  money  on  out  of  town  moves.  You  Pack.  We  Drive.  You  Save. 

Itek  I  22819  E.  Appleway  Ave.  •  Liberty  Lake,  WA  99019  •  (509)  924-3731 
ww.altek-inc.com  |  Plastic  Inject.  Molding,  Precision  Machining,  Electronic  Assembly. 

merican  Whirlpool  |  3050  N.  29"'  Court  •  Hollywood,  FL  33020  •  (800)  327-1394 
ww.americanwhirlpool.com  |  QUALITY  MANUFACTURING  of  whirlpools,  air  tubs  &  spas. 

xiom  Medical  Inc.  i  555  W.  Victoria  St.  •  Rancho  Dominguez,  CA  90220  •  (310)  898-1779 
Innovative  designs,  materials,  and  coatings  for  surgical  devices. 


ww.AxiomMed.com 


ackwell  Igbanugo  Engen  &  Saffold  PA.  |  3601  W.  76"'  St.,  Ste.  250  •  Minneapolis,  MN  55435 

52)  646-0400  •  www.blackwell-law.com  |  Specializing  in  complex  litigation,  immigration,  bankruptcy. 

RC  Press  LLC  |  2000  NW  Corporate  Blvd.  •  Boca  Raton,  FL  33431  •  (800)  272-7737 
ww.crcpress.com  |  CRC  Press  is  a  leading  publisher  in  science  and  medicine. 

raftWorldwide  |  633  N.  St.  Clair  •  Chicago,  IL  60611  •  (312)  944-3500 

ww.draftworldwide.com  |  DraftWorldwide  is  a  leading  global  integrated  marketing  agency. 

ry  Creek  Nutrition,  Inc.  |  P.O.  Box  3027  •  Modesto,  CA  95353  •  (209)  341-5696 
ww.activin.com  |  Raw  ingredients  manufacturer. 

'ie  County  Medical  Center  Healthcare  Network  |  462  Grider  St.  •  Buffalo,  NY  14215 

16)  898-3000  •  www.ecmc.edu  |  Academic  medical  center  serving  the  western  New  York  region. 

)rged  Metals  Incorporated  |  10685  Beech  Ave.  •  Fontana,  CA  92337  •  (909)  350-9260 
ww.forgeman.com  |  Manufacturer  of  seamless  rolled  rings  and  open  die  forgings. 

wtune  Hi-Tech  Marketing,  Inc.  |  2424  Harrodsburg  Rd.,  Ste.  101  •  Lexington,  KY  40503 
59)422-7000  •www.fhtm.net  |  Network  Marketing:  Communication/Technology  Products. 

eologic  Services  Corporation/ EIMS,  Inc  |  20  Peachtree  Ct.,  Ste.  201  •  Holbrook,  NY  11741 

31)  285-6684  •  GSC-Global.com/ElMSinc.info  |  Environmental  consulting/ web-based  mgmt.  services. 

iSpeck,  Inc.  |  3530  St-Laurent  Blvd.,  Ste.  303  •  Montreal,  Canada  H2X  2V1  •  (514)  284-1101 
ww.inspeck.com  |  InSpeck  is  a  leading  provider  of  optical  3D  digitizing  solutions. 

itermodal  Sales  Corporation  |  8650  Macon  Rd.  •  Cordova,  TN  38018  •  (877)  869-6500 
ww.intermodalsales.com  |  Intermodal,  logistics,  over  the  road  solutions. 

emin  Foods,  LC  |  600  E.  Court  Ave.,  Ste.  A  •  Des  Moines,  lA  50309-2021  •  (866)  536-4666 
ww.keminfoods.com  |  Manufacturer  and  marketer  of  FloraGLO®  brand  purified  lutein. 

verseas  Partners  US  Reinsurance  Company  |  1700  Market  St.,  Ste.  2720  •  Philadelphia,  PA  19103 
15)  282-6100  •  www.opusre.com  |  Reinsurance:  Professional  Reinsurer. 

C  Energy  Group  |  1165  Northchase  Parkway  •  Marietta,  GA  30067  •  (770)  850-0100 
ww.picworld.com  |  Provider  of  global  service  solutions  to  the  energy  industry. 

h  DATA  I  750  W.  Hampden  Ave,  Ste.  500  •  Englewood,  CO  80110-2122  •  (303)  788-9100 
ww.qcdata.com  |  Outsourced  data  management  services  for  utilities  and  telcos. 

le  Qestrel  Companies  |  200  S.  Los  Robles  Ave,  Ste.  110  •  Pasadena,  CA  91101  •  (626)  440-9100 
ww.qestrel.com  |  Technology,  Financial  &  Risk  Transfer  Services  to  Insurance  Industry. 

>ad master.  Inc.  |  5602  NE  Skyport  Way  •  Portland,  OR  97218  •  (800)  669-9690 

AW  .roadmasterinc.com  |   Leading  mfg.  of  equipment  used  to  tow  cars  behind  motorhomes. 

sti'in  Studies  &  Simulation,  Inc.  |  615  Discovery  Dr.  •  Huntsville,  AL  35806  •  (256)  539-1700 
AW  .s3inc.net  |  Provider  of  quality  technical  services  to  government  customers. 

Irdvne  Continental  Motors  |  PO.  Box  90  •  Mobile,  AL  36601  •  (251)  438-3411 
\  \\  .tcmlink.com  |  A  leading  supplier  of  engines  and  parts  for  general  aviation. 

II  isamerica  Flood  Hazard  Certification,  Inc.  an  AEGON  Company  |  777  Terrace  Ave.  •  Hasbrouck 
■i,i;hts,  NJ  07604  •  (800)  247-3384  •  www.transamericafinance.com/tfhc  |   Provides  flood 
litications  to  the  lending  and  insurance  industries. 

<■  Warranty  Group  |  4400  Government  Blvd  •  Mobile,  AL  36693  •  (800)  225-4711 
\  v\  vvarrantygroup.com  |  Automotive  Warranty  Marketing. 

ineLight,  LLC  |  2515  Manor  Way  •  Dallas,  TX  75235  •  (214)  741-6151 

\  u  ., irtcaskets.com  |  Nation's  leading  mfg.  of  high-impact  theme  caskets.  Patented. 

^         Learn  more  about  these  up-and-coming  companies  by 
visiting  their  web  sites  or  contacting  them  directly. 


'  Suininerall  Success 
Stories,  as  seen  week- 
days on  The  Fox  News 
Channel  nationally, 
spotlights  carefully 
researched  companies 
and  organizations  that 
define  "success."  Each 
has  demonstrated  strong 
leadership,  growth  and 
community  involvement 
and  is  worthy  of  your 
patronage." 

-  Pat  Summerall 


As  seen  on 
The  Fox  News 
Channel! 

Tues.  -  Thurs. 
between  1:30  -  2:00 
between  5:30  -  6:30 
P.M.  EST 


Made  possible  by: 

Pat  Summerall 
Productions 

Richardson,  Texas 

(972)  907-2525 
patsummerall.com 
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Rags  to  riches:  Portland 
charity  chief  Michael 
Miller  did  well%  doing  good. 


One  Man's  Trash... 

How  a  Goodwill  boss  turned  a  drowsy  charity  into  a  business— with  pay  to  mate 


WHEN  MICHAEL  MILLER 
took  over  a  dowdy  Port- 
land, Ore.  apparel  and 
home-furnishings  retailer 
in  1986,  it  had  sales  of  $4 
million  and  debt  of  $1  million.  Last  year  it 


did  $46  million.  The  stores  are  elegantly 
designed  with  bookstores  and  coffee  bars. 
Miller  spends  up  to  $1  million  a  year  on 
public  relations  and  advertising,  including 
commercials  on  Oprah  and  Friends.  He 
surveys  his  shoppers  extensively  to  pin- 


point locations  for  new  stores. 

Miller  runs  the  nonprofit  Goodwill  1 1 
dustries  of  the  Columbia  Willamette,  sel 
ing  used  clothes  and  furniture.  A  onetiil 
swimming  pool  builder.  Miller,  55,  swtj 
into  Goodwill  with  the  zeal  of  a  corpor;! 
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THERE'S  ONLY 

WITH  INVESTING  BY  THE  BOOK. 


THERE  ARE 


80,923  BOOKS. 
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You  could  fill  a  library  with'  all  the  books  that  have  been  written  on  investing  in  todays  market.  But  how  do  you  tell 

which  strategy  best  fits  you?  Simple.  See  a  financial  advisor.  Instead  of  generic  advice  for  the  masses,  you'll  get  personal, 

idviee  tailored  to  help  you  achieve  specific  financial  goals.  What's  more,  Scudder  supports  advisors  with  global  resources 

ind  investment  tools  that  can  help  you.  For  a  free  brochure  on  the  benefits  of  using  a  financial  advisor,  call  1-800-621-1048 

)r  visif  www.scudder.com.  And  discover  a  smart  financial  course  without  having  to  read  tedious  things  like  a  library. 

SCUDDER 

INVESTMENTS 

Translating  Opportunity 

Mutual  Funds  /  Annuities  Retirement  Plans 

prospectus  containing  mpre  complete  information,  including  management  tees  and  expenses,  contact  your  financial  representative  or  call 
der  Investments  at  1-800-621-1048.  Please  read  it  carefully  before  you  invest  or  send  money,  ©2002  Scudder  Distributors,  .Inc.  16102  (1/28/02). 


turnaround  guy.  He  scorned  nearly  all  gov- 
ernment handouts  and  embraced  entre- 
preneurship.  Result:  His  chain  of  28 
Goodwill  stores  has  twice  the  sales  revenue 
of  the  runner-up  among  the  179  semiau- 
tonomous  Goodwill  agencies  operating  in 
the  U.S.  and  Canada. 

And,  yes,  Miller  is  doing  well  by 
doing  good.  In  2000  he  earned 
$520,000— $230,000  in  base  pay 
and  the  rest  in  bonuses  for  hit- 
ting performance  targets.  That's 
double  the  pay  that  year  of  the 
president  of  Miller's  parent. 
Goodwill  Industries  International,  in 
Bethesda,  Md. 

Would  the  Pordand  Goodwill's  many 
donors  feel  cheated  if  they  knew  the  boss 
was  a  high-living  corporate  executive? 
Maybe  not.  As  it  is,  the  organization  puts 
9 1  cents  of  every  revenue  dollar  into  char- 
itable services,  if  you  include  in  "services" 
the  paychecks  for  its  1,500  rank-and-file 
employees,  almost  all  of  them  either  dis- 
abled (with  such  problems  as  cerebral  palsy, 
Down's  syndrome  and  drug  addiction)  or 
getting  their  first  jobs  after  stints  on  wel- 
fare or  in  jail.  Miller's  Goodwill  also  runs 
job  training,  computer  and  other  classes 
for  an  additional  5,500  people,  typically 
mothers  on  welfare,  ex-cons  and  aliens. 
Eliminating  Miller's  pay  altogether  would 
boost  the  services  payout  to  only  92  cents 
on  the  doUar.  And  look  at  what  Miller  has 
done:  The  population  of  7,000  beneficia- 
ries is  up  ft^om  300  when  he  took  over. 

"We  had  to  rebuild  brick  by  brick,"  says 
Miller,  who  lives  in  Pordand's  swanky  Lake 
Oswego  suburb.  An  avid  hunter  of  bison, 
lynx  and  Russian  hogs,  he  is  blind  in  one 
eye  after  getting  shot  with  a  pellet  gun  as  a 
boy.  He  has  worked  at  a  Goodwill  since 
1976,  when  he  was  brought  in  by  his 
brother  John,  who  runs  Goodwill  in  south- 
eastern Wisconsin.  Miller  worked  at  Good- 
wills in  Milwaukee  and  Dayton  before 
moving  to  Pordand. 

His  overriding  goal  is  independence 
from  government  funding,  which  can 
swing  wildly  depending  on  the  mood  in 
legislative  halls.  Today  he  gets  only  4%  of 
his  budget  for  job  training  fi"om  federal  and 
state  governments,  compared  with  18%  in 
1985.  Nationally,  Goodwill  gets  20%  of  its 
revenue  fi"om  government  grants  and  em- 


ployment and  training  fees. 

Whatever  its  eleemosynary  aims. 
Goodwill  still  has  to  pay  its  bills.  When 
Miller  saw  that  one  outlet  was  dragging 
down  the  others,  he  shut  it.  Next  came 
transportation  costs.  Under  the  old  regime, 
all  donations  traveled  to  branches  in  Port- 
land and  Salem,  before  heading  back  out 


affiliates.  He  knows  that  donors  are  likely  to 
watch  Friends  or  Lifetime.  So  he  show^ 
them  emotional  30-second  profiles  ol 
Goodwill  employees,  such  as  Craig,  who 
has  cerebral  palsy  and  is  testing  donate(^ 
TVs  and  saving  money  for  his  first  home. 

He  targets  shoppers  with  spunky  and 
colorful  ads  showing  models  in  Goodwil 


Miller  did  strategic  planning  as  if  he 
were  running  a  fast-food  store.  


to  stores.  He  instead  had  goods  collected  at 
off-site  trailers  located  near  shops  and 
opened  sheltered  bays  to  encourage  dona- 
tions at  stores.  That  slashed  operating  ex- 
penses by  30%.  Miller  also  started  collect- 
ing goods  more  fi-equently  from  trailer  sites 
to  thwart  thieves  and  deter  trash  dumpers. 
The  quality  of  donated  goods  went  up. 

Miller  did  strategic  planning  as  if  he 
were  running  a  fast-food  chain.  He  did  sur- 
veys, finding  that  average  donors  were 
women  35  to  44  making  $50,000,  while 
shoppers  were  women  aged  25  to  54  with 
fA'o  children  and  earning  $30,000.  He  then 
got  data  from  the  Fred  Meyer  supermar- 
ket chain  (now  a  division  of  Kroger)  that 
broke  down  neighborhood  demographics 
by  gender  and  income.  He  opened  stores 
where  the  two  target  groups  intersected. 

His  customer  intelligence  helps  with 
advertising,  too.  He  spends  80%  of  his  ad 
budget  on  slots  on  Oregon's  TV  network 


By  the  Numbers 


Alchemy 

Portland's  Goodwill  turns  a  pound 
of  donated  goods  into  44  cents  for 

programs  for  the  disabled  and  poor 


pounds  of 
in  2000, 


Iverage  sa\6s 


erage  discount  from 
ihe  original  price  of  goods. 


er  '.vf  times  a  week 
isits  store. 


clothes.  These  spots  run  on  daytime  soapsi 
Oprah  and  Jeopardy.  The  sign-off  copy 
reads:  "Goodwill.  Need  something?"  He  re- 
covers some  of  his  costs  by  selling  the  same 
ads  to  128  Goodwills  around  the  country 
taking  in  $400,000  in  2001. 

Despite  the  recession,  over  the  last  yeai 
Miller  has  built  four  new  stores.  On  three 
occasions,  he's  managed  to  get  the  lane 
free,  selling  owners  on  tax  breaks.  Anc; 
musty  the  stores  are  not.  They  sport  i 
bright,  clean  look  with  Starbucks-like  cof 
fee  stations  on  the  inside. 

As  for  his  store  employees,  last  year  thej 
earned  $24.7  million  in  wages,  or  on  aver' 
age  about  $12,000  a  year  for  a  28-houi 
workweek.  They  make  $8.29  per  hour  on 
average,  above  the  $6.50  Oregon  minimum 
wage.  Miller  says  that  he  would  never  la; 
off  one  of  the  disabled  employees  (perhapi 
70%  of  the  total),  but  clients  off  welfare  o 
ex-cons  are  encouraged  to  leave  within  j 
year.  Last  year  he  placed  4,300  people  ill 
jobs,  including  those  who  went  througl 
job-training  classes.  "We  are  a  last-resor 
employer,"  he  says.  "But  if  you  don't  pro« 
them,  they  won't  know  what  it's  like  out 
side."  Miller  spends  $800,000  on  14  jol 
coaches  who  monitor  former  clients.  | 

Miller  is  a  bit  of  a  worrywart.  He  enl 
dowed  a  Goodwill-run  foundation  with  $i 
million  for  a  rainy  day.  His  concern:  Somi 
future  textile- recycling  law  wOl  discourag: 
people  from  donating  clothes. 

His  board  chairman,  Thomas  Young 
chairman  of  San  Diego-based  Regent 
Bank,  voices  no  regrets  over  Miller's  paj 
"He  doesn't  need  to  work  for  Goodwill,, 
Young  says.  "I  know  that  he  could  captur 
a  salary  just  like  tliis  one,  if  not  greater,  if  h 
just  became  a  free  agent."  I 
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KEVIN     C  O  S  T  N  E  R 


Dflagon/ly 


When  someone  you  love  dies. 
?Fe.;they^,9Qne  fQreyer?  ^ 


IPG-UIMREPITS  STRONCLV  CUITIOHED'^ 


I  THEMATIC  MATERIAL  AND  MILD  SEHSUAUTY|, 
f  Of  rating  reasons,  go  lo  www.tilmratings.com 


in  theatres  february  iz 

www.dragpnflymovie.com  A  AOL  Keyword:  Dragonfly" 
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 Backseat  Driver  By  Jerry  Flint  

Hydrogen  Bomb 


Pouring  money 
into  fuel  cells  won't 
speed  up  research. 
In  fact,  they  won't 
be  a  source  of 
car  power  for 
many  years.  . 


A FEW  WEEKS  AGO  THE  BUSH  ADMINISTRATION  SAID  IT 
would  stop  funding  a  ten-year-old  research  program 
with  the  auto  industry  to  build  an  80-mile-per- 
gallon  family-size  car.  Nothing  of  import  was 
discovered  during  that  time  and  a  dumb  program 
was  halted  with  only  $1.5  billion  of  our  money  wasted.  That's 
the  good  news. 

The  bad  news  is  that  Washington  is  going  to  waste  more  on 
trying  to  develop  cars  powered  by  hydrogen  fuel  cells.  Nothing 
will  come  out  of  this  program,  either. 

We've  been  on  the  alternative-fuel  road  for  a  quarter- 
century,  through  the  research 
for  the  steam  engine  and  the 
electric  car,  the  turbine  engine 
and  the  Sterling  cycle  engine, 
the  hybrid  engine,  the  natural 
gas  engine,  the  alcohol  engines 
(ethanol  and  methanol),  the 
hydrogen  fuel  engine,  the  diesel, 
the  rotary  and  a  few  more. 

With  government  funding, 
a  good  part  of  the  money  goes 
to  folks  who  can't  do  anything: 
research  centers,  professors, 
anyone  with  the  knack  of  filling 
out  a  government  grant  appli- 
cation. This  pays  for  lots  of  assistants,  secretaries  and  copying 
machines.  It  doesn't  seem  to  get  to  people  who  know  anything 
about  cars. 

The  money  that  goes  to  the  people  who  can  do  something, 
the  auto  companies  or  a  few  specialized  outfits,  pays  for 
research  they  were  doing  anyway  but  allows  more  rides  into 
blind  alleys  that  they  otherwise  would  have  skipped. 

Naturally,  while  failing  they  will  say  they  made  valuable 
progress.  Baloney.  They  say  the  research  on  the  80mpg  dream 
car  brought  progress  on  hybrid  (gas-and-electric)  sys- 
tems. Well,  Toyota  and  Honda  created  hybrids  without 
consuming  $1.5  billion  of  your  tax  money. 

People  think  that  just  because  I  say  government 
intervention  won't  work  I  am  against  fuel  economy. 
Wrong.  I  am  for  fuel  economy;  it's  a  good  thing.  But 
it's  not  because  I  don't  trust  Saudi  Arabia  or  think  Los 
Angeles  wOl  be  underwater  because  of  global  warm- 
ing. I  just  don't  like  to  spend  any  more  than  I  have  to 
at  the  gas  pump. 

The  key  to  higher  mileage  is  less  weight  and  thus 
smaller  engines  to  pull  the  lower  weight.  But  to  replace 
steel  with  high-cost  light  material  would  result  in  a 
$150,000  car,  and  it  still  wouldn't  get  80mpg. 
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Seventy  miles  per  gallon  i; 
possible  in  a  very  small  ca: 
using  aluminum  instead  o 
steel,  with  a  technically  ad 
vanced  turbo-diesel  engine 
This  vehicle  would  cost  $25,00( 
but  wouldn't  sell  because  i 
would  be  too  small.  In  fact,  the; 
exist  in  Europe  (Volkswaget 
Lobo  and  the  Audi  A2)  ant 
don't  sell  well,  despite  $5-a-gal 
Ion  petrol.  Too  small  and  price} 
I  he  hydrogen  fuel  cell  engine  works:  Hydrogen  meets  ox)' 
gen  and  they  make  water  (the  exhaust),  and  there's  a  spark  lef 
over  that  is  the  electricity  that  runs  the  electric  motor. 

But  it's  not  a  mass-production  technology.  Hundreds  o 
millions  of  dollars  are  being  spent  to  research  it  by  every  majo 
auto  company  and  by  companies  like  BaUard  in  Canada.  A  fev 
research  fuel  cell  vehicles  are  running  around,  and  fuel  eel 
buses  might  go  into  test  use  sometime  in  10  to  15  years. 

But  I  also  know  that  just  pouring  money  into  fuel  cell 
won't  speed  up  research.  And  that  a  fuel  cell  engine  wOl  be  ter 
ribly  costly  and  an  unlikely  source  of  car  power  for  anyone  olc 
enough  to  read  this  page. 

Few  people  realize  the  difficulty  of  building  an  engine  thai 
must  drag  3,000  or  4,000  pounds  over  all  kinds  of  terrain  in  al 
kinds  of  weather,  Arctic  cold  to  Death  Valley  heat,  and  wi) 
always,  always,  always  work. 

Should  we  ever  run  out  of  oil — and  I  don't  expect  that  tt 
happen  in  the  lifetime  of  anyone  reading  this  page — alcohc 
will  work  fine  in  car  engines.  It  costs  more  than  gasoline,  but  i 
works  fine. 

So  when  you  read  in  a  few  years  that  Washington  is  abaiu 
doning  hydrogen  fuel  cell  research,  don't  say  I  didn't  tell  you. 
And  don't  worry,  fuel  economy  will  improve.  I 


Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  tlie  automobile 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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son  number  one  in  global  acquisitions:  Getting  different 
ness  cultures  to  work  together  smoothly  is  no  walk 
the  beach. Trying  to  get  different  networks  to  do  the 
e  can  be  an  even  bigger  hassle.  So  how  do  you  make 
denly  acquired  systems  work  for  you  —  instead  of 
nst  each  other? 

team  up  with  AT&T.  Like  Tower  Automotive,  a 

ing  auto-parts  manufacturer  with  more  than  70  plants 

jnd  the  world. They  considered  using  other  carriers  or 


managing  their  own  network  in-house.  AT&T's  reliable 
and  cost-efficient  solution  "won  hands  down." 
We  converged  multiple  complex  business  applications  onto 
a  single  integrated  wide-area  network.  One  that  supports 
voice,  fax  and  data  traffic,  vastly  improving  bandwidth 
efficiency.  The  result:  fewer  headaches  and  lower  costs.  In 
need  of  less  stressful  network  consolidation?  Bring  in  AT&T. 

Results:  Measurable.  Possibilities:  Boundless. 


I  AT&T  toll  free  at  I  866  335-7865  or  visit  us  at  www.attbusiness.com/return 

[AT&T. 


AT&T 


MONEY  &  INVESTING 

Is  Accounting 


Never  mind  Enron— even  entirely  legal  bookkeeping  tricks  let  firms  inflate  earning 
beyond  reality.  Here  are  four  stocks  to  avoid,  by  Elizabeth  macdonald  with  daniel  krug 


THESE  DAYS,  ACCOUNTING  SMELLS.  THE  MEREST  WHIFF 
of  creative  bookkeeping  is  enough  to  wipe  out  billions 
of  dollars  in  market  value.  It  isn't  just  blatantly  du- 
plicitous  acts,  like  those  that  appear  to  have  been  rife 
at  Enron,  that  will  kill  a  stock.  Legal  maneuvers  are 
enough  to  frighten  investors,  if  they  have  the  appearance  of  \ 
padding  profits.  Such  worries  knocked  $50  billion  off  the  stock 
market  value  of  Tyco  International  in  February,  a  52%  plunge  in 
just  ten  trading  days.  Wall  Street  is  even  getting  edgy  about  that 
paragon  of  virtue,  General  Electric,  because  its  bookkeeping 
may  lend  itself  to  artificial  smoothing  of  earnings.  Who's  next? 
Here  are  four  stocks  you  might  want  to  avoid. 

Trust  Us,  Our  Chickens  V^ill  Hatch 

Washington  Mutual,  the  nation's  largest  thrift,  is  beloved  on  Wall 
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Street.  Some  2,000  institutions  now  own  80%  of  its  shares,  whid 
trade  at  $32,  up  90%  in  two  years,  giving  it  a  $3 1  billion  mark 
cap.  It  recently  bought  Fleet  Mortgage,  PNC  Mortgage  and  Bar 
United,  pushing  its  assets  to  $243  billion.  Earnings  soared  64% 
$3  billion  last  year.  In  January,  Eugene  Profit  of  Profit  Fun 
gushed  on  CNNfh  that  the  thrift's  earnings  are  "above  reproach 
Not  so  fast,  says  Robert  Olstein  of  the  Olstein  Financial  Ale 
Fund  in  Purchase,  N.Y.  He  has  spent  34  years  spotting  burit 
bodies  in  financial  reports  and  was  among  the  first  to  souil 
warnings  on  Sunbeam  and  Lucent.  Now  he  argues  that  Was 
ington  Mutual  is  artificially  boosting  profits  and  then  takii 


writeoffs  to  reflect  the  true  picture  later.  One  move:  It  mak 
mortgage  loans  it  must  service  for  up  to  30  years — yet  booi  sacquirej 
some  of  the  profit  up  front  when  securitizing  its  mortgage  po|  ares  haver 
folio,  that  is,  selling  debt  instruments  tied  to  the  mortgages'  f 


stidfli 


i  to  tel. 


iioseCoi 


iglomcra 


3ead? 


ture  income  stream.  Washington  Mutual  records  those 
profits  on  the  securitization  immediately,  instead  of 
spreading  them  out  over  the  life  of  the  underlying  loans. 
This  is  entirely  legit  under  the  liberal  gain-on-sale 
accounting  permitted  today.  Such  gains  more  than 
tripled  last  year  to  just  shy  of  $1  billion,  or  22%  of  pre- 
tax earnings  before  extraordinary  items,  up  from  $262 
million,  or  9%,  in  2000. 
Washington  Mutual  has  also  booked  as  an  asset  $6.2 
jOion  in  future  mortgage-servicing  rights,  up  more  than  sixfold  in 
year  and  equal  to  44%  of  shareholder  equity.  Okay,  servicing 
ghts  are  valuable — ^just  as  drug  patents  are  valuable.  But  drug 
companies  do  not  make  a  habit  of  booking  expected  fliture 
profits  as  soon  as  a  patent  is  issued.  The  rules  permit  Wash- 
^    ington  Mutual  to  do  what  it's  doing.  But  maybe  the  rules 
are  too  lax. 

V  Calling  future  profits  an  asset  is  a  tricky  business.  Note 
f  that  last  year  Washington  Mutual  took  $1.7  billion  in 
charges,  $1.1  billion  of  it  in  the  fourth  quarter,  to  reflect 
ss^^iieaker  prospects  for  the  revenue  stream  of  all  those  ser- 
cing  rights.  It  papered  over  the  hit  with  a  nearly  identical  $1.8 
lion  gain  on  securitizations  and  portfolio 
cs.  Deloitte  &  Touche  audited  its  books. 

"So  how  much  of  that  huge  increase  in 
irtgage-servicing  rights  is  real?"  Olstein  asks, 
he  valuation  of  this  asset  seems  too  opti- 
stic.  If  I  am  right,  it  is  overstating  current 

nings."  The  company  says  it  is  correctly 
uing  the  asset,  but  with  disclosure  thin,  that's 

d  to  tell.  Kerry  KiUinger,  Washington  Mu- 

Ts  chief  executive,  says  in  a  press  release  that 

thrift's  "strategy  of  mitigating"  such  huge 
II  ges  with  gains  and  the  liquidation  of  hedg- 
,  instnmients  "has  worked  effectively." 


I   $157  million  in  trailing  12-month  earnings. 

I        Though  SPX  says  that  its  financials  are  "conservatively 

\  stated,"  its  long-term  debt  has  doubled  to  $2.7  billion  in  a  year, 
more  than  its  $1.6  billion  in  shareholders'  equity.  SPX  also  has  a 
predilection  for  "nonrecurring"  charges  that  seem  to  recur  all 
too  often.  It  has  taken  $279  million  in  such  charges  from  1998 
through  the  first  nine  months  of  last  year,  equal  to  36%  of  pre- 
tax earnings  for  the  period.  SPX  says  one-third  of  the  charges 
were  due  to  acquisitions.  Other  firms  utilize  this  recurring  "non- 

i   recurring"  approach,  too  (see  table).  Results  were  audited  by 

I  Arthur  Andersen. 

i        Olstein  notes  that  the  special  charges  from  the  acquisitions 
i   and  other  items  have  cut  deeply  into  SPX's  retained  earnings,  which 
?   now  stand  at  $286  million,  not  a  big  amount  for  a  company  with 
j  a  market  cap  of  $4  billion.  SPX  disagrees  and  says  its  retained  earn- 
:i   ings  have  been  hurt  by  an  $800  million  dividend  it  had  to  pay 
General  Signal  investors  as  part  of  the  agreement  for  the  October 
1998  merger.  Another  concern:  SPX  has  been  relying  on  gains  from 
\   its  employee  pension  fund.  Some  $45  million  in  such  gains  pro- 
vided 1 3%  of  its  $335  million  in  pretax  income  in  2000.  That  $45 
million  is  up  41%  from  1999.  SPX  says  its  pension  accounting  is 
more  conservative  than  that  of  its  peers. 

Our  Goodwill  Is  Terrific 

Whispers  that  WorldCom,  the  Clinton,  Miss,  telecom  giant,  has 
some  accounting  problems  have  driven  its  stock  down  to  $8 
from  $12  on  Jan.  28.  The  company  says  not  to  worry,  but  you 

I  should.  After  WorldCom  bought  MCI  in  September  1998,  it 
tried  to  immediately  vaporize  half  of  the  $14.1  billion  purchase 
price  as  an  in-process  research-and-development  charge.  Wall 

'  Street  ignores  such  big  one-time  hits,  and  writeoffs  have  a  way 
of  spring-loading  profits  for  future  years.  When  the  SEC 


The  Serial  Chargei^ 


Avoid  these  outfits,  too,  as  they  have  taken  the  largest  charges  relative  to  their 
sales.  Their  constant  writeoffs  suggest  more  earnings  hits  are  ahead.  Says 
accounting  analyst  Jack  Ciesielski:  "If  a  company  is  pissing  away  its  capital  on 
writeoffs,  you  shouldn't  pay  as  much  for  its  earnings."  Adjusted  P/Es  assume 
charges  as  a  percent  of  net  income  will  remain  constant.       —Michael  K.  Ozanlan 
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mean 


AFTERTAX  NET  INCOME 
XFIYE-YEAR  AVERAGE) 
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Allied  Waste  inds 


$10.33 


42 


Cisco  Systems 


18.50 


46 


68 


lose  Costs  Don't  Count 

of  Muskegon,  Mich.,  is  wildly  popular 
li  analysts  as  it  sheds  auto  parts  and  indus- 
I  controls  to  remake  itself  into  a  zippy  mini- 
iL'lomerate  selling  large  power  transform- 
.  1 V  transmitters  and  industrial  mixers.  It 
cicquired  22  companies  since  2000,  and  its 
[  res  have  risen  36%  in  the  same  period  to 
[0,  giving  it  a  $4  billion  market  cap  on  just 


Compaq  Computer 


12.00 


24 


105 


$206 


$42 


1,955  1,327 


E.I.  du  Pont  de  Nemours 


42.30 


18 


27 


Fortune  Brands 


42.11 


13 


67 


International  Paper 


40.91 


15 


90 


Tenet  Healthcare 


64.85 


17 


27 


Waste  Management 


25.15 


18 


102 


908 


210 


2,864 


1,849 


322 


61 


591 


95 


672 


422 


755 


130 


Prices  as  of  Feb.  5.  'Reflects  estimated  2002  EPS  after  charges.  ^Charges  exclude  extraordinary  items,  such  as  accounting 
changes,  and  are  net  of  unusual  gains.  E;  Estimated.  Sources:  Muhex:  Thowson  Financial/IBES  via  FactSet  Research  Systems. 
For  an  expanded  version  of  this  table,  go  to  www.forbes.com/charges. 
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squawked,  WorldCom  cut  the  charge  down  to  $3  bilUon. 

Then  WorldCom  cut  the  book  value  of  MCl's  property,  plant  ' 
and  equipment  by  $3.4  billion,  reclassifying  that  sum  as  goodwill. 
It  says  outside  appraisers  advised  it  to  do  this  and  declines  further 
comment.  But  accounting  andyst  Brad  P.  Rexroad  of  the  Center  for  ■ 
Financial  Research  &  Analysis  says  the  move  inflates  profits.  Tele- 
com assets  like  MCl's  become  obsolete  in  four  years,  but  .goodwill  ^ 
is  an  intangible  asset  that  (at  the  time)  could  be  written  off  over  40  I 
years.  Thus  WorldCom  artificially  depressed  the  depreciation 
charges  it  is  taking  on  MCl's  assets.  Rexroad  says  the  move  added 
$695  million  in  pretax  earnings  in  2000;  without  it,  WorldCom's 
earnings  that  year  would  have  been  10%  lower.  Even  better:  New 
rules  say  purchased  goodwill  no  longer  has  to  be  amortized  at  all.  . 

WorldCom  also  boosted  2000  earnings  by  2  cents  a  share  r 
by  swallowing  a  portion  of  the  profits  from  a  partly  owned  [ 
telecom  outfit  in  Brazil,  Embratel  Participa(;6es.  WorldCom 
owns  a  19%  equity  stake  and  claimed  a  19%  share  of  Embra- 
tel's  profits  as  its  own.  Ordinarily,  companies  book  only  divi-  | 
dends  from  subsidiaries  in  which  they  hold  less  than  a  20% 
stake,  says  Rexroad.  WorldCom's  justification:  The  19%  of 
Embratel  comes  with  52%  of  the  voting  rights. 

WorldCom  stopped  flowing  through  Embratel  profits  effec- 
tive Jan.  1,  2001.  WorldCom's  filings  are  fuzzy  on  the  reason  for  , 
the  pullback.  Its  results  were  audited  by  Arthur  Andersen.  | 

One  more  thing  to  worry  about:  WorldCom  is  goosing  its 
top  line  with  a  revenue-swap  deal  it  inked  with  Electronic  Data 


Systems  in  1999,  whereby  each  company  sold  the  other  $6  bil 
lion  worth  of  services.  The  deal  lasts  1 1  years. 

Splish-Splash,  We're  Taking  a  Bath 

Emerson,  the  1 12-year-old  manufacturer  of  electric  motors,  is  n 
casting  itself  into  a  maker  of  high-tech  gear  for  factory  lint 
(FORBES,  Dec.  24,  2001).  The  makeover  involves  some  bi 
charges,  among  them  a  curious  $377  million  pretax  charge  fc 
"incremental  pretax  rationalization."  Though  it's  not  exact! 
clear  what  this  means,  analysts  were  encouraged  to  add  back  th 
large  sum  so  that  Emerson's  pro  forma  earnings  for  2001  woul 
come  in  25%  higher  at  $1.3  billion. 

David  Hines,  president  of  Avalon  Research  Group,  a  Boc 
Raton,  Fla.  institutional  research  boutique  that  doesn't  own  tl' 
stock,  takes  a  dim  view.  "As  much  as  $200  million  of  the  char^ 
could  be  for  normal  operating  expenses,"  he  says,  like  $65  millio 
for  inventory  writedowns.  And  wouldn't  it  be  more  honest.  Him 
asks,  to  include  inventory  writedowns  in  the  cost  of  goods  sold  i 
its  pro  forma  results?  And  look  at  the  curious  asymmetry  in  tfl 
handling  of  nonrecurring  items  that  go  the  other  way.  While  tf 
$377  million  charge  was  excluded  fi-om  pro  forma  earnings  toute 
to  analysts,  Emerson  did  include  in  pro  forma  net  $187  million  ■ 
one-time  gains  from  divestitures  of  assets.  An  Emerson  spokesma 
ducks  the  question  of  inconsistency  but  says  that  the  charges  a, 
part  of  an  ongoing  restructuring  and  that  it's  not  timing  assi 
sales  to  offset  charges.  Emerson's  outside  auditor:  KPMG. 


The  death  of  free  content; 

9th  Annual  Jupiter  Media  Forum  •  Hilton  New  York  •  March  18-1 9th,  20* 


Direct  and  indirect  online  revenue  strategies  for  Newspaper, 
Magazine,  Broadcast  and  Interactive  Media 

Consumers  have  been  encouraged  to  believe  that  on  the  Internet,  everything 
is  free.  Suddenly,  though,  media  properties  are  souring  on  the  prospects  for 
free,  ad-supported  content  and  service.  But  can  consumer  behavior  really 
be  so  conveniently  shifted  to  accept  the  new  reality? 

The  9th  Annual  Jupiter  Media  Forum  is  a  two-day  forum  on  strategies  for 
transforming  the  consumer  online  marketplace  away  from  all-free,  all-ad- 
supported  content  and  services  -  and  the  implications  of  doing  this  at  a  time 
when  the  outlook  on  the  economy,  and  discretionary  expenditures  of 
consumers,  Is  looking  most  uncertain. 


Day  1:  Driving  Dollars  Directly 
Day  2:  indirect  Revenue  Strategies 

Speal(ers  from  tiie  foiiowing  companies: 

>  New  York  Times  Digital 

>  People.com 

>  Cahners  Interactive 

>  Wall  Street  Journal  Online 

>  Forbes.com 

>  CBS  MarketWatch 

>  Dynamic  Logic 

>  Fathom  Knowledge  Network 
and  more... 


Sponsored  by  JJ([" 


To  Register  or  for  a  Complete  Agenda: 

>  web:  www.  jmm.com/mediaforum 
>tel:  1-800-488-4345  x6424 

>  e-mail:  forum@jmm.com 
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More  Ploys 

Adding  pension  gains  and  ignoring  stock- 
option  pay  are  common  ways  to  inflate 
earnings.  Here  are  the  real  performances. 

BY  ELIZABETH  MACDONALD  WITH  DANIEL  KRUGER 


I 


■F  COOKED-UP  PROFIT  FIGURES 
have  been  drawing  the  atten- 
tion of  congressional  com- 
.mittees,  it's  high  time  they 
became  a  worry  for  investors.  The 
preceding  story  (p.  102)  talks 
about  some  exotic  maneuvers, 
such  as  gain-on-sale  accounting. 
Now  let's  look  at  two  profit - 
puffers  that  are  extremely  com- 
mon: the  inclusion  of  pension 
gains  and  the  exclusion  of  option- 
related  compensation  costs. 

First  the  pensions.  If  a  com- 
pany has  an  overflowing  balance  in 
its  defined  benefit  plan — the  old-fash- 
ioned kind,  mainly  found  at  big  industrial 
corporations  with  unions,  not  the  40l(k)  do-it-yourself  type — 
then  net  income  gets  a  boost.  The  company  can  put  itself  down 
for  a  small  pension  cost,  or  even  a  negative  figure.  Some  fluctu- 
ations in  pension  costs  are  an  inevitable  consequence  of  actu- 
arial arithmetic,  but  note  that  a  pension  sponsor  has  a  certain 
amount  of  flexibility  in  making  the  assumptions  that  go  into 
actuarial  calculations.  By  changing  assumptions,  it  can  artifi- 
cially depress  the  pension  cost. 

One  of  those  assumptions  is  about 
the  average  investment  return  the  pen- 
sion portfolio  will  enjoy  over  the  next 
several  decades.  The  higher  the 
assumed  future  return,  the  less  the 
plan  needs  in  the  bank  now  to  fund 
future  payouts.  An  actuarially  over- 
funded  plan  can  give  rise  to  a  credit — 
a  negative  cost — on  the  profit-and-loss 
statement.  This  is  not,  generally  speak- 
ing, money  the  company  can  use  to 
pay  dividends;  iFs  just  a  paper  entry.  It 
is  nothing  like  a  profit  contribution 
that  comes  from  selling  more  widgets 
or  making  them  more  efficienfly. 

Example,  oversimplified:  A  com- 
pany with  $1  billion  in  pension  assets 
has  to  pay  out  $80  million  a  year  to 
retirees.  Plan  managers,  though,  figure 
they  can  earn  10%  over  time,  or  a 


Watchdog's  Bite 


Accounting  sleuth  Jack  Ciesielski's  take  on  com- 
panies' profits  sans  pension  and  option  dodges. 

EflRNIMCS  ($mil) 


Company 

reported 

recalculated 

Allegheny  Technologies 

$764 

$422 

AOL  Time  Warner^ 

1,493 

384 

Baker  Hughes 

264 

152 

Black  &  Decker 

214 

96 

Boise  Cascade 

218 

113  . 

International  Paper 

1,040 

409 

Lucent  Technologies 

6,166 

1,265 

NVidia 

136 

82 

Unisys 

-19 

-528 

Viacom 

331 

55 

Figures  are  cumulative  for  1996  tlirough  2000.  'Figures  do  not  include 
Time  Warner.  Sources:  The  Analyst's  Accounting  Observer;  company  filings. 


hypothetical  $100  million  a  year  on  the  assets.  The  hoped-l 
$20  million  difference  gets  credited  to  pretax  income,  notwit 
standing  that  the  portfolio  might  have  earned  less  last  year 
even  lost  money. 

The  Second  matter  of  controversy  has  to  do  with  the  use 
stock  options  to  attract  employees.  Bowing  to  pressure  frc 
high-tech  companies  that  hand  out  employee  options  liberal 
the  accounting  authorities  permit  the  value  of  options  to 
omitted  from  compensation  costs. 

The  rationale  for  this  treatment  is  tf 
option  awards  are  not  a  cash  exper 
and  that  the  potential  dilution  if  t 
options  are  exercised  is  duly  not 
in  diluted  earnings-per-share  fi 
ures.  lack  T.  Ciesielski,  a  corpor< 
accounting  expert  who  publis 
the  Analyst's  Accounting  Obser\ 
out  of  Baltimore,  Md.,  doesn't  b 
this  argument.  Options  have 
value,  he  says;  they  replace  w 
would  otherwise  have  been  ca 
salaries;  and  to  get  a  fair  view 
how  profitable  a  business  is  y' 
should  expense  option  costs,  alo 
with  cash  compensation,  on  t 
income  statement. 

Ciesielski  has  calculated  the  effect 
these  two  profit  boosters,  relating  to  pensions  and  options,  ■ 
cumulative  earnings  for  the  companies  in  the  S&P  100  ind 
over  the  period  1996  through  2000.  The  table  below  sho 
the  ten  with  the  biggest  lift  from  these  ploys.  Reported  ear 
ings  for  the  S&P  100  came  to  a  total  of  $970  billion  over  t 
five  years,  with  pension  gains  accounting  for  $39  billion 
that  sum  and  the  omission  of  stock  option  costs  accounti 
for  $49  biflion. 

On  a  sector-by-sector  bas 
companies  in  the  materials  indusi 
were  the  worst  offenders,  averagii 
a  22%  difference  over  the  five  yes 
between  their  Ciesielski-adjust 
earnings  and  what  they  reporte 
International  Paper  was  especia 
egregious:  It  booked  a  five-year  to 
of  $1.04  billion  in  earnings 
would  have  reported  only  $409  m 
lion  by  using  Ciesielski's  methc 
Stock  options  are,  no  surprise,  a  \ 
item  in  the  information  technolo 
sector,  where  $25  billion  of  relal 
earnings  boosts  took  place. 

Viacom  takes  top  prize  for  hs 
ing  the  biggest  swing  between  wH 
its  profit  total  should  have  been  ai 
what  it  reported  (487%),  wi 
Lucent  and  AOL  Time  Warner  (t 
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Were  building  a  dream, 
one  robot  at  a  time. 

The  dream  was  simple.  Design  a  robot  that,  one  day,  could  duplicate  the 
complexities  of  human  motion  and  actually  help  people.  An  easy  task?  Hardly  But 
after  more  than  15  years  of  research  and  development,  the  result  is  ASIMO,  an 
advanced  robot  with  unprecedented  human-like  abilities.  ASIMO  walks  forward 
and  backward,  turns  corners,  and  goes  up  and  down  stairs  with  ease.  All  with  a 
remarkable  sense  of  strength  and  balance. 

The  future  of  this  exciting  technology  is  even  more  promising.  ASIMO  has 
the  potential  to  respond  to  simple  voice  commands,  recognize  faces,  carry  loads 
and  even  push  wheeled  objects.  This  means  that,  one  day  ASIMO  could  be  quite 
useful  in  some  very  important  tasks.  Like  assisting  the  elderly  and  even  helping 
with  household  chores.  In  essence,  ASIMO  might  serve  as  another  set  of  eyes, 
ears  and  legs  for  all  kinds  of  people  in  need. 

All  of  this  represents  the  steps  were  taking  to  develop  products  that  make  our 
world  a  better  place.  And  in  ASIMOs  case,  its  a  giant  step  in  the  right  direction. 


The  power  of  dreams: 


MUNhY  &  INVhSIINU  I  NUMbbKb  UAIVlt 


pre-merger  AOL  is  reflected  here)  following  close  behind. 
Among  the  top  ten  worst  offenders,  the  adjusted  net  income 
would  have  left  each  still  profitable,  albeit  less  so,  with  the  excep- 
tion of  Unisys.  The  ever-struggling  computer  outfit  lost  $18.9 
million  over  the  five  years;  its  real  red  ink  was  $528  million  by 
Ciesielski's  reckoning. 

As  you  might  expect,  the  companies  mostly  defend  their 
pension  and  options  accounting.  International  Paper  disagrees 
with  Ciesielski's  calculations.  AOL  says  the  analysis  eft^ectively 
overstated  the  impact  of  these  items.  Toolmaker  Black  & 
Decker  knocks  Ciesielski's  method  for  not  taking  into  account 
a  large  goodwill  writeoff  it  took  in  1998 — a  noncash  acquisi- 
tions-related charge  that,  it  argues,  artificially  lowered  net 
income  and  made  the  effect  of  the  options  treatment  a  bigger 
share  of  reported  profit.  Allegheny  Technologies  says  it  and  its 
overfunded  plan  are  so  well  run  that  the  pension  credit  turned 

■SIQCK  FOCUS  


into  not  just  a  paper  gain  but  real  cash  for  the  company's  be 
efit,  since  this  overfunding  was  used  to  pay  retiree  medical  co 
and  thus  reduce  cash  benefit  costs. 

The  big  hazard  in  the  pension  and  option  profit  booste 
They  don't  work  in  bear  markets,  like  the  one  we've  been 
Assumptions  about  future  pension  returns  may  have  to  be  lo 
ered.  Employees  may  spurn  options  and  look  for  cash  pay. 

General  Electric  (not  on  our  top  10 — it's  number  35)  i 
case  in  point,  says  money  manager  Robert  Olstein.  In  the  p 
the  pension  fund  was  lovely  manna  for  GE:  Olstein  says  9%, 
$1.7  billion,  of  the  company's  $18  billion  pretax  income 
2000  came  from  there.  Well,  the  party's  is  almost  over.  G 
gains  from  its  employee  pension  fund  for  2002  will  decline 
between  $850  million  and  $1.2  billion,  Olstein  estimates.  T 
drop  ought  to  knock  a  nickel  to  7  cents  off  2002  share  earnin 
which  Value  Line  forecasts  at  $1.55. 


Warehouse  Bargains 


Stealing  from  Benjamin  Graham's  value 
playbook:  These  stocks  may  be  worth  more 
than  their  current  share  prices. 

BY  TRICIA  MCGINNIS 

BENJAMIN  GRAHAM  DEFINED  ONE  KIND  OF  BARGAIN  AS  A 
Stock  trading  at  two-thirds  or  less  of  its  net  current  assets. 
Net  current  assets  is  defined  as  current  assets  (like  cash, 
inventory  and  receivables)  mmus  all  debt.  Buy  a  company  at  that 
price  and  you  are  in  effect  getting  aU  the  long-term  assets — like 
brand  names  and  factories — for  free. 

When  Graham  promoted  the  idea  of  buying  stocks  like  this 
in  a  series  of  articles  for  FORBES  in  1932,  such  bargains 
abounded.  Now  they  are  extremely  scarce.  Loosening  the  criteria 
a  bit,  we  went  hunting  for  stocks  trading  at  less  than  100%  of 
their  net  current  assets.  In  our  database  of  33,686  U.S.  stocks  are 
73  that  meet  this  criterion;  34  trade  for  less  than  $1  a  share. 

BelawJheNet  


The  table  below  displays  five  of  these  cheap  companies  w 
at  least  $100  million  in  annual  sales,  a  market  value  of  at  le 
$45  million  and  a  share  price  of  at  least  $3. 

Allou  Health  &  Beauty  Care,  a  distributor  of  health  a 
beauty  products  and  pharmaceuticals,  has  revenue  of  $3 
million  (latest  12  months),  a  net  current  value  of  $66  milliij 
and  a  market  value  of  $49  million.  For  a  pure  liquidation  p 
this  is  tempting  but  not  a  guaranteed  winner.  Note  that  i 
ventories  equal  59%  of  current  assets.  You  have  to  pray  tH 
there  isn't  some  warehouse  filled  with  aspirin  tablets  neari 
their  expiration  date. 

But  there's  another  reason  to  like  Allou:  It's  profitable.  In  its  s^i 
ond  quarter,  ended  in  September,  Allou's  earnings  per  share  rc 
33%  on  a  1 3%  increase  in  revenues.  President  and  Chief  Financ 
Officer  David  Shamilzadeh  predicts  an  approximate  150%  pre 
increase  for  the  year  ending  in  March,  to  between  86  cents  andi 
cents  a  share.  You  can  get  the  stock  for  8  times  that  sum. 


Bargain  hunters'  delights  can  be  found  in  companies  like  these,  which  are  trading  at  less  than  current  assets  minus  all  liabilities. 


PRICE 

Net  current 

Market  value/ 

Latest- 

52-week 

assets 

net  current 

12-month 

Price-to-bc 

Company/business 

recent 

change 

($mil) 

assets 

sales  ($mil) 

ratio 

Allou  Health  &  Beauty/heaith  &  beauty  wholesaler 

$7.00 

49% 

$66 

74% 

$540 

0.6 

Audiovox/cell  phones,  car  accessories 

6.25 

-49 

276 

47 

1,267 

0.4 

Computer  Horizons/IT  sei 

3.21 

-33 

121 

84 

414 

0.5 

Cutter  &  Buck/sportswear 

6.52 

-21 

69 

99 

167 

0.7 

Duckwall-AIco  Stores/discoi           /  stores 

11.60 

111 

57 

84 

399 

0.5 

Prices  as  of  Feb.  7.  Sources:  Bloomberg 


'irkets:  FT  Interactive  Oafa  and  Market  Guide  via  FactSet  Research  Systems. 
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otSe^ctior 

T.  Rowe  ffli^value  manager  Brian  Rogers  hjjibutd one  the  market  in  a  downturn  by  playir 
defense/Exp&fc*ing  a  rebound,  he's  switchir^to  more  aggressive— and  riskier— plays. 


As  BRIAN  ROGERS  RELAXED 
poolside  one  balmy  afternoon 
on  his  Caribbean  vacation,  a 
man  recognized  him  from  the 
I'BS  show  \M\  Street  Week.  Yet 
Rogers,  a  veteran  T.  Rowe  Price  fund 
manager,  didn't  exactly  get  the  star  treat- 
ment. It  was  March  2000,  tech  stocks  were 
on  a  tear,  and  Rogers'  value-oriented 
Equity  Income  Fund  had  turned  in  an 
anemic  3.8%  return  the  previous  year, 
when  the  S&P  500  hit  21%;  investors  were 


BY  JAMES  M.  CLASH 

fleeing.  The  man  launched  into  a  diatribe 
about  how  out  of  touch  Rogers  was.  "It's 
not  like  I  tossed  a  drink  at  the  guy,"  recalls 
the  mUd-mannered  Rogers,  "but  I  did  tell 
him  every  dog  has  its  day." 

Indeed,  that  happened  to  be  the  week 
Nasdaq  peaked.  Since  the  start  of  2000 
Rogers  has  clocked  a  5.7%  average  annual 
return,  17.6  points  better  than  the  mar- 
ket. Over  the  long  term  he  has  a  track 
record  few  can  match.  Since  he  launched 
Equity  Income,  T.  Rowe's  first  value  vehi- 


cle, in  October  1985,  Rogers  has  been  o 
of  only  a  half-dozen  domestic  equ; 
managers  who  have  outpaced  the  S&P  (| 
chart,  p.  112).  And  he  has  done  so  wi 
low  expenses  ( 78  cents  on  $  1 00  of  asset 
low  annual  turnover  ( 22% )  and  low-mi 
tiple  stocks  like  tax  preparer  H&R  Blo« 
food  giant  General  Mills  and  util 
Southern  Co. 

Rogers,  46,  is  not  one  to  sit  still.  Lati 
he  has  ditched  these  classically  defensi 
stocks  for  cyclical  ones,  betting  on 
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upturn  in  the  economy.  Not  a 
return  to  the  go-go  days  of  the  late 
1990s,  mind  you,  but  a  decent 
recovery.  He  thinks  the  market 
will  be  up  10%  to  20%  this  year. 
"It's  time  for  a  leap  of  faith,"  he 
says.  "We  have  a  Fed  that's  cut 
rates  1 1  times,  earnings  down  by 
nearly  half  year  over  year,  the  S&P 
off  two  years  in  a  row  and  the 
most  ever  in  money  funds  as  a 
percentage  of  the  market."  The 
time  seems  to  be  right  for  a 
spring-back.  But  he  admits  that 
there's  a  big  drag:  Despite  their  fall 
in  the  past  two  years,  stocks  are 
trading  at  abnormally  high  multi- 
ples of  their  earnings. 

Parting  company  with  the 
inbred  bearishness  of  value  man- 
agers, Rogers  has  no  patience  with 
Cassandras  who  liken  the  U.S.  to 
Japan.  He  says  our  tech  bubble  is 
nowhere  near  the  size  of  Japan's 
real  estate  bubble  in  the  1980s,  in 
which  properties  were  changing 
hands  at  prices  implying  that 
Tokyo  was  worth  more  than  the 
entire  state  of  California.  "Sure, 


Sept.  1 1  and  the  recession.  Last  year  the 
company  lost  $158  million — and  shares 
sank  from  $24  to  $16  after  the  attacks. 
Putting  more  pressure  on  the  stock,  the 
week  after  Sept.  1 1  Sid,  Lee  and  Perry  Bass 
unloaded  135  million  shares  to  meet  a 
margin  call.  That's  when  Rogers  bought  at 
$16.  Disney  has  inched  back  to  $22.50. 

"We're  moving  out  of  relative  strength 
and  recycling  into  what  appears  to  offer 
more  upside,"  he  says.  Merck's  price  has 
declined  by  a  third  in  the  last  1 2  months  to 
$58  on  concerns  about  patent  expirations. 
"If  you  bought  a  year  ago,  you  feel  like  an 
idiot.  But  if  you  buy  today  at  19  times 
earnings  with  a  2.4%  yield,  you  might 
look  dumb  in  12  months,  but  the  chances 
are  better  you'll  look  like  a  hero." 

If  Rogers  were  a  pure  value  investor  in 
the  tradition  of  Benjamin  Graham,  he 
would  buy  stocks  only  when  they  are 
trading  at  low  multiples  of  earnings,  divi- 
dends or  book  value — preferably  all 
three.  That  doesn't  describe  his  guiding 
philosophy;  American  Express  is  going 
for  35  times  earnings  and  105  times  divi- 
dends. Rogers  is  more  likely  to  talk  about 
defensive  stocks  than  cheap  stocks.  When 
the  conversation  veers  off  into  sports,  as 


more's  Inner  Harbor.  "And  to  compen- 
sate, I  was  irritated.  You  just  have  to  say, 
'Their  loss.'"  A  photo  of  him  with  Wall 
Street  Week's  Louis  Rukeyser  sits  on  a 
shelf  ("The  first  time  I  was  on,  in  1996, 1 
lost  8  pounds  to  perspiration"). 

Founded  in  1937  by  former  chemist 
Thomas  Rowe  Price  Jr.,  the  firm  was  run 
until  the  1970s  much  the  way  Janus  is 
today.  "Growth,  growth  in  various  stripes 
with  very  litde  fixed  income,"  says  Chief 
Financial  Officer  David  Testa,  57,  who  has 
been  with  T.  Rowe  since  1972.  Money 
poured  in  during  the  Nifty  Fifty  era  and 
assets  under  management  ballooned 
from  $423  million  in  1960  to  $7.2  billion 
in  1972.  Then  came  the  bear  market  of 
1973-74,  and  T.  Rowe  watched  assets  slide 
36%  by  year-end  1974.  "The  crash  seared 
into  our  minds  that  we  had  to  diversify," 
says  Testa. 

It  seems  to  have  worked.  T.  Rowe  has 
grown  into  the  fourth-largest  no-load 
fund  family  behind  Fidelity,  Vanguard 
and  Janus,  with  $156  billion  in  managed 
assets  ($98  billion  of  it  retail,  spread 
among  80  funds). 

Within  T.  Rowe's  management, 
Rogers  is  a  strong  voice  for  controlling 


"A  volatile  path  scares  people  out  at  the  wrong  time. 
PEOPLEBUYWHEN  A  FUND  IS  HOT  and  [sell]  when  it's  cold, 


Amazon  was  above  $100  in  1999," 
says  Rogers,  "but  if  it  disappeared 
the  world  wouldn't  end."  The 
online  retailer,  which  he  wouldn't 
touch,  is  now  at  $12.50. 

His  new  strategy  is  chancy, 
and  it's  part  of  the  reason  he's 
down  a  bit  m  2002.  The  positions 
I  has  taken  look  like  value  plays  only  in 
|it  they've  been  beaten  up.  American 

I  press  saw  earnings  halved  in  2001  to 
3  billion  whUe  the  stock  tumbled  from 

p  to  $26  after  Sept.  1 1.  To  blame:  a 
mp  in  its  travel-related  business  and 

ticerns  about  junk  bonds  in  its  portfo- 
j  Rogers  bravely  bought  in  at  $30  in  the 
I .  He's  gambling  that  a  better  economy 

II  fading  fear  of  terrorism  will  restore 
I  company's  luster. 

I  Another  recent  risky  Rogers  pick  is 
;  It  Disney,  also  suffering  mightily  from 


it  sooner  or  later  does,  he  talks  defense. 

A  high  school  forward  at  6  foot  1, 
Rogers  was  too  small  to  play  basketball  as 
a  Harvard  undergrad.  Now  he  coaches 
kids.  "Defense  is  a  lost  art,"  he  says. 
"When  you're  9  years  old  the  emphasis  is 
on  shooting,  but  it's  just  as  important  to 
learn  good  defense.  The  other  thing  I  tell 
my  kids  is  to  take  good  shots.  That's  akin 
to  making  a  carefully  calculated  invest- 
ment. You  only  lob  from  three-point  land 
if  you're  desperate." 

T.  Rowe  Price,  once  a  pure  growth- 
stock  firm,  has  evolved  into  more  of  a 
defensive  shop  during  Rogers'  tenure 
there.  He  joined  in  1982  upon  graduation 
from  Harvard  Business  School  and  after 
Fidelity  turned  him  down.  "Sure  I  was 
disappointed,"  he  says  from  his  modest, 
cluttered  office  on  the  ninth  floor  of 
T.  Rowe  headquarters  overlooking  Balti- 


beta,  or  market-related  risk,  and  for  con- 
trolling volatility,  or  the  degree  to  which 
monthly  returns  fluctuate.  (Contrary  to 
popular  belief,  beta  is  not  a  measure  of 
volatOity;  a  gold  stock  could  have  a  0  beta 
and  still  be  as  volatile  as  Amazon.)  "A 
volatile  path  scares  people  out  at  the 
wrong  time,"  says  Rogers.  "People  buy 
when  a  fund  is  hot  and  get  shaken  out 
when  it's  cold." 

As  an  example,  Munder  NetNet 
(Class  A  shares),  a  technology  fund  with 
assets  of  $505  million,  and  T.  Rowe 
Equity  Income  have  had  similar  annual 
returns  (10.6%  and  10.3%,  respectively) 
for  the  last  five  years,  but  the  Munder 
fund  has  a  beta  of  2.5,  more  than  four 
times  Equity  Income's  0.6.  If  you  stayed 
put  in  the  Munder  fund  the  whole  time, 
that  is,  you  did  as  well  as  someone  in 
Rogers'  fund.  But  Munder's  investors  did 
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Don't  sellle  for  jusi  anyone. 
Choose  a  qualified  specialist 
with  the  credentials  to  back 
his/her  expertise. 

Accredited  Business  Accountants 

or  Advisors  (ABA®) 
Accredited  Tax  Preparers  (ATP''^') 
Accredited  Tax  Advisors  (ATA''') 

KNOWL{DGUNTEGRITY,AND 
SPECIALIZED  WRTISHN  SERVING  M 
NEEDS  Of  INDIVIDUALS  AND 
SMALL- TO  MID-SIZED  BUSINESSES. 

For  more  information  or  a  list  of 
accredited  professionals  in  your  area, 
visit  us  at  www.acatcredentials.org, 
or  call  us  toll  free  at  ^f^^ 
888-289-7763 
(ext.  1341). 


MONEY  &  INVESTING  I  THE  FUNDS 


The  voice  of  freedom 
never  faltered,  even 
though  it  stuttered. 

Winston  Churchill  was  perhaps  the  most 
stirring,  eloquent  speaker  of  the  century. 
He  also  stuttered 

If  you  stutter,  you  should  know  about 
Churchill.  Because  his  life  is  proof  that, 
with  the  will  to  achieve,  a  speech 
impediment  is  no  impediment. 
Learn  about  the  many  ways  you  can  help 
yourself  or  your  child.  Because  your  finest 
hour  lies  ahead. 

*  Stuttering 
i  Foundation™ 

OF  America 


1-800-992-9392 
www.stutteringhelp.org 


3 100  Walnut  Grove  Road,  Suite  603 
PCX  Box  11749  •  Memphis,  TN  38111-C74>-) 


One  of  the  Market-Beatin&f  eML 


Since  he  started  Equity  Income  in  1985,  Brian  Rogers  has  edged  past  the  S&P  500.  A  | 
$10,000  investment  in  the  S&P  back  then  grew  to  $87,700;  in  his  fund,  to  $90,300. 
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not  stay  put.  They've  averaged  a  -35.6% 
per  year  dollar-weighted  return,  a  statis- 
tic that  takes  into  account  hov^^  much 
money  was  in  the  fund  when  it  was 
going  up  and  how  much  when  it  was 
going  down.  Equity  Income's  dollar- 
weighted  average  was  10.5%. 

T.  Rowe  funds  hold  up  well  in  down 
markets.  Since  the  market  peak  in  late 
March  2000,  75%  (or  18  of  24)  of  T. 
Rowe's  actively  managed  domestic  stock 
funds  have  outperformed  the  market 
and,  of  those,  12  are  in  positive  territory. 
Rogers  contrasts  Vanguard,  Fidelity  and 
Janus,  with  respective  74%,  64%,  and 
10%  of  domestic  funds  market-beaters  in 
the  same  period. 

A  defensive  posture  tends  to  mean  a 
preference  for  dividend  payers;  the  fund 
yields  2.2%  to  the  market's  1.4%.  Rogers 
looks  beyond  the  quarterly  checks, 
though:  He  likes  companies  that  pay  div- 
idends and  repurchase  stock  at  the  same 
time.  Fortune  Brands  is  an  example  in  his 
current  portfolio.  It  has  an  annual  2.4% 
dividend  and  has  been  buying  back  stock 
to  the  tune  of  2%  a  year.  Asks  Rogers:  "Is 
that  really  different  from  a  company  with 
a  4.5%  cash  dividend?" 

In  two  decades  of  managing  money, 
Brian  Rogers  has  learned  an  investment 
lesson  or  two,  often  the  hard  way.  Here 
are  three  he  considers  most  important: 

Don't  time  the  market.  Leading  up  to 
the  crash  of  1987,  Rogers  had  59%  of  his 
fund  in  stocks,  the  rest  in  cash  and  fixed 
income.  In  that  period  the  S&P  was  up 


36%,  his  fund  just  20%.  When  the  marki 
crashed  on  Oct.  19,  his  fund  was  dovl 
14%,  the  S&P  23%.  For  one  day,  he  look 
like  a  genius.  Contrary  to  what  you  mig| 
think,  Rogers  says  he  made  a  mistake 
not  being  fully  invested  prior  to  the  crasj 
He  could  have  been  a  real  genius  if  he  h. 
reverted  to  100%  stocks  right  at  the  bcj 
torn,  but  he  didn't.  In  the  end,  his  bea 
ishness  didn't  buy  him  any  results.  F| 
the  full  year.  Equity  Income  was  up  3.5" 
the  S&P,  up  5.1%.  Ever  since,  Rogers  hi 
had  at  least  90%  of  his  fund  in  stocll 
Currently  he  is  just  3%  in  cash. 

Focus  on  companies,  not  industries  a| 
trends.  In  1989  T.  Rowe  had  a  beari 
view  on  energy  prices,  so  Rogers  unds 
weighted  his  portfolio  there  by  twj 
thirds — 4%  to  the  S&P's  12%. 
because  of  a  much  colder  winter  thl 
expected,  oil  prices  shot  up  like  a  Te?| 
gusher.  "We  should  have  focused  on  tl 
individual  companies,"  says  Rogel 
Exxon,  Mobil  and  Texaco  were  all  che;l 
and  he  overlooked  them  because  of  l| 
top-down  approach. 

Scrutinize  financial  statements, 
decade  ago  Rogers  put  1%  of  his  fund  irl 
Borden  after  it  had  fallen  from  $35  to  $. 
"The  P/E  was  down,  dividend  yield  up-j 
looked  like  the  time  to  buy,"  he  says.  i| 
management  continued  to  follow 
acquisition  strategy  that  slowly  compil 
mised  the  balance  sheet.  Kohlberg  Kra| 
&  Roberts  did  a  leveraged  buyout  at  Si- 
Needless  to  say,  Rogers  likes  it  bet| 
when  he  does  the  scoring. 
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Source:  2001  Mendelsohn  Media  Research  Affluent  Head  of  Household  Study,  Adults  25-54.  Networks:  Fox  News  Channel,  CNBC,  CNN,  MSNBC,  &  HLN. 


Makers  &  Breakers 


Keeping  Up  the  Pace 

LAST  SUMMER  WALL  STREET 
punished  GUIDANT  when  a  Food 
6c  Drug  Administration  panel 
turned  down  its  pacemaker  de- 
vice for  congestive  heart  failure, 
Contak  CD.  Also  not  helping 
was  the  widespread  perception 
that  Guidant  (NYSE:  GDT)  is 
years  behind  larger  competitor 
lohnson  &:  Johnson  in  produc- 
ing a  drug-coated  stent,  which 
prevents  restenosis,  the  artery- 
reclogging  that  happens  in  25% 
of  stent  patients.  (Restenosis 
sent  Dick  Cheney  back  to  the 
hospital  after  he  got  a  Guidant  stent.) 

But  Christopher  Wolfe,  equity  strategist  at  JPMorgan  Pri- 
vate Bank,  thinks  these  stumbles  are  temporary.  Guidant 
should  satisfy  the  FDA  on  Contak  CD  by  June,  he  says.  And 
Guidant,  which  leads  the  stent  market  with  a  45%  share, 
struck  an  alliance  in  August  with  smaller  rival  Cook  for  the 
drug  coating.  Now  Guidant  should  have  its  coated  stent  on 
sale  in  Europe  early  next  year,  only  six  months  after  In  the 
U.S.,  approval  for  Guidant's  new  stent  should  come  in 
late  2003. 

Guidant's  sales  are  rising  at  a  steady  clip,  up  6%  to  $2.7  bil- 
lion last  year  (see  chart),  while  net  income  leapt  a  nice  29%  to 
$484  million.  Trading  at  31  times  trailing  earnings,  Guidant  is 
on  a  par  with  I&L  But  Wolfe  says  Guidant,  focused  on  heart 
remedies  only,  has  better  growth  potential. 
The  other  large  competitor,  Medtronic,  goes 
for  a  pricey  71  times  earnings.  — Monte  Burke 

Cash  Power 


wvvw.forbes.com/mak^ 


But  portfolio  manager  Sandi  I..  Gleason,  whose  Kayi 
Anderson  Rudnick  Small-Mid  Cap  Fund  holds  876,000  C 
(Nasdaq:  CSGS)  shares,  says  the  company  has  the  stayii 
power  it  needs.  She  likes  how  the  outsourcer's  operatii 
profit  (net  before  depreciation,  interest,  taxes  and  nonrecii 
ring  items)  expanded  from  31%  of  revenues  in  1998  to  43 
for  2001. 

Gleason  also  argues  that  Chief  Executive  Neal  Hansc 
with  prior  experience  at  First  Data  Resources  and  elsewhei 
has  the  stuff  to  integrate  the  Lucent  acquisition.  CSG  goes  I 
19  times  earnings.  — Andrew  T.  Gill 


Border  Crossing 


Stock  price 


3/30/01  2/8/02 


MEXICAN  MEDIA  ALSO  ARE  WEATHERINC 
big  advertising  drop,  just  like  their  neigi 
bors  to  the  north.  Still,  Mexico's  numb 
two  broadcaster,  TV  azteca,  has  come  a 
ahead.  Azteca's  (NYSE:  TZA)  advertisil 
market  share  grew  to  29%  in  the  four 
quarter,  up  from  24%  a  year  earlier.  Th 
helped  revenues  expand  an  expected  1 1 
in  dollar  terms  to  $625  million  last  year;  profits  likely  tripled, 
$118  million.  Its  bigger  competitor,  Grupo  Televisa,  will  like 
report  just  a  6%  revenue  increase  for  2001. 

TV  Azteca  surprised  many  analysts  in  January  by  a 
nouncing  better-than-expected  upfront  ad  sales  of  $479  m 
lion  for  2002,  says  Lehman  Brothers  analyst  Michael  Sim 
son.  At  $7.60  for  the  company's  American  Deposita 
Receipts,  Azteca  goes  for  12  times  earnings  for  the  12  mont! 
to  date.  Televisa,  meanwhile,  will  cost  you  a  lot  moi 


48  times  earnings. 


-Kerry  A.  DoU 


Chips  and  Dips 


Stock  price 


AT  $36  A  SHARE  CSG  SYSTEMS  INTERNATIONAL, 

which  handles  billing  and  customer  service 
for  cable  and  other  communications  outfits, 
has  shed  43%  of  its 
value  since  June.  Rea- 
sons include  anxiety 
about  dependence  on 
business  with  AT&T 
Broadband  (60%  of 
2001's  $477  million  in 
revenues),  a  dwindling 
and  doubts 
about  its  recent  acquisition  of  Lucent's  wire- 
less billing  business. 
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WHAT  TECH  BUST?  MARVELL  TECHNOLOGY  MAKES  SPECIALTY 
computer  chips  for  the  communications  and  storage  tech- 
nology industries,  selling  to  big  boys  like  Intel,  Cisco  and 
Samsung.  Its  stock  has  tripled,  to  $36,  since  last  spring.  At 
that  price  Marvell  (Nasdaq:  MRVL)  trades  at  17  times  sales. 

While  almost  everyone  else  in  the  tech  arena  is  suf- 
fering, Marvell  has  partied  like  it's  1999  on  the  strength  of 
its  January  2001  acquisition  of  Galileo  Technology.  The 
addition  helped  Marvell  double  sales  in  the  first  nine  months  of  the  fiscal 
year  beginning  in  February  2001  to  $206  miUion. 

Analysts  expect  moneylosing  Marvell  will  have  37  cents  Ln  pro  forma  earning; 
this  fiscal  year.  That  works  out  to  a  P/E  of  100.  BUly  C.  Bowden,  analyst  at  Crown 
Capital  Partners,  thinks  the  excitement  is  unwarranted  and  any  real  profit  far  off 
He  says  holders  should  also  be  put  off  by  the  million-plus  shares  sold  by  Marvel 
insiders  in  recent  months.  Short  and  cover  at  $25.  — Christopher  HehnM 
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Porffotio  Strategy  By  Kenneth  L.  Fisher 

Fatigue-O-Meter 


THE  STOCK  MARKET  HAS  GONE  NOWHERE  FOR 
months,  trying  in  vain  to  head  higher.  The  S&P  500  is 
where  it  sat  both  in  early  September,  before  the  ter- 
rorist attacks,  and  in  mid-October  after  the  market 
recovered  from  the  shock.  The  foreign  market,  best 
evidenced  by  Morgan  Stanley's  Europe,  Australia  and  Far  East 
index,  is  smack  where  it  was  right  after  Sept.  11.  That's  ugly. 

What  gives?  In  the  U.S.  most  folks  sense  economic  recovery 
at  hand  and  believe  a  new  bull  market  started  in  September. 
Still,  can  it  be  real  if  its  initial  thrust  can't  maintain  upward 
momentum?  I  think  not. 

Recall  December's  opti- 
mism over  the  market,  which 
then  was  up  21%  from  the  Sep- 
tember low.  Wall  Street's  loud 
voice  claimed  that  2002  would 
be  positive,  that  we  would  even 
have  a  traditional  "January 
effect,"  buoying  stocks.  Now  if 
you  expected  a  January  rally, 
when  would  you  buy?  Decem- 
ber, right?  And  hence  we  had  a 
strong  December. 

The  same  thing  happened 
last  spring.  When  the  spring 
rally  grew  fatigued,  that  didn't 
start  a  new  bear.  It  was  the  same 
old  one.  The  first  few  days  of 
January  fizzled  into  a  non-Janu- 
ary effect.  Today's  market  is  up 

just  14%  from  the  September  low.  The  market  is  simply  tired. 
All  this  causes  more  fatigued  bulls  than  bears  and  increases  net 
selling  pressure. 

Financial  markets  are  long-term  economic  equalizers 
between  competing  uses  of  capital.  Stocks  versus  bonds. 
Domestic  versus  foreign.  Big  versus  small.  In  the  long  run  it  all 
balances  out.  In  the  short  term  the  stock  market  is  simply  a 
fatigue-o-meter,  measuring  which  group's  sentiment  is  weary- 
ing fastest.  Right  now  the  bulls  are  losing  energy. 

Two  little-appreciated  factors  stand  to  move  the  bulls'  needle 
even  more  to  the  fatigue  side  of  the  meter.  The  first  problem  lies 
in  economies  abroad,  the  second  in  domestic  politics. 

Oblivious,  Americans  don't  fret  about  how  foreign  eco- 
nomic problems  could  melt  down  the  U.S.  They  did  manage  to 
fear  just  that  in  1997  and  1998.  Those  fears  proved  groundless, 
so  U.S.  investors — who  seldom  look  beyond  their  borders  any- 
way— now  completely  ignore  the  potential  for  economic  cata- 
strophe overseas.  But  the  economies  that  suffered  in  1997-  j  ■"■"CV^-A^ 
98  were  small  ones  such  as  Indonesia's  and  Russia's.  The  big  I  Ma  J  f  UI  Uv:  J 


The  market  lacks 
the  energy  to  , 
break  into  bullish 

territory.  The 
post-Sept.  II  rally 
Is  fizzling.  Weak 
foreign  economies 
and  a  Democratic 
House  won't  help. 


ones,  like  Japan's  and  Ge 
many's,  are  weak  now. 

Non-Americans,  partici 
larly  in  the  big  economit 
pray  for  a  U.S.  recovery  to  yai 
them  from  their  doldrurr 
They  know  they  can't  esca] 
on  their  own.  Unfortunate 
there  is  scant  prospect  for 
U.S.  recovery  strong  enouj 
to  pull  foreign  economies  u 
Instead  the  reverse  is  occu 
ring:  The  foreigners  are  dragging  us  down. 

Fighting  the  recession,  Alan  Greenspan  has  printed  mon 
with  abandon.  He  can't  continue  this  torrid  pace.  He  has  inc 
cated  as  much.  Europe  and  Japan  haven't  gone  the  Fedei 
Reserve's  monetary  route,  though.  They  understand  the  Ion 
term  inflation  risks  of  creating  too  much  money.  While  ^ 
don't  like  to  think  Europe  and  Japan  are  collectively  as  impc 
tant  as  we  are,  we  should.  The  result  of  our  major  trading  pai 
ners'  prudence  and  Greenspan's  downshifting  is  that  mon 
tightens  globally.  And  that's  bearish  for  stocks. 

Now  look  at  the  November  2002  congressional  elections 
predict  the  Democrats  will  take  the  House  this  year  and  extei 
their  Senate  control.  Investors,  being  more  Republican  th 
Democrat,  will  start  to  fear  this  outcome  by  spring.  In  the  lo 
term  it  won't  much  matter:  U.S.  markets  are  bigger  and  mc 
powerful  than  politicians.  But  the  fatigue-o-meter  is  abo 
short-term  sentiments  that  can  cause  panic. 

What's  my  political  analysis  based  on?  Years  ago  I  was  t 
western  regional  finance  chairman  for  the  Republican  Natioi 
Committee  and  know  something  about  congressional  ra 
analysis.  My  House  outlook  stems  from  the  larger  number 
Republican  seats  left  open  by  retirements  (2-to-l)  and  th 
locations.  And  more  Republican  retirements  are  on  the  way 
coming  months.  What's  more,  Republicans  will  get  far  few 
new  seats  from  redistricting  than  they  have  counted  on,  real 
ing  maybe  two  net  additions  when  they  planned  for  ten. 

In  the  Senate,  six  prime  races  will  determine  the  outcon 
with  Democrats  vulnerable  in  Minnesota,  Missouri  and  Sou 
Dakota,  while  the  Republicans  can  lose  close  ones  in  Arkans 
Colorado  and  New  Hampshire. 

President  Bush's  high  popularity,  tied  to  Sept.  1 1,  wLU  flag 
well.  Fatigue  always  sets  in  when  Presidents  get  this  popular  1 
long.  Besides,  Bush  is  no  great  trail  campaigner.  Like  most  Pr< 
idents,  he  will  cost  his  party  in  the  midterm  elections. 
Remain  bearish.  Save  your  strength. 


Kenneth  L.  Fisher  Is  a  Woodslde.Callf.-based  money  manager. 
Visit  his  home  page  af  www.forbes.com/flsher. 
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Chicken  Bull 


CALL  MF.  A  CHICKEN  HULL.  TAKING  EXCEPTION  TO  THE 
prevalent  Wall  Street  wisdom,  I'm  not  convinced  that 
the  market  will  rebound  strongly  this  year,  and  so  I 
can  be  really  bullish  about  only  a  handful  of  stocks. 
The  predictive  value  of  the  market  consensus  doesn't 
inspire  a  lot  of  confidence. 

You  probably  have  heard  the  savants'  assurance  that  we 
can't  have  a  bad  market  in  2002  because  it  would  violate  a  his- 
torical pattern  that  three  bad  years  do  not  come  in  a  row.  (The 
last  time  that  happened  was  in  1939-41.)  So  what?  Things 
change.  In  the  late  1990s  we  heard  that  the  market  had  not 
scored  double-digit  gains  three 
years  running  since  1965  and 
thus  was  unlikely  to  do  so 
again.  Well,  the  S&P  500  had 
such  a  run  (and  then  some) 
from  1995  to  1999. 

If  we  get  an  economic  re- 
covery, how  strong  will  that 
recovery  be?  The  market  seems 
to  suggest  that  it  will  be 
good  and  bad.  Housing  stocks 
and  General  Motors  continue 
strong,  suggesting  a  good  recov- 
ery. But  bank  and  financial 
stocks  tell  us  not.  The  latest 
GDP  release  showed  a  mod- 
icum of  growth  while  most 
economists  expect  a  dip.  They 
are  of  little  help.  Some  have 

even  suggested  that  we  never  really  went  into  a  recession. 

Listen,  I  don't  hold  myself  up  to  be  all-knowing.  As  proof 
of  my  fallibility,  consider  the  fate  of  my  picks  in  FORBES  last 
year.  If  you  had  invested  $10,000  in  each  of  my  14  picks,  that 
portfolio  would  have  lost  $18,700,  or  13%,  by  year-end  (includ- 
ing a  hypothetical  1%  in  trading  costs).  Equivalent  amounts 
invested  in  the  S&P  500  index  at  the  same  times  would  have  lost 
you  just  $1 1,400.  My  biggest  winners  were  Bank  of  America  and 
IBM;  biggest  losers,  EMC  and  AOL  Time  Warner. 

Why  did  this  happen?  Samuel  Johnson,  after  completing  his 
dictionary  in  the  1700s,  was  challenged  by  a  lady  who  caught 
him  improperly  defining  a  term.  Dr.  Johnson  explained  his 
error  this  way:  "ignorance.  Madam,  pure  ignorance." 

The  trouble  is  that  the  market  is  a  dynamic  creature,  and 
thus  it  regularly  humbles  its  interpreters.  The  idea  that  there  are 
great  truths  regardless  of  the  times  is  a  misleading  one. 

Years  ago  everyone  believed  that  stocks  should,  because  of 
their  risk,  pay  dividends  in 


So  the  market  has 
to  go  up  in  2002 
because  three 
/  flown  years  in  a 
row  would  violate  a 
pattern?  Patterns 
do  get  violated. 
Like  in  the  1995-99 
bull  market. 


excess  of  bond  yields.  That's 
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not  the  case  today.  And  whe 
came  to  Wall  Street,  inflati 
was  considered  good  for  coi 
mon  stocks,  as  it  increased  I 
value  of  fixed  assets.  Then  cai 
the  great  inflation,  whi 
destroyed  this  notion. 

Another  significant  char 
was  the  Federal  Reserve  Boar 
1994  decision  to  immediat 
share  its  interest  rate  decisic 
with  the  world.  Before  then 
had  to  wait  many  weeks  before  the  meetings'  results  W' 
detailed,  by  which  time  the  market  had  adjusted,  anticipa 
and  factored  in  the  actual  decision. 

Lately,  we've  encountered  afterhours  trading  and  trading 
decimals,  which  have  proved  to  be  of  greater  benefit  to  the  b 
kers  than  to  the  customers.  Today  half  the  volume  on  the  N 
York  Stock  Exchange  is  generated  by  traders  whose  long-te 
horizon  is  the  weekend. 

In  such  a  topsy-turvy  world,  my  approach  is  to  try  to  und 
stand  what  is  going  on  in  the  market,  not  what  should  happ 
Too  many  experts  fail  to  appreciate  the  importance  ot  psych 
ogy.  At  my  firm  we  track  where  the  trades  are  going.  See 
what  money  is  going  into  and  out  of  a  particular  stock  allowj 
to  divine  its  direction.  Maybe  this  is  not  an  infallible  system, 
it's  still  a  pretty  good  one. 

Interestingly,  a  couple  of  academics  recently  tested 
approach  and  concluded  that  it  has  validity.  In  the  Nove 
lu-r/December  2001  Financial  Analysts  Journal,  James  Bennet 
the  University  of  Massachusetts  and  Richard  Sias  of  Washing 
State  University  found  that  money  flow  is  a  predictive  tool. 

As  a  chicken  bull  I  use  my  system  to  stay  active  in  the  rr 
ket  and  also  to  tell  me  when  to  pull  back  on  certain  stocks 
now  this  means  I  like  Alliance  Capital  (43,  AC),  the  money  nu 
ager,  currently  yielding  nearly  6%.  Its  ownership  of  Enron  w: 
liability,  but  this  remains  deservedly  a  giant.  Another  good 
is  credit  card  issuer  Metris  (14,  MXT),  down  from  a  52-week  h 
of  $39  in  the  summer.  Some  question  its  accounting,  a  big  c 
nowadays,  and  others  the  recession's  impact  on  cards.  EitI 
way,  the  selling  is  overdone. 

Some  stocks  are  poised  for  a  run-up,  so  I  would  not 
averse  to  some  short-term  trading.  In  brokers  I  like  Merrill  Ly 
(48,  MER),  Morgan  Stanley  (52,  mwd)  and  Goldman  Sachs  (84, 
Other  names  would  include  IBM  (107,  IBM),  Cisco  (19,  CSCO) 
EDS  (58,  EDS)  as  well  as  General  Motors  (49,  Gm).  In  a  choi 
environment,  nailing  down  gains  is  not  a  bad  idea. 
Laszio  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Westport.  Conn. -based  financial  consulting  firl 
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CAPITALISM  IN  REAL  TIME 


Point  of  View  By  Steve  H.  Hanke  

Legalized  Theft 


THE  MESS  IN  BUENOS  AIRES  IS  NOTHING  SHORT  OF 
criminal.  Citizens  are  rioting.  The  government  is 
blocking  depositors  from  tapping  their  bank 
accounts.  Commercial  banks  have  been  forced  to  turn 
over  dollars  to  the  central  bank.  People  are  trying  to 
sneak  greenbacks  out  of  the  country. 

When  President  Eduardo  Duhalde  ended  the  decade-old 
currency  system,  in  which  the  peso  and  dollar  both  legally  cir- 
culated at  a  1-to-l  exchange  rate,  the  peso  was  devalued.  Okay, 
devaluations  are  one  of  life's  risks.  But  this  one  was  far  more 
than  a  typical  devaluation.  It  was  legalized  theft. 

French  economist  Frederic 
Bastiat  (1801-50)  defined  "legal 
plunder"  as  the  passing  of  a  law 
that  takes  someone's  belongings 
and  gives  them  to  another. 
Before  Duhalde,  the  central 
bank's  foreign  reserves  guaran- 
teed a  peso  holder's  legal  right 
to  freely  convert  a  peso  into 
a  dollar.  This  strong  convert- 
ibility feature  distinguished 
Argentina's  setup  from  the  typi- 
cal fiat  money  system.  Its  demise 
also  is  distinctive,  perversely  so. 

As  part  of  Duhalde's  Ian.  6 
repeal  of  convertibility,  he  confis- 
cated $17.8  billion  of  foreign  re- 
serves. Until  his  action,  that  was 
the  property  of  peso  holders. 

Convertibility's  detractors  have  a  way  of  blaming 
Argentina's  problems  not  on  the  breakdown  of  the  rule  of  law 
but  on  the  strong  dollar,  which  supposedly  led  to  an  overvalued 
peso.  This  is  said  to  have  rendered  Argentina  uncompetitive, 
causing  the  economy  to  slump  and  forcing  Argentina  to  default 
on  its  debt. 

Argentina  uncompetitive?  Nonsense.  If  an  overvalued  cur- 
rency causes  uncompetitiveness,  you  see  declining  exports.  But 
Argentina's  exports  rose  every  year  in  the  past  decade  except 
1999,  when  Brazil,  its  largest  trading  partner  and  a  nation  with- 
out dollar  convertibility,  suffered  its  own  currency  crisis.  (Note: 
The  crisis  was  not  that  the  Brazilian  real  was  too  strong. ) 

Argentinean  exports  during  the  first  11  months  of  2001 
were  3.2%  ahead  of  the  same  period  in  2000.  Considering  that 
the  real  growth  in  world  trade  was  only  an  estimated  0.9%  last 
year,  Argentina's  export  performance  was  rather  strong.  Indeed, 
the  export  sector  has  been  one  of  the  few  bright  spots  in  the 


Argentina's 
rulers  cannot 
resurrect  an 
economy  by 
ignoring  the 
rule  of  law 
and  plundering 
private 
property. 


Argentinean  economy.  If 
rest  of  the  economy  had  b 
growing  as  fast  as  the  expo 
during  the  last  two  yea 
Argentina  would  not  be  i 
recession  and  the  governm< 
would  not  be  bankrupt. 

Hell-bent  on  proving  tl 
the  peso  has  been  overvalu 
convertibility's  critics  also  po 
to  purportedly  high  prices 
Buenos  Aires.  More  nonsense 
recent  Union  Bank  of  Switzerland  survey  of  prices  in  58  of 
world's  largest  cities  found  that,  for  a  basket  of  1 1 1  goods 
services,  Buenos  Aires  ranked  22nd.  That's  about  midv 
between  the  most  expensive  city,  Tokyo,  and  the  least,  Bomb 
The  biggest  lie  of  all  is  that  the  peso  devaluation  will  get 
economy  going  again.  Let's  go  through  the  arithmetic.  To  sti 
ulate  Argentina's  exports  by  1%,  the  real  value  of  the  p 
(adjusted  for  inflation)  would  have  to  depreciate  by  10 
Argentinean  exports  only  accounted  for  one-tenth  of  gr 
domestic  product  last  year.  This  implies  that  if  the  curr 
devaluation  of  50%  doesn't  pass  through  to  any  domestic  in 
tion — in  short,  if  the  nominal  devaluation  is  a  real  deval 
tion — exports  will  increase  by  around  5%.  Even  under  th 
unrealistic  assumptions,  a  50%  devaluation  would  only  ad 
paltry  0.5%  to  a  collapsed  post-devaluation  GDP. 

Any  way  you  cut  this,  there  was  no  moral  or  factual  jw 
fication  for  Argentina's  devaluation  and  nullification  of  c 
tracts.  The  Bush  Administration  should  refuse  to  offer  any 
rect  aid  and  should  veto  any  proposal  for  the  Internatic 
Monetary  Fund,  the  World  Bank  or  the  Inter- American 
velopment  Bank  to  lend  money  to  Argentina.  There  is  a  U 
basis  for  refusing  a  bailout.  Thle  22,  Section  2370  of  the 
Code  provides  for  suspending  U.S.  assistance  to  any  cour 
that  seizes  property  owned  by  U.S.  citizens  or  corporation 
nullifies  contracts  with  them.  Americans  with  property  in 
gentina  have  been  victimized  just  as  much  as  Argentinean 
If  that  isn't  enough,  listen  to  President  George  Bush's 
State  of  the  Union  address.  "We  have  no  intention  of  impo: 
our  culture,"  Bush  said.  "But  America  will  always  stand  firm 
the  nonnegotiable  demands  of  human  dignity:  the  rule  of 
limits  on  the  power  of  the  state;  respect  for  women;  pri' 
property;  free  speech;  equal  justice;  and  religious  tolerance. 

The  U.S.  should  not  tolerate  the  plundering.  It  should  p 
sure  Argentina's  rulers  to  restore  people's  property  and  the 
of  law. 


m 

»T«*.Pai 


"'Ol'tjCS  '  ^  Hanke  is  a  professor  of  applied  economics  af  The  Johns  Hopkins  University  in  Baltimore  and  chairman  of  the  Friedberg  Mercantile  Gr 
i'     iiMi        I  Inc.  in  New  York.  Visit  his  home  page  at  www.forbes.com/hanke. 
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OST  PEOPLE  KNOW 
Vieques  for  the  protests 
over  the  U.S.  Navy's 
involvement  there.  The 
Navy  bought  two-thirds 


of  Vieques — an  island  roughly  twice  the 
size  of  Manhattan  that  lies  7  miles  east  of 
Puerto  Rico — in  1950,  and  since  then  has 
been  bombing  the  daylights  out  of  a  900- 
acre  training  range  at  the  far  eastern  tip. 
After  an  off-target  bomb  killed  a  security 
guard  in  1999,  protests  against  the  bombing 
got  louder,  and  expelling  the  Navy  became  a 
cause  celebre  for  such  politicos  as  Al  Sharp- 
ton,  Jesse  Jackson  and  Hillary  Clinton. 

Here's  what  you  probably  don't  know: 
Vieques  (pronounced  "vee-AY-kes")  has  some 
of  the  most  beautiful  beaches  in  the 
Caribbean.  Paradoxically,  it's  the  Navy's  pres- 
ence that  has  kept  them  that  way,  since  civilian 
development  has  been  relegated  to  a  thin  slice 
of  the  island's  middle. 

On  a  recent  afternoon  in  mid- January,  as 
cruise  ships  dumped  tourists  by  the  thousands 
on  St.  Thomas  and  as  celebrity-seekers  twittered 
on  St.  Barts,  not  a  soul  was  in  sight  on  Creen 
Beach,  the  exquisite  crescent  of  sand  that  rims 
Vieques'  western  end.  Like  many  of  the  island's 
beaches,  this  one  sits  on  former  Navy  land — 8,000 
acres  once  used  for  munitions  storage.  These  acres, 
ceded  last  year  to  the  U.S.  Department  of  the  Inte- 
rior, a  conservation  trust  and  the  municipality  of 
Vieques,  are  now  a  wildlife  refuge,  home  to  several 
plants  and  animals  on  the  endangered  species  list, 
including  the  West  Indian  manatee,  the  brown  pel- 
ican and  four  species  of  sea  turtles.  Prettier  beaches 
fringe  Camp  Garcia,  the  Navy's  toehold  on  the  eastern  third  of 
the  island.  Though  once  available  to  civilians,  tliey  currently  are 
off-limits,  to  prevent  trespass  by  antibombing  protesters. 

No  matter.  Vieques  has  dozens  of  accessible  beaches  to 
choose  from,  all  nearly  deserted  and  each  possessed  of  its  own 
personality.  My  favorite:  Navio  Beach,  whose  surf  and  rock  caves 
made  it  the  setting  for  the  1963  film  Lord  of  the  Flies. 

The  paucity  of  tourists  has  helped  preserve  another  trea- 
sure— Mosquito  Bay  (as  in  Mosquito  Indians,  or  so  the  theory 
goes,  since  there's  no  outsized  insect  population  here),  a  biolu- 


TrajeCtOry  Vleques  Mr  Link  (888-901- 
9247)  and  Isia  Nena  Air  Service  (888-263-6213)  offer 
dally  flights  from  San  Juan;  or  for  $2  take  the  one-hour 
ferry  from  nearby  Fajardo  (787-863-0705).  Lodgings 
include:  Hacienda  Tamarindo  (787-741-8525);  the 
Crow's  Nest  (877-276-9763);  and  the  Inn  on  the 
Blue  Horizon  (787-741-3318). 
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linescent  jewel  whose  waters  are  among  the  purest  in  the  world. 
L  surrounding  thicket  of  mangrove  trees  nurtures  a  potent  con- 
entration  of  dinoflagellates  (600,000  organisms  per  gallon, 
□mpared  with  the  50  or  fewer  found  typically  in  ocean  water), 
he  creatures  glow  an 


A  swim  you  can  read  by:  Bioluminescence  at  work. 


electric  blue  when  disturbed  by  an  oar  or  a  hand. 
Jump  in  at  night  (there  are  boat  cruises  for  the  pur- 
pose), and  it  is  like  swimming  in  the  stars. 

Despite  these  attributes,  Vieques  isn't  for  every- 
one. If  you  need  pampering,  think  twice.  No  one  will 
bring  you  a  fruity  cocktail  as  you  laze  on  the  beach. 
You're  better  off  packing  lunch  and  lots  of  water, 
since  some  remote  beaches  are  a  20-minute  drive 
from  the  nearest  restaurant.  Accommodations  are 
simple.  The  whole  island  has  only  140  rooms, 
mostly  in  unpretentious  inns  or  guesthouses.  You 
are  likely  to  see  more  wild  horses  than  vehicles. 

Indeed,  there's  not  much  to  do  besides  eat, 
drink  and  lie  on  the  beach  with  a  good  book — 
which  is  just  the  way  Vieques'  regulars  like  it.  The 
island  gets  2,000  tourists  a  year  (most  of  them 
returnees),  compared  with  2.5  million  for  the 
U.S.  Virgin  Islands.  "People  who  come  here  don't 
want  to  be  found,"  says  Scott  Bowie,  co-owner  of 
the  Crow's  Nest,  a  16-room  inn. 

That  may  change.  Last  year  President  Bush 
recommended  the  Navy  cease  maneuvers  on 
Vieques  as  eaily  as  Ma;  2003  (it's  been  usuig  inert 
bombs  since  the  accident).  Sitting  smack  in  the 
middle  of  the  cruise-ship  circuit  and  boasting 
more  undeveloped  land  than  almost  any  of  its 
neighbors,  Vieques  is  a  developer's  dream.  Word 
is  starting  to  get  out:  Windjammer  cruises  now  dock  reg- 
ularly for  tours  of  Mosquito  Bay;  and  developers  have  been  mak- 
ing inquiries  about  the  Navy  land.  Some  are  talking  about  casinos. 

If  and  when  the  military  leaves,  its  14,000  acres  would  go  to 
the  Department  of  the  Interior,  but  not  before  a  lengthy  scouring 
of  the  area  for  unexploded  bombs.  (The  Navy's  900-acre  range, 
littered  with  ordnance,  could  remain  off-limits  forever.) 

The  Navy  has  called  Vieques  the  "crown  jewel"  of  its  dozen 
or  so  training  ranges;  it's  the  only  such  site,  it  says,  where  it  can 
rehearse  land,  air  and  amphibious  assaults  all  at  once,  in  an  area 
free  from  commercial  air  and  sea  traffic.  Vacationers  in  the  know 
consider  it  a  crown  jewel  of  a  different  sort — an  undiscovered 
paradise  that  may  not  stay  that  way  much  longer.  Go  before  the 
shelling  stops.  F 
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Seafood  Foraging 


No  need  to  order  Oysters  Rockefeller  when  you  can  pluck  them  right  off  the  rocks. 

BY  DAVID  WOLMAN 


SlllVERINC  IN  A  TOO-TICHT  WET  SUIT  AS  OUR  ZODIAC 
bounces  in  the  lieavy  surf,  I  grab  my  mesh  collecting  bag 
and  dive.  Swimming  hard  against  the  current,  I  realize  my 
expectations  about  this  seafood-foraging  class  have  been  been  way 
off.  I  had  pictured  a  casual,  pants-rolled  stroll  through  tidal  pools. 
Instead,  my  fellow  students  and  I  are  bobbing  in  the  frigid  waters 
of  Tomales  Bay,  90  minutes  north  of 
San  Francisco  and  a  playground  for 
the  great  white  shark. 

Our  guide,  Dennis  Judson,  owner 
and  founder  of  Adventure  Sports 
Unlimited  in  Santa  Cruz,  doesn't  just 
take  stLidents  outdoors;  he  leads  them 
on  eating  adventures.  With  leathery 
skin,  blond  hair  and  shoulders 
sculpted  from  years  of  kayaking,  Jud- 
son, 58,  has  been  a  forager  since 
childhood.  "When  I  was  a  kid  grow- 
ing up  in  Los  Angeles,"  he  says,  "I 
used  to  dive  near  Falos  Verdes  and 
bring  home  abalone,  lobster — any- 
thing, really — but  my  mom  didn't 
know  what  to  do  with  them."  Jud- 
son, who  holds  a  master's  degree  in 
marine  biology  from  the  University 
of  C^alifbrnia,  Santa  Cruz,  solved  that 


problem  by  becoming  an  excellent  amateur  chef.  During  two  day 
of  camping  we  dined  on  Oysters  Rockefeller,  mussels,  goosenec 
barnacles  (dipped  in  a  curry  mayonnaise)  and  barbecue 
abalone — all  foraged,  then  cooked  on  a  gas  grill. 

Class  had  started  on  a  Friday  afternoon.  We  got  in  our  kayal^ 
for  a  gentle  paddle,  taking  time  to  inspect  the  iridescent  jellyfis 
and  purple-to-peach  sunset.  Ovet 
head  a  pelican  wheeled,  then  nose 
dived.  When  it  surfaced  with  a  sag 
ging  beakful  of  fish,  I  wondered 
we  would  enjoy  similar  success. 

Next  day  we  did,  stuffing  ou 
bags  with  fat  mussels.  When 
returned  to  camp,  Judson  prepare 
two  abalones  he  had  pried  o 
nearby  rocks.  While  one  slow 
squirmed,  he  cut  and  cleaned  th 
other  with  quick,  expert  kni 
strokes,  exposing  the  gorgeot 
white  dome  of  meat.  He  then  slice 
bite-size  pieces  of  abalone  sashini 
(awnbi,  to  the  Japanese),  place 
them  on  basil  leaves  and  distribute 
the  hors  d'oeuvre  for  our  approva 
"Not  bad,  huh?"  It  was  sublime,  an 
we  murmured  like  the  sea.  I 
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Castaway 

What  kind  of  a  guy  was  the 
real  Robinson  Crusoe? 

BY  SUSAN  ADAMS 


ALEXANDER  SELKIRK— THE  SAILOR 
whose  true  story  inspired  Daniel 
Defoe's  1719  novel,  Robinson  Cru- 
soe— was  abandoned  on  a  desert  island. 
But  unlike  Defoe's  noble  hero,  Selkirk  had 
been  cast  away  for  good  reason:  He  was  a 
violent,  foul-tempered  guy.  When  his  ship- 
mates— fellow  privateers  and  sociopaths 
in  their  own  right — had  had  enough  of 
him,  they  put  him  ashore  in  1704  on  a  12- 
mile  stretch  of  volcanic  rock  off  the  coast  of 
Chile.  V/ay  off:  373  miles. 
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His  provisions  included  a  gun,  a  hatch- 
et, a  knife  and  enough  quince  marmalade 
and  cheese  for  three  meals.  He  made 
clothes  from  aniniiil  skms,  speared  fish  with 
homemade  lances,  foraged  for  cabbage  and 
black  plums,  and  built  a  shelter  of  pimento 
wood.  His  feet  became  hard  as  hooves.  B\' 
the  time  he  was  rescued  by  a  passing  ship 
over  four  years  later,  he  could  croak  out  just 
one  word:  "Marooned." 

In  a  new  book,  Selkirk's 
Island  (Harcourt,  $24),  au- 
thor Diana  Souhami  tells 
Selkirk's  story — one  that  in 
the  hands  of  fiction  writers 
has  been  spun  into  commer- 
cial gold,  having  inspired  not 
just  novels  but  such  films  as 
Tom  Hanks'  Cast  Away  and 
the  TV  show  Suiyivor. 


Everybody,  it  seems,  saw  money  froi 
the  start — except  Selkirk.  Defoe,  who  mac 
as  much  as  £325  for  Robinsc 
Crusoe  and  its  sequels  (the  rough  equiv; 
lent  of  $33,300  today),  wasn't  the  first 
cash  in.  Two  men  on  the  ship  that  rescue 
Selkirk  wrote  and  sold  accounts.  So,  late 
did  journalist  Richard  Steele  (a  cofoundi 
of  both  The  Tatler  and  The  Spectator),  wh 
described  Selkirk  as  a  ma 
enriched  by  deprivation. 

Enriched?  He  had  a  funi 
way  of  showing  it.  Back 
Scotland  he  beat  a  man  near 
to  death,  then  fled  to  Londo 
signing  on  as  crewm? 
aboard  an  Africa-bound  shi 
A  year  later,  in  1 72 1 ,  he  dit 
at  sea  of  malaria.  He  was  4 
angry  and  alone. 
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Forbes  EmplopentReview. 


SestJobsUSAxom 


iversity 


SPECIAL  HISPANIC 
CAREERS  FOCUS 


Position  yourself  as  a 
preferred  employer  for 
diverse  candidates. 
Attract  the  types  of  employees  who 
will  make  your  business 
all  you  want  it  to  be. 

April  1"  Issue 
Closing  date:  February  21" 
Newsstand  delivery:  March  1 8"^ 


0  advertise  in  the  Forbes®-  Employment 
{eview®  section,  call  (561)  686-6800  or 
i-mail:  blarsen@rcimedia.com. 


Where  is  the  next  opportunity? 

visit  our  website  at  www.db.com/caresrs  to  learn  more 
about  the  opportunities  available  at  Deutsche  Bank. 


Knowledge  Management  Consultant 

Jacqueline  Lai,  Taipei 


Fresh  ideas. 
Leading  to  resultsT 


Deutsche  Bank 


For  more  career  opportunities  visit  BestJobsUSA.com 


BusinessClassified 


Advertisement 


Montana  Living 


homes  and  homesiles  r.Tiiging  from  a 
conifurtable  one  acre  lo  an  eipansivc 

-10  acres 

Ltxated  only  5  inimiles  from  the 
lov^n  ol  While  lish  and  20  minules  Irom 
an  intcTiutmrial  .inpi-ii.  thry  arc  ideal 
tur  your  Rocky  Mountain  retreat.  GME 
homesiles:  S14Uk  -  Jb.'iOk  LMR  parcels; 
SSM5k  -  $l,5mm. 

ROOO'MOUlsrTWREALES^^  ® 

Toll  free.  888-880-LAND  Wbitcfish,  Montana  wwjockymtnrcxom  rocky mtn@digisys.nci 


Enjoy  speciiit  nl.u  v  ieuN  o!  pristine 
alpine  lakes,  Hiy  Muuniain  "Ski  & 
Summer  Resoil.  (ilacier  National  Park, 
and  ihe  extraordinary  Flalliead  Valley, 
plus  have  ihe  convenience  ol  lull-lime, 
iiiilltiin  I'ps)  Internet 
,K^..^-  (muivL  Mifuiiiain  F,sliile->  and 
Lion  Viouniani  Kajiclies  are  two  security- 
gated  enclaves  that  otter  Iiiliy  serviced 


Business  Opportunities^Business  Opportunities 


INCORPORATE.  

Phone  800-441-5940  SHQQ 

Online  www.lncUSA.com  |  3  9 
Fax  302-421-5753  „^pl„e 


REGISTERED  AGENTS.  LTD. 


WHY  DIDN'T  I  THINK  OF  THAT 


That's  the  response  wc  hear  after  we 
explain  our  unique  and  exciting 
opportunity.  If  you're  looking  for  a 
simple  business  with  HIGH  INCOME 
POTENTIAL  and  alnolulelx  no 
downside.  let's  talk.  $12,900 
lineslnient  required. 


Call  1-800-675-6144 


e-mcorporate.c 


•Registered  agent  services 
•U.S.  bank  accounts  opened 
•Nominee  director  services 
Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 

80Q. 423. 2993 


Offshore/Nevada 


•  Asset  Protection 

•  Tax  Savings 

•  Financial  Privacy 


Call  today  for  a 
FREE  30-minute 
consultation. 
Laughlin  International 
75,000  corporations 
since  1972 


1-800-975-7228 


www.laughlininternational.com 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 
Complete  Training.  Call  for  Free 
Information  Package. 
800-995-0049  Ext.  7675 


Business  Opportunities 


OFFSHORE 


♦Companies  fotas^'^i''" 

♦Banking  co««''" 

♦Credit  Cards  p     j,.  1  A™* 

♦Privacy  r^P^^  /A5Set 

(800)710-0002      Fr«  Brochure 
Visa/MC/Amex  www.ais«»pro«ectiaiicom 


$4,500 
PER  CLIENT 


Offering  affordable  asset  proteelion 
to  make  clients  lawsuit  proof.  All 
the  local  appointments  you  can 
handle.  I.iletinic  residuals.  24-hr. 
recorded  info.  l8(t0)-653-4497 


Promotional  Product 


CUSTOM  MAGNETS 


Business  Cards  Magnets  as  low  as 

Other  Styles  Available! 
www.frldgedoor.com/bi2.html   ■  ^ 

1-800-501-3953  » 


Mailing  Lists 


SALES  LEADS  AND  MAILING  LISTS 

Business  Lists-^'\  million  businesses 
Select  by  geography,  size,  type,  contact  name 

credit  rating,  and  more. 
Consumer  Lists-26b  million  consumers 
Select  by  age.  income,  home  value,  buying 
behavior,  geography,  and  more 

Call  infoUSA  1-800-555-5335 


Business  Services: 


Business  Credit  Reports 

In-depth  detailed  information  on  14 
million  businesses  -  virtually  every  U.S. 
&  Canadian  business. ..on/y  $5  each. 

Click  or  Call  Now  -  Your  First  Report  is  FREE 

BusinessCreditUSA.com 

Toil-Free:  1 -888-274  5325  ,rFOR 


For  infforitiafion  and 
rates  on  advertising 
in  the  next  Fcirbes  - 
Dis||lay  Classified  i^ection 
Call  Medici  Ofttions 


Gharge'your  ad... 


Fori 


Busine$sGlassiffecf 


Advertisement 


Fine  Wine  Auction  . 


MORRELLFINE 
WINE  AUCTIONS.. 


On  February  23,  2002  Worrell  Kine 
Wine  Auctions  w ill  offer  an 
auesumc  collection  ol'maiurc 


GRAND  CRU  BURGUNDY 
DRC..JAYER.  LEFLAIVE, 
ROUGET.  ETC. 


$800,000  cT impeccably  stored  wines 
spanning  8  decades.  If  you  love 
Burgundy  you  cannot  afford  to  be 

anywhere  else!  lo  order  a 
completely  annotated  catalogue, 
call  212-307-4200  or 
fax  us  at  212-247-5242 
1  Rockefeller  Plaza  •  NY,  NY  10020 


Legal  Services 


ASSET  Protection 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banl<ing 

•  Maximum  Privacy 
•Tax  Savings 

•  Estate  Planning  '^W^. 

•  Global  Investments  ^ 


9 


Steven  Sears,  CPA  •  Attorney  at  Law 

71 4-544-0622  •  www.searsatty.com 


Jewelry 


John  ±  Christian 


DESIGNERS  &  Craftsmen 


Your 
!^nniversani  'Date 
IN  ROMAN  Numerals! 
(Gold  and  Platinum  ) 

'December  11,  1998 
XII  XI  MCMXCVIII 

MK  G.iLL  S399 


www.ringbox.com 

1-888-646-6466 


Forbes  Subscriber  Service. ..to  order, 
cliange  addresser  other  customer 
service,  call  1-800-8£ 


A  Rare  Opportunity  ^ 

Preserve  A  Rare  Piece  Of  Montana. 

The  Mission  Bay  Preserve,  a  private  enclave  on  the 

west's  largest  natural  freshwater  lake,  is  offering  lust 

thirty-eight  2  to  5-acre  parcels  on  285  acres  to  those 
who  wish  to  preserve  and  protect  this  remarkable  land 
js  well  as  respectfully  enjoy  it  lor  generations  to  come. 
The  Preserve  features  stunning  views  of  Flathead  Lake 

.ind  the  Miaring  Mission  Mountains.  V^e  invite  your 

J.       ^1  .        ,  J.  ^  WILDLIFE  CONSEBVATION  COBSMUNrrY 

inquiries  regarding  this  extraordinary  opportunity. 

Poison,  Montana  |  800-375-0487  \  Email:  info@missionbayhome.com 


Discount  Hotels 


Education 


uptozo%om 

www.hoteldiscount!coin 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's, 
Master  s,  and  Pti  D.  degrees  In  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1-707-371-2979 


FtancHises 


FRANCHISE 
YOUR  BUSINESS 

29  Yeors  Experience 
National  Franchise  Associates,  Inc. 

(770)  945-0660 

www.nationalfranchise.com 


Investments 


Financial  Services 


International  Project  Financing 


Financial  Guarantees  &  Business 
Plans.  Minimum  $2,000,000  USD. 

Send  Summary  to: 

International  Funding  Group 

at:  o.t.i.s.@mindspring.com 
or  Fax:  505-797-9142 

Broker  Licenses  Available 


Trading  Systems 


40%  APR 


WE  OFFER  DEPRECIATION' 

$13,500  /  42  MOS. 
(228)539-5006/(985)966-3763 
BALLY  FINANCIAL  LLC. 

*30%APR 


Stocks  Not  Working  For  You? 

Our  trading  systems  have  a  proven,  prof- 
itable 10-year  track  record.  No  need  to 
watch  the  markets.  One  phone  call  can  au- 
tomate the  process.  Call  1  -866-888-7562 
for  free  info  and  track  record  summary 
showing  real  trades  made  with  reaj  money. 
info@rb-trading.com  rb-tradlng.com 
Reality  Based  Trading  Company 


For  informati&n  ancf  rates  on  advertising  in  the  next  Forbes  Business  charge  your  ad. 
Classified  Section  contact:  Media  Options  (1-800-442-6441  for  ad  rates  iM^jjjfili^ 
&  ad  information  only)  Fax:  1-973-694-8371  E-mail;  mediopt@aoJ.com  4'. 


THOUGHTS 

On  the  Business  of  Life 


P„..,„..„....-.-.....„..,.„„..^.,-....,-.,c.. 
gia  volunteers  to  help  turn-  a  near-gone  New  York  City  tenement  into  decent  living  spaces 
for  19  homeless  families.  Habitat  for  Humanity  is  a  private,  nonprofit  Georgia-based  out- 
fit bent  on  actually  providing  housing  for  the  poor — which  it  has  already  done  in  1 1  countries  and  51 
U.S.  cities.  What  an  admirable,  clear-headed  contribution  Carter's  making.  In  the  heart  of  every  Inner 
City  there  are  countless  decayed  tenements  and  homeless  poor.  — ^MALCOLM  S.  FORBES  ( 1984) 


Forget  the  damned  motor  car  and  build 
the  cities  for  lovers  and  friends. 

—LEWIS  MUMFORD 


Cities  give  us  collision.  'Tis  said,  London 
and  New  York  take  the  nonsense  out  of 
a  man. 

—RALPH  WALDO  EMERSON 


Cities,  like  cats,  will  reveal  themselves 
at  night. 

—RUPERT  BROOKE 


In  Washington,  the  first  thing  people  tell 
you  is  what  their  job  is.  In  Los  Angeles 
you  learn  their  star  sign.  In  Houston 
you're  told  how  rich  they  are.  And  in 
New  York  they  tell  you  what  their  rent  is. 

—SIMON  HOGGART 


The  city  is  not  a  concrete  jungle, 
it  is  a  human  zoo. 

—DESMOND  MORRIS 


America  is  a  nation  with  no  truly  national 
city,  no  Paris,  no  Rome,  no  London,  no 
city  which  is  at  once  the  social  center,  the 
political  capital  and  the  financial  hub. 

— C.  WRIGHT  MILLS 


All  great  art  is  born  of  the  metropolis. 

—EZRA  POUND 


People  only  leave  Washington  by  way 
of  the  box — ballot  or  coffm. 

—CLAIBORNE  PELL 


Lunch  kills  half  of  Paris,  supper 
the  other  half 

—MONTESQUIEU 


To  look  at  the  cross-section  of  any  plan 
of  a  big  city  is  to  look  at  something  like 
the  section  of  a  fibrous  tumor. 

—FRANK  LLOYD  WRIGHT 


Commuters  give  the  city  its  tidal 
restlessness;  natives  give  it  solidity 
and  continuity;  but  the  settlers  give 
it  passion. 

— E.B.  WH 


Parks  are  but  pavement  disguised 
with  a  growth  of  grass. 

—GEORGE  GISSI 


A  quiet  city  is  a  contradiction  j 
in  terms.  It  is  a  thing  uncanny,  I 
spectral. 

—MAX  BEERBO) 


A  Text...  I 

Many  are  my  persecutors 
and  mine  enemies; yet  do  I  not 
decline  from  thy  testimonies. 

—PSALMS  119: 

Sent  in  by  Lillian  Freudmann,  Storrs,  Cc 
What's  your  favorite  text?  Tlie  Forbes  Boa 
Quotations:  Tlwughts  on  the  Business  of  Li\ 
given  to  senders  of  Bible  texts  that  are  used 


More  than  14,000  "Thoughts,"  arranged  alphabetical 
subject,  are  available  in  a  900-page,  one-voB 
deluxe  edition,  Forbes  Book  of  Quotations:  Tlwughts  tJ' 
Business  of  Life.  The  price  is  $40,  plus  S3. 50  shipping 
$1  per  item  for  handling  (add  applicable  sales 
To  order,  please  call  toll-free,  1  -800-876-6556.  j 
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mma  loaded 


Attention  to  Detail  Isn't  Written  in  Our 
Training  Manual.  It's  in  Our  DNA. 


Welcome  to  /\NA,  Japan  and  Asia  s  iargcsr  airline.  In  a  culture 
where  the  act  of  serving  tea  can  require  a  week  of  preparation, 
it's  no  surprise  taking  care  of  people  is  taken 
rather  seriously.  Nowhere  is  this  fastidious 
I  philosophy  better  demonstrated  than  on  ANA. 
It's  a  difference  you'll  notice  the  moment  you  step  on  board, 
because  even  the  cabins  of  our  state-of-the-art  fleet  have 
been  designed  to  maximize  the  comfort  and  productivity  of  the 
long-haul  business  traveler. 

For  example,  if  you  choose  our  First  Class  or  CLUB  ANA 
(Business  Class)  service,  you'll  have  access  to  the  Business 
Corner,'  an  in-flight  workspace  where  passengers  stay  connected 
to  the  world  below  via  phone  and  fax. 

For  a  more  social  reason  to  leave  your  seat,  there's 
also  an  onboard  bar,'  a  relaxing  place  to  unwind  over  a 
cocktail  and  chat  with  your  fellow  passengers.  Sr.  i-r 

ANA  First  Class  passengers  can  stretch  '  ^     '  ^ 
out  in  our  Fullflat  Seat,  which  of  course,  as  i  n  u  :  m ,  , n.,, 
the  name  suggests,  converts  into  a  180-degree  flying  bed. 
j  Likewise,  our  CLUB  ANA  passengers  enjoy  one  of  the  most 

I  spacious  Business  Class  seats  in  the  sky  that  boasts  a  50-Lnch  pitch. 


Onlioard  entertainment  includes  a  variety  of  on-demi 
films,  TV  shows,  video  games  and  an  incredible  400  music  titjl 

Our  Master  Chefs  excel  in  both  Japanese  and  WesJ 
fare  and  we  offer  an  excellent  selection  of  dishes  inspired  byjj 
great  kitchens  of  the  world. 

This,  of  course,  is  matched  witti,  some  of  the  fii| 

sakes  and  wines  you'll 
find  at  39,000  feet. 

ANA  has  daily  flSiTOop 
flights  from  New  York,  Washington,  D.C.,  San  Francisco, 
Angeles  and  Honolulu  to  Tokyo  and  a  wide  networl^ 
destinations  across  Asia  and  the  world. 

And  as  a  proud  member  of  Star  Alliance,  we  can  make 
you  get  the  recognition  and  rewards  you  deserve  al 
the  way,  including  earning  mileage  on  United  Mileage  P 

For  more  information,  contact  ANA  at  1-800-2FLY-AN. 
www.fly-ana.com. 


AIMA. 


A  STAR  ALLIANCE  MEMBER 


•lATA  mcmlvrs'  tjtikmg  h\  f.isstnscrs  cjrr.cd  2000.  tf-vcludini;  HonuL.lu  -  Tckyo  loulc 


Monday-Friday: 

Tips  from  the  Pros. 


CLASSIC  IN  SILICON  VALLEY  HAR.  lS-1?       LHERALD  COAST  CLASSIC  IIAR.  ^^-31     WORLD  SENIORS  INVITATIONAL  APR. 


BRUNO'S  flEHORIAL  CLASSIC  HAY  3-S      TD  WATERHOUSE  CHAHPIONSHIP  HAY  ID-IE 


SingCe  MaCt  &  Scotch  Wfuslqi  *L7(p-avaganz 


An  "Evening  of  !l{are  and  Unique  Singie  Mah  and  Scotch  Wfiisf(ies\ 

Ladies  and  Gentlemen  are  Cordially  Invited  to  Attend  a  Gala  Evening 
Featuring  the  Finest  Single  Malt  and  Scotch  Whiskies 
and  Premium  Imported  Cigars  from  the  Humidors  of 


Featuring  * 

Aberlour 

•  10  Year  Old 

•  15  Year  Old 

•  A'bunadh 
Ardbeg 

•  10  Year  Old 

•  17  Year  Old 
Bowniore 

•  12  Year  Old 

•  15  Year  Old 

•  17  Year  Old 

•  Darkest 
Bunnahabhain 

•  12  Year  Old 
Bushmills  Single  Malt 

Irish  Whiskeys 

•  10  Year  Old 

•  16  Year  Old 
Caol  Ila 

•  7  Year  Old 
Chivas  Regal 

•  12  Year  Old 

•  18  Year  Old 

The  Classic  Malts  of  Scodand 

•  Cragganniore  - 1 2  Year  Old 

•  Dalwhinnie  -  15  Year  Old 

•  Glenkinchie  -  10  Year  Old 

•  Lagavulin  -  16  Year  Old 

•  Oban    14  Year  Old 

•  Talisker- lOYear  Old 
Clynelish 

•  12  Year  Old 
Cutty  Sark 

•  12  Year  Old 
Dalmore 

•  12  Year  Old 

•  21  Year  Old 

•  30  Year  Old 

•  Cigar  Malt 
Edradour 


Montecristo,  Romeo  y  Julieta  &  Por  Larranaga 


Co  Hosted  By 
THE  SCOTCH  MALT  WHISKY  SOCIETY 
&  FORBES  FYI  MAGAZINE 


SPRING  2002  ^ 
THE  RAINIER  CLUB 

820  Fourth  Avenue 

Seattle,  WA 
Friday,  April  5,  2002 


SMWS  Members:  $75.00 
Non-Member  Guests:  $85.00 


GUASTAVINO'S 

409  E.  59th  Street 
New  York,  NY  10022 
Monday,  May  6,  2002 


SMWS  Members:  $80.00 
Non  Member  Guests:  $90.00 


A  delicious  dinner  buffet, 
especially  for  your  dining  pleasure, 
will  be  prepared  by 

Chef  Bill  Morris 
of  The  Rainier  Club 
& 

Chef  Daniel  Orr  of  Guastavino  s 

7:00  -  9:00  PM 
-  Jacket  Preferred  j 


Featuring 

Dewars 

•  White  Label 

•  12  Year  Old 
The  Famous  Groii 
The  Famous  Groi 

Gold  Reser 
Glengoyne 
10  Year  Old 

17  Year  Old 
Glen  Grant 

12  Year  Old 
The  Glenlivet 
12  Year  Old 

18  Year  Old 
French  Oai<  Fi 

Glenmorangie 
10  Year  Old 
15  Year  Old 
Glen  Rothes 

1989  Vintage 
Highland  Park 
12  Year  Old 
18  Year  Old 
Johnnie  Walker 
Black  Label 
Blue  Label 
Gold  Label 
Red  Label 
Knappogue  Castl 
1992 

1993  I 
Macallan 
12  Year  Old 
15\fear01d 
Gran  Reservai 
Rosebank  I 
9  Year  Old  I 
Speyburn 

25  Year  Old 
Tamdhu 


^Participating  Whiskies  Vary  by  Market 
Reservations  are  limited.  Admission  by  advance  ticket  purchase  only  •  Telephone  Toll  Free  1-800-990-199 
Special  rates  for  groups  of  8  or  more      ** Cancellations  accepted  up  to  24  hours  prior  to  event 
Must  be  over  21  years  of  age       Visit  our  Website  at  SMWSA.com 


ORLD'i 


At  Europe's  Heart,  Find  Its  Soul 


On  a  luxurious  Silversea  cruise,  you'll  not  only  visit  the  storied  ports  of  Northern  Europe  and  the  Mediterranean,  but  truly 
experience  their  unic^ue  cultures,  with  creative  excursions  on  land  that  reach  the  heart  and  soul  of  each  destination. 

'our  veranda  suite  on  a  resplendent  ship  embraces  you  with  an  easy  going  elegance.  A  thoughtful  staff  cradles  you  in  warmth 
and  welcome.  And  all-inclusive  fares  ensure  that  every  detail  is  cared  for  in  advance  —  roundtrip  airfare,  pre-cruise 

deluxe  hotel  accommodations,  an  extensive  selection  of  fine  wines  and  spirits 

served  throughout  the  ship  and  all  gratuities. 


All-suite.  All-mclusive.  That's  the  Silversea  experience,  regarded  as  World's  Best  by  prestigious  publications, 

travel  associations  and,  most  notably,  our  guests. 

Contact  your  travel  professional  early  to  secure  the  most  generous  savings  on  the  voyage  of  your  choice. 

For  a  complimentary  brochure  or  more  information  on  Silversea's  worldwide  itineraries, 

kindly  call  877-725-6506  or  visit  www.silversea.com. 


Our  new  optional  Reassurance  Program  offers  you 
peace  of  mind  and  the  freedom  to  change 
your  travel  plans  on  short  notice. 


)RLD'S  BEST    CONDE  NAST  traveler  6  CONSECUTIVE  YEARS    ROBB  REPORT  3  CONSECUTIVE  YEARS    TRAVEL  +  LEISURE  3  YEARS 
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.54 
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by  Jonathan  Yardley  , 
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in  with  deep  colors  and  bold  patterns. 
Photographs  by  Michael  Stratton  72 


Cunningham  Redux  /  The  1952  Cunningham  C4R — 

the  car  that  won  Sebring — rides  again. 
Authentic  down  to  resuming  the  chassis  numbers 
where  they  left  off,  the  new  C4RS  wake 
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/yy  Christopher  Buckley  29 
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FieldWOrk  /  The  former  President  on  his 
lifetime  passion  for  bird  hunting  (one 
tip  for  your  next  partridge  shoot:  Don't  get  sandwiched 
between  Norm  Schwarzkopf  and  Kingjuan  Carlos  I). 
by  George  Bush  43 
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Edited  by  Thotnas  Jackson  84 
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Cover  Michelle  Beloennah,  of  IMG  Models,  driva  the  reintroduced  Cunningham  C4R 
by  the  Cunningham  Company,  (888)  yjj-j68y.  Leather  jacket,  $2,jgo,  and fingerlesi  gloves, 

sj/j,  by  Chanel,  at  Chanel  boutiques,  (800)  ^0-000^;  Bergdorf  Goodman,  New  York; 
and  select  Neiman  Marcus  stores.  Makeup  by  Romy  Soleimanifor  JOE.  Hair  by  Lisa-Raqucl; 
nails  by  Donna  D.;  both  for  Garren  New  York.  Photograph  by  Ron  Reeves. 
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Upon  the  beauty 
of  what  we  h)ve 
our  eves  do  not 
read  the  passing 
of  time.  IJke  the 
artist  who  creates 
and  the  poet  who 
dreams. 


BUCCELL.\TI  WATCHES 


.ITlh  Str.M-t.  N.-w  \(>i  k.  N\  1(»022  -  1V1  (212)  :508-29()n  -  yr>()()  Wilsliiro  Hmil.-\anl.  B.-v.-Hy  Hills.  CA  90212  -  IVl.  (;5)()t  2:6-:(t2 


Our  swan-neck  spirit  stills  stand  nearly  I  7  jeet. 
They  arc  the  tallest  in  Scotland. 


In  most  facets  of  whisky  making,  bigger  is  not 
necessarily  better.  Yet  the  height  of  these  great  copper 
vessels  does  serve  a  noble  purpose:  allowmg  only  the 
lightest  and  purest  of  vapours  to  ascend  and  condense. 

For  the  majontv  of  our  ccnturv-and-a-half  in  the 
whisky  trade,  one  pair  of  stills  has  been  sufficient  to 
keep  apace  with  production  demands.  Recent  years 
have  seen  their  number  grow  to  four  pairs,  but  fear  not— each 
still  has  been  made  to  precisely  the  same  pattern  since  1843. 

Next  time  you're  enjoying  the  yield  of  our  labours- 
pronounced  GlenMORangie,  as  if  it  were  trying  to  rhyme  with 
ORANGEY— you  might  pause  to  reflect  on  the  long  journey 
that  has 
led  the  spirit 
to  your  lips. 


Handcrafted  b\  the  Sixteen  Men  of  Tai 


GLENMORANGIE 

SINGLE  HIGHLAND  MALT  SCOTCH  WHISKY 


PlcjM'  LIS]  n   Olll   \\ll!sl-,\   rl  .)  I'l  spoils 

«%  ale.  by  vol.  (86  proo;    In  :  ^ 
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Chapter  6  Managing 


Taxes 


How  a  couple 
of  investors 

avoided  being 
bitten  by  taxes 

by  choosing  a  fund  that 
knew  how  to  hold  sail.  - 


"Wien  comparing  mutual  fund  tax  advantages,  how  a  fund  is 
managed  can  make  a  big  difference.  What  should  you  watch  for? 
A  high  turnover  rate. 

Aggressively  managed  funds  that  are  constantly  adjusting 
their  positions  turn  over  a  lot.  And  all  that  turnover  can  mean 
higher  taxes. 

Tax-managed  funds,  on  the  other  hand,  stay  the  course  to 
keep  turnover  low.  Which  can  make  for  less  churning  in  your 
stomach  around  tax  time. 

If  smaller  bites  sound  better,  call  us  at  1-800-962-5089,  or 

visit  us  at  vanguard.com.'" 
We  can  help. 


1-800-962-5089 
www.vanguard.coni 


THi^^SuardGROUP 

Invest  in  our  vv.ty  ot  investing.' 


>re  information,  including  risks,  charges,  and  expenses,  about  any  Vanguard  fund,  obtain  its  prospectus  from  The  Vanguard  Group 
t  carefully  before  you  invest  or  send  money.  Tax-managed  funds  may  or  may  not  meet  their  objective  of  being  tax  efficient 
!  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 


'There  will  be  growth  in  the  sp 


A  NICKEL'S  WORTH 

First,  pronounce  it  the  French  way,  Nee-kel  (yes,  it's  frorr 
Paris,  and  we're  mighty  glad  it's  finally  come  to  the 
States).  Then,  pick  up  the  phone  and  make  an  appoint 
ment  (only  in  New  York,  alas,  but  other  locations  open  next  year 
for  some  of  the  best  pampering  a  man  can  experience — a  "morn- 
ing-after" facial,  perhaps,  or  a  blissful  massage.  Finally,  choose 
few  of  the  company's  cleverly  packaged  products  so  you  car 
maintain  that  glow  at  home.  Nickel  spa  and  store,  (212)  242-J20J 
Products  also  available  at  (888)  642-828<),  www.  nickelformen.com 
and  select  Sephora,  Nordstrom  and  Barneys  New  York  stores. 


It  Takes  Two 
Hands  to  Handle 
A  Whopper 

ACCORDING  TO  GARY  HOISINGTON 
a  spokesman  for  Phat  Cycles,  there 
are  two  kinds  of  people  buying 
hogs  like  the  "Whopper  Chopper," 
shown  here.  There  are  adults  who 
wanted  a  Schwinn  Sting  Ray  as  a  kid 
and  devotees  of  real,  gas-powered 
choppers.  Gary  hints  that  Phat  Cycles 
has  some  even  more  outrageous 
bikes  in  development,  but  neither 
confirms  nor  denies  the  rumor 
about  a  hot  rod-inspired  frame  with 
fuzzy  dice  on  the  handlebars.  The 
Whopper  Chopper,  $999.  (S7/j 
884-7428,  www.phatcycles.com. 
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Ct  FHt  GARDENER  IN  HbING  IHtRE. 


Pantings  at  an 
Rxhihition  


WHO  NEEDS  ANOTHER  FAMILY 
portrait?  Not  us.  After  all,  we 
all  see  far  too  much  of  each  other 
anyway.  But  a  painting  of  the 
family  pet. ..now  that  gets  us 
misty.  Seattle  artist  Ken  Bailey 
will  create  a  vintage  poster-style 
work  featuring  your  four-legged 
friend  that  will  turn  even  the  most 
homely  woofer  into  da  bomb. 

Bailey  works  from  photographs 
only — "They  [dogs]  don't 
make  good  models.  My  pieces  are 
more  abstract  and  stylized." 
Bailey  also  creates  fantasy 
or  dream  paintings  involving  pet 
wish  fulfillment  and  more  free- 
form,  action-oriented  paintings. 


Caution:  He  welcomes  an 
owner's  input,  but  after  all,  this  is 
about  the  animal,  not  you.  "I 
always  have  to  plead  with  the 
owners  not  to  start  building  the 


Most  people  like  what  I  come 
up  with...  but  they  can  be  nuts," 
Bailey  notes.  (Cats  and  other 
animals  shouldn't  feel  dissed; 
he'll  paint  them,  too.)  Ken  Bailey's 
vintage  poster  or  pet  fantasy 
paintings,  $l,250-$3,500;  free- 
form  paintings,  $l,000-$2,750; 
additional  characters  are 
$500  each.  (206)  448-7340, 
www.studiokenbailey.com. 
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Gentlemen,  start 
Your  Engines  


A  GREAT  TIMEPIECE  HAS  A  LOT  IN 
common  with  a  great  car:  Both 
artfully  marry  form  and  function; 
both  come  to  life  slowly,  over 
years  of  trial  and  error;  and  both 
embody  all  the  glorious  possib- 


First-Class  Fare 

A one-stop  shopping  destination  for  the  world-weary  traveler, 
Flight  ooi  caters  to  just  about  every  imaginable  need  or 
whim  a  frequent-flyer  might  have.  Named  for  Pan  Am's 
first  'round-the-world  flight,  the  store's  mission  is  to  revive  the  more 
genteel  experience  that  air  travel  was  in  the  early  days  of  trans- 
world  flights.  From  a  well-chosen  and  smart-looking  assortment 
of  streamlined  luggage  and  totes,  to  travel  diaries,  pop-art  pillboxes, 
sturdy  laminated  maps,  eye-catching  luggage  tags  and  preassembled 
toiletry  kits — no  detail  is  deemed  too  small  or  too  trivial  if  it  eases  a 
traveler's  passage.  Flight  kit,       (212)  6()i-iooi  or  usww.fiightooi.com. 


ilities  of  mechanical  engineering, 
large  and  small.  Cartier's  new 
Roadster  watch,  with  its  sleek, 
tonneau-shaped  steel  case,  dash- 
board face  and  interchangeable 
straps  (a  matching  steel  bracelet 
converts  easily  to  this  trapunto- 
stitched  leather  band),  suggests  a 
racy  Aston  Martin,  perhaps,  or  a 
touring  Bugatti.  The  final  pleasure 
is  the  sticker  price,  which  is  sur- 
prisingly affordable  for  a  machine 
of  such  pedigree.  Stainless- 
steel  Roadster  automatic 
watch,  $3,950,  by  Cartier,  at 
Cartier  boutiques,  (800)  CARTIER. 
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CAN  THE 
AFRO  BE 

Warning:  The  following  news  may  FAR  BEHIND? 

prompt  an  acid  flashback.  The  Earth  Shoe  has  returned.  You 
might  remember  the  original  from  the  1970s:  an  odd,  square-toed, 
lace-up  number,  with  a  "negative"  or  "minus"  heel.  Launched  (not 
long  after  our  nation's  first  oil  crisis)  on  the  very  first  Earth  Day, 
the  shoe  was  designed  by  a  Danish  yoga  master  and  was  intended 
to  facilitate  a  relaxed  posture  that  opens  the  chest  and  permits 
deeper,  healthier  breathing.  The  new  Earth  Shoe  is  available 
for  men  and  women  in  myriad  groovy  colors  and  styles.  Pictured: 
The  Cheetah,  about  $100.  Available  at  Nordstrom.  For  additional 
store  locations,  visit  www.  earthfootvjear.com  or  call  (Syy)  J46-JJ64. 


YOUR  GROCERY  STORE'S  IDEA  OF 
Italian  cuisine  is  Ragu,  and  your  holidays 
were  ruined  by  a  panettone  that  tasted 
like  Styrofoam.  Fortunately,  Esperya  can 
deliver  some  old-country  relief  right  to 
your  door.  Its  website  features  gastro- 
nomic ecstasies  such  as  regional  cheese 
selections;  vinegars  (blackberry,  sour 
cherry  and  maple  syrup,  among  others) 
from  Trentino  Alto  Adige;  jams  from 
Sicily  and  Pastiera  Napoletana  (Nea- 
politan Grain  Pie),  it's  the  real  deal. 
(877)  907-2525,  www.esperya.com/usa. 
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High-End 
ArK/ice  


INTERIOR  DESIGNER  NAN  LEE 
has  acquired  a  reputation  among 
her  wealthy  clients  for  locating 
rare  and  collectible  vintage 
furniture,  which  she  then  deftly 
integrates  into  sophisticated, 
highly  personalized  residential 
and  office  interiors.  Lee  travels 
the  world  in  search  of  furnishings 
that  are  not  only  handsome 
and  functionally  appropriate  to 
her  clients'  needs,  but  that 
can  be  expected  to  appreciate 
in  value.  This  Jacques  Adnet- 
designed  steel-frame  desk,  chair 
and  floor  lamp  set  is  wrapped 


is.. 

in  hand-stitched  Hermes  leather. 
Part  of  a  collection  designed 
by  the  French  architect  in 
association  with  Hermes  in  the 
1950s,  the  suite  was  custom- 
fabricated  for  a  sixth-arrondisse- 
ment  apartment  in  Paris. 
$68,000.  Lee/Wimpenny  Design 
Associates,  (212)  505-8408. 
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The  Royal  Sweet 


"Perfection  is  a  quality  of  life 
worth  obsessing  about,"  claims 
John  Down  of  Christopher  Norman  Chocolates.  WeU,  when  it 
comes  to  our  tummies — or  at  least  what  we  put  in  them — we're  in- 
clined to  agree.  Working  out  of  a  small  kitchen  in  New  York's 
Soho,  Down  and  his  colleagues  produce  some  of  the  most  inventive 
chocolate  creations  we've  ever  tasted.  For  Easter,  the  company  is 
creating  painted  Faberge  eggs  and  the  golden  egg  pictured,  called 
the  Crown  Royal  (yes,  it's  made  of  white  chocolate).  Each  is  filled 
with  assorted  chocolates  and  truffles — the  latter  boast  such  beguil- 
ing fillings  as  blood  orange,  bergamot,  lavender  and  chartreuse. 
Seconds,  anyone?  Crown  Royal,  $200;  Christopher  Norman 
Chocolates,  New  York,  (212)  6jy-jy22,  CocoaKings@earthlink.net. 
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The  Mafias 
Greatest  Hits 


MANY  OF  THE  SONGS  ON  // 
Canto  di  Malavita  begin  with  a 
melancholy  accordion  and  a 
sweet-sounding,  plaintive  baritone 
voice.  Listening,  you  imagine 
yourself  in  a  tranquil  seaside 
trattoria  in  southern  Italy,  sipping 
Librandi  Giro  and  forking  linguine 
alle  cozze.  The  music  breaks 
and  a  man's  voice  narrates  some 
story  in  a  dour,  monotone  voice. 
But  even  if  you  listen  closely  you 
can't  understand  the  dialect, 
until  you  pick  up  the  liner  notes 
and  you  realize  that  what  you 
thought  was  "Moon  in  the  sky" 
is  really,  "While  the  sawn-off  shot- 
gun sings  /  The  traitor  screams 
and  dies."  These  are  the  prison 
songs  of  revenge,  the  driving 
force  of  mafiosi,  or  malavita,  in 
the  rugged,  rocky  mountains  of 
Calabria — the  toe  of  Italy's  boot. 
They  are  woven  into  peasant 
culture,  sung  by  farmers,  laborers 
and  fishermen.  At  any  saint's 
festival  in  any  tiny  village  through- 
out Calabria,  you  can  find 
bootleg  recordings,  although  how 
they  were  recorded  is  best  left 
unasked.  The  Italian  government 
has  banned  any  music  that 
glorifies  the  'Ndrangheta, 
the  Calabrian  mafia  (this  CD  was 


® 


released  in  Germany).  Meanwhile, 
the  rest  of  us  in  the  non-ltalian- 
speaking  world  can  casually  enjoy 
the  beauty  of  lyrics  such  as,  "Tu 
si  cuntrastu,  sbirru  e  cunfirenti." 
So  what  if  that  means,  "You  are 
a  spy  and  you  are  a  traitor"?  Lethal 
accusations  have  never  sounded 
sweeter,  www.malavita.com. 


A  Hundred  Do      .  ^eer  on 

The  Wall,  a  Hundred  Dollars  of  Beer 

Let's  say  that  one  of  America's  best  brewers — the  Boston  Beer 
Company  of  Samuel  Adams  fame — wants  to  sell  you  a  start- 
lingly  new,  superpremium  beer.  Let's  say  it's  fermented  with 
what  the  brewer/proprietor,  Jim  Koch,  calls  "ninja  yeasts,"  spec- 
ially bred  for  eight  years  to  produce  the  world's  highest  alcohol 
beer  (48  proof),  and  it  comes  in  a  heavy  ceramic,  brew-kettle-shaped 
bottle  with  copper  fittings.  Now  how  much  would  you  pay?  Wait... 
don't  answer.  What  if  the  brewer  made  only  3,000  numbered  bottles 
and  will  never  make  it  again,  and  it  has  a  remarkable  taste — think  spicy 
vanilla,  maple  syrup,  exotic  flowers — never  before  produced  in  a  beer? 
Well,  if  you  want  the  Sam  Adams  Utopias  MMII,  the  answer  is  $100 
per  (one-and-a-half-pint)  bottle.  The  good  news  is  that,  like  cognac, 
you  can  amortize  the  cost  over  numerous  sippings — it  won't  go 
flat  after  opening.  And  remember  that  in  case  of  power  failure  it  is, 
says  Koch,  "probably  the  only  beer  you  can  light."  Available  at  select 
stores;  call  the  Boston  Beer  Company,  (6iy)j68-^ooo,  www.  samadams.com. 
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Topper's    1315  Burlingame  Ave.,  Burlingame,  CA  94010  (650)  347-2221 


Thong 
Remember 


MAKE  SURE  THE  GLEAMING 
surface  of  her  favorite  Gucci 
leathers  won't  be  marred  by — 
God  forbid! — unsightly  panty  lines. 
The  secret?  A  thong,  or  better 
yet,  a  G-string.  The  skimpier, 
softer,  lighter,  lower-slung  and  less 


adorned,  the  better.  Mind  you, 
minimal  needn't  be  drab  or  dull. 
Winner  of  awards  for  comfort  and 
design,  Cosabella's  perfectly  pro- 
portioned, fine-mesh  Soire  thongs 
and  G-strings  meet  all  the  above 
requirements  and  are  available 


in  a  dizzying  array  of  saturated 
colors.  One  size  fits  all.  $15  a  pair 
at  Pink  Slip  in  New  York's  Grand 
Central  Station,  or  online  at 
www.thepinkslip.com.  For  addi- 
tional retailers,  call  (800)  451- 
5393  or  visit  www.cosabella.com. 


The  Best  of  the  Brightest 

From  Ground  Zero  to  the  dark  caves  ot  Tora  Bora,  fire- 
fighters, cops  and  Special  Ops  forces  don't  go  anywhere 
without  Surefire  flashUghts.  (A  tiny  two-battery  Surefire 
E2  Executive  model  puts  out  a  better  beam  than  a  fiDur-battery 
Mag-Lite.)  How  does  Surefire  do  it?  With  high-intensity  xenon 
and  halogen  bulbs,  lithium  and  nicad  batteries  and  flawless 
reflectors  that  deliver  a  perfect  sphere  ot  sharp  white  light.  The 
company  makes  20  different  "illumination  tools"  as  well  as  an 
array  of  weapons-mounted  lights.  Our  favorite  model  is  the  loX 
Dominator,  a  blindingly  brilliant,  rechargeable  light  that  features 
two  lamps.  The  primary  lamp  is  more  than  adequate  for  walking 
the  dog  on  a  dark  road  late  at  night,  but  should  you  need  instant 
"threat  assessment,"  the  flick  of  an  additional  switch  on  the  loX 
produces  a  retina-scorching  500-lumen  beam  of  light — sort  of  like 
holding  the  headlight  of  a  Mercedes  E-class  in  the  palm  of  your 
hand.  E2  Executive,  $jy,  loXDomhiator,  sj^o;  www. surejire.com. 
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Life  is  for  living  —  and  living  well. 
Long  known  as  the  "Pearl  of  the 
Orient,"  Hong  Kong  is  considered  by 
many  to  be  Asia's  finest  city.  You'll  find 
no  other  place  on  earth  matches  its 
crossroads  of  cultures  and  history 
spanning  sixty  centuries.  Further,  this 
welcoming,  vibrant,  cosmopolitan  city 
boasts  myriad  hotels  —  among  them  the  finest 
in  the  world.  Here  pampering  is  the  order  of  the  day  and 
in  keeping  with  the  true  spirit  of  Oriental  hospitality. 
Superb  cuisine,  exciting  nightlife  and  world-class  shopping 
also  vie  for  your  attention. Treat  yourself  to  all  that  this 
splendid  metropolis  has  to  offer  and  all  that  you  deserve. 

A  Cultural 
Kaleidoscope 

A  pastiche  of  times  past 
and  present  and  places 
East  and  West  beckons 
you.  In  Hong  Kong  you'll 
discover  echoes  of  our 
British  colonial  past  are  everywhere  —  as  is  the  ancient 
discipline  of  feng  shui  evident  in  the  building  of 
many  a  2 1  st-century  skyscraper  Come  learn  of 
our  intriguing  legends  and  swashbuckling  past. 
Visit  the  most  modern  of  museums  and 
look  for  mythical  dragons  in  their  moun- 
tain lairs.  Dine  on  clotted  cream  and 
scones  at  an  elegant  English  high  tea  or 
let  an  Oriental  expert  reveal  the  wealth 
^histor>'  contained  in  a  single  bowl  of 


the  famous  brew. 

Try  something  ne 
a  free  Tai  Chi  lesson 
of  our  many  beautift 
Pit  your  wits  against 
professional 
tors  at  the  Jade  Ma 
savor  the  picturesc 
lage  atmosphere  c 
of  our  outlying  isk 
the  evening  at  Ocean  Park  watch  gorgeously  cos 
performers  present  a  dazzling 
display  of  centuries-old  Chinese 
acrobatic  skills  and  intriguing 
stagecraft.  No  matter  how 
closely  you  watch,  you'll 
never  unravel  the  secrets  of 
Bien  Lien,  in  which  the  artist 
repeatedly  transforms  his 
painted  masks  before  your  eyes 

Celebrations  Older  Than  Time 

_    Revel  in  pomp  and  pageantry;  6 

^H^l^      grandstand  view  of  quaint  rii 
from  colonial  times  like  th 
firing  of  the  Noonday  G 
Immerse  yourself  in  the 
and  excitement  of  cele 
tions  older  than  time.T 
island  of  Cheung  Chau  h 
unique  Bun  Festival:  In  live 
through  the  islanc 


narrow  lanes, 
children  seem  to 
float  above  the 
crowds.  And  as 
Dragon  Boat 
Races  approach, 
stirring  drumbeats 
echo  along  the 
shore  as  the 
crowds  urge  on 
the  competitors. 


ty  of  Life 

Visit  us  in  mid- 
imer  and  catch 
Mega  Hong 
ig  Sale.  From 
2  through  mid- 
just,  everything 
t  a  discount, 
ri  free  gifts  and 
cy  draws  to 

<e  the  bargains  even  more  enticing.  We' 
rently  enjoying  a  two-year  celebration  of 
practically  every  aspect 
life  in  the  extraordinary 
City  of  Life.  At  the  end  of 
the  year,  say  good-bye  to  2002 
and  welcome  2003  the  Hong  Kong 
way,  with  a  City  of  Life  Street 
mival.  No  matter  when  you  come, 


it's  always 
time  for  a 
celebration 
in  Hong  Kong, 
where  an 
average  year 
includes  hundreds 
of  festivals  and 
cultural  extrava- 
ganzas, all  part  of 
the  rich  tapestry 
that  says 
City  of  Life: 
Hong  Kong  Is  It! 
You  will  find  details  of  some  of 
our  finest  hotels  on  the  following 
page.  For  further  information, 
see  our  Web  site: 
DiscoverHongKong.com/usa  or 
call  1-800-282-4582. 


Information  contained  in  this  promotional  section  is  updated  as  of 
January  2002  and  is  sub|ect,to  fibange  without  prior  notice. 
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"H/^erc  to  stay. 


Hotel  MIramar 


HOTEL 

^  HONG  KONG 


I  18-130  Nathan  Road.Tsimshatsui 

Kowloon,  Hong  Kong 

Tel:  (852)  2368  I  I  I  I 

Fax:  (852)  2369  1788 

E-mail:  miramarhk@hmhm-group.com 

Web  site:  www.miramarhk.com 


With  ample  meeting  venues  equipped  with  advanced  facilities 
and  the  latest  in-room  broadband  Internet  access  system, 
Hotel  Miramar  offers  an  unrivaled  choice  to  business  travelers. 
Conveniently  located  in  the  heart  of  the  city,  the  newly  renovated 
hotel  features  525  superbly  appointed  guest  rooms  and  suites, 
a  splendid  ballroom  and  10  multifunction  rooms  accommodating 
from  12  to  1,000  guests.  Western  essence  combined  with  Oriental 
hospitality  —  an  experience  not  to  be  missed! 


GRAND  ST.^NFORD 

INTER-CONTINEN 

HONGKO.NG  , 


Grand  Stanford  Inter-Contlnental,  Hong  K 

70  Mody  Road.Tsimshatsui  East  | 
Kowloon,  Hong  Kong 
People's  Republic  of  China 
Tel:  (852)  2721  5161 
Fax:  (852)  2732  2233 
E-mail:  info@grandstanford.com 
Web  site:  www.hongkong.interconti.com 
or  www.grandstanford.com 
General  Manager:  Mr  Gerhard  Hecker 

Located  in  the  heart  of  Kowloon  along  the  magnificent  waterf 
of  Victoria  Harbor  and  surrounded  by  shopping,  commercial  a 
entertainment  complexes,  the  5-star  Grand  Stanford  Inter-Coi 
Hong  Kong  features  579  exquisitely  decorated  rooms  and  suit 
first-class  restaurants,  rooftop  swimming  pool,  health  club,  bus 
center  and  excellent  conference  and  meeting  facilities. 


Best  Western  Rosedale  on  the  Park 

8  Shelter  Street 
Causeway  Bay,  Hong  Kong 
Tel:  (852)  2127  8888 
Fax:  (852)  2127  3333 
E-mail:  hotel@rosedale.com.hk 
Web  site:  www.rosedale.com.hk 


Rosedale 

on  Die  parte  •  la  M  a  IE 


Best  Western  Rosedale  on  the  Park  is  located  in  the  heart  of 
Causeway  Bay.  Designed  as  an  "Intelligent"  hotel,  a  total  of  274 
elegant  rooms  and  suites  are  equipped  with  broadband  Internet 
access.  The  hotel  features  two  restaurants  and  a  lounge,  plus  six 
well-equipped  function  rooms  to  suit  a  variety  of  special  occasions 
along  with  your  business  needs. 


Scanners 


FYEye 


entire  body.  The  reluctant  shop- 
per stands  in  a  darkened  booth 
(large  enough  to  keep  claustro- 
phobes  comfortable)  and  after  a 
12-second  strobe  scan  of  more 
than  200,000  data  points,  a 
precise  picture  emerges  of  his 
measurements,  from  neck  size, 
chest  and  shoulders  to  biceps 
and  backside.  The  data,  now  per- 
manently on  file,  is  then  whisked 
off  electronically  to  the  factory, 
where  suits,  blazers,  pants  and 
dress  shirts  are  custom-created 
and  shipped  within  two  to  three 
weeks,  depending  on  the  item. 
All  the  shopper  need  ever  do 
henceforth  is  choose  styling  and 
fabrics.  One  call  does  the  rest.  No 
more  changing  rooms  or  inseam 
measurements  from  strangers. 
It's  a  guaranteed  perfect  fit  (as 
long  as  you  don't  gain  20  pounds) 
and  it's  free.  Brooks  Brothers, 
346  Madison  Avenue,  3rd 
floor,  (212)  885-6814  or  6849, 
www.  brooksbrothers.  com. 


BROOKS  BROTHERS  MAY  HAVE 
just  relieved  the  American  male 
of  a  task  more  reviled  than  doing 
the  dinner  dishes:  shopping  for 
clothes.  It's  called  Digital  Tailor- 
ing. Available  now  at  the  New 
York  store  on  Madison  Avenue — 
and  soon  at  other  locations — the 
new  technology  creates  a  three- 
dimensional  image  of  a  customer's 


TheRickatini 


Here's  a  rare  flavored  martini  that 
is  neither  sweet,  goofy  nor  queasy- 
making.  Its  subtle  succulence  rests  in  the  note  of  ripe,  juicy  apple 
it  picks  up  from  calvados,  the  French  apple  brandy.  The  better  the 
Calvados  (we  recommend  Daron),  the  more  life-enhancing  the  drink. 

4  parts  vodka 
I  part  calvados 

3  vigorous  shakes  of  Angostura  bitters 
(or  to  taste) 


Mix  ingredients  with  ice  cubes  in  a 
cocktail  shaker,  give  'er  a  samba-rhythm 
whirl.  Pour  into  a  martini  glass.  You  can 
thank  us  in  the  morning. 
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SURGEON  GENERAL 

Smoke  Increases  The  Ri 
And  Heart  Disease,  Ever 

(RNING:  Tobacco 
sk  Of  Lung  Cancer 
1  In  Nonsmokers. 

America's  Sound. 
America^  Cigar. 

With  every  spontaneous  riff,  the  improvisations 
called  jazz  redefine  music  in  fhe  subtlest  ways. 
And  with  every  lingering  puff  the  cigars  named 
Macanudo  redefine  pleasure  in  the  smoothest  ways. 
No  wonder  Macanudo  inspires  the  passion  it  takes 
to  make  it  America  s  best-selling  premium  cigar 


MACANUDO 

An  American  Passion. 


Imported  from  the  Dominican  Republic  in  four  distinctive  tastes. 
MACANUDO  CAFE  /  MACANUDO  ROBUST   MACANUDO  MADURO  /  MACANUDO  VINT/ 

www.clgarworlcl.com 


■ 


BUT  ENOUGH  ABOUT  YOU/ 


low  Foie  Gras 
Was  My  Valley 

Our  liverish  bicycle  correspondent  and  family  spend  a  week 
France's  spectacular  Dordo^ne  River,  staying  in 

centuries-old  chateaux  and  eating  le  tout. 
By  Christopher  Buckley 


TRY  TO  AVOID  THE  SWEEPING  STATE- 

,  but  there's  no  more  ridiculous  sight  in  Hfe 
a  busload  of  German  tourists  pulled  over  to 
de  of  a  road  in  France  to  record  the  lo  a.m. 
-feeding  of  geese.  Still,  you  have  to  credit 
Teutonic  pluck.  It  takes  brass  walnuts  to  go 
ig  in  a  country  you've  been  invading  since  the 
,  We  hiked  a  total  of  152  miles,  and  every  time 
)oked  there  was  a  marker  saying  that  here  on 
h  30,  1944,  some  poor  24-year-old  garage- 
er  named  Philippe  or  Marc  was  lachement 
ine  by  soldats  Allemands.  I  had  to  look  up 
sment."  It  means  cowardly.  What  do  they 
,  seeing  that  through  the  bus  windows  on 
way  to  the  next  gavage  of  hysterical  geese? 
It  then  the  Dordogne  has  been  a  misery  mag- 
ince  1337,  when  the  Hundred  Years  War 
1.  That  was  followed  by  the  even  grimmer 
between  Catholics  and  Huguenots,  when  it 

ne  okay,  even  morally  desirable  to,  say,  burn  women  and  children  alive 
eir  views  on  the  Immaculate  Conception.  Then  just  as  the  area  was  get- 
jack  on  its  feet  after  the  Revolution  and  Napoleon,  phylloxera  wiped  out 
:  vineyards.  Then  the  Nazis  arrived — and  not  for  the  geese — going  about 
business,  lachement.  But  ruination  and  tragedy  give  an  Eden  its  depth, 
y  Miller,  who  appreciated  earthly  beauty  as  carnally  as  he  did  his  women, 
red  this  part  of  France  "the  nearest  thing  to  Paradise  this  side  of  Greece." 
I  not  especially  feel  this  way  as  I  humped  up  the  seven-kilometer  hill 
icamadour  to  the  sound  of  frenzied  honking  and  the  rat-a-tat  of  Leicas, 
I  vainly  to  keep  up  with  my  nine-year-old  son — "What  gear  are  you 
ad?" — but  the  rest  of  the  week  was  a  series  of  blissed-out  nods  to  Miller. 
.  been  hearing  about  "the  Dordo"  from  the  Butterfield  &  Robinson  guides 
sars.  B&lR  is  — (a  va  sans  dire — the  flawless  and  yet  ever-improving 
ato-based  guiding  outfit  that  runs  trips,  mainly  on  bike,  more  or  less  every- 
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where  on  earth.  But  ask  the  guides 
which  is  their  favorite  and  they  never 
hesitate — "The  Dordo,  the  Dordo." 

So  when  it  turned  out  that  B&.R 
offers  a  family  trip — eight  years  and 
up — to  the  land  of  dramatic  castles 
lived  in  bv  Richard  the  Lionheart,  ot 
caves  where  man  may  have  created 
the  first  art,  and  of  other  caves,  in 
cliffs,  where  troglod\tes  lived,  of  rivers 
for  fishing  and  paddling,  town  mar- 
kets smelling  of  lavender  and  statice 
and  cheeses,  of  starred  restaurants  in 
Relais  &  Chateaux  hotels,  hot  fields 
of  blazing  sunflowers,  cool  forests 
reeking  ot  moss  and  truffle,  ot  picnics 
on  bluffs  looking  down  on  trout-dim- 
pled water,  of  biking  through  a  thun- 
derstorm to  a  lunch  in  a  cozy  inn  of 
fresh  mushroom  omelette  and  glasses 
of  Bergerac  wine — Alors,  bring  the 


whole  bottle,  would  you,  s'il  vous 
plait? — off  we  went.  It  really  wasn't 
a  hard  sell.  If  B&R  offered  a  trip  to 
Chernobyl,  it  would  be  worth  taking. 

We  had  our  first  semiserious  hill 
the  morning  of  day  two.  This  was 
probably  for  the  best,  since  dinner  the 
night  before  consisted  of  a  "duo  of  foie 
gras"  and  a  dessert  called  a  "chocolate 
volcano,"  which  left  Conor  (mv  heir) 
looking  hke  a  Jackson  Pollock  paint- 
ing. At  the  top  of  this  hill,  about  ii 
o'clock,  we  pulled  into  a  farm  for 
refreshments,  consisting  of  fresh  foie 
gras  and  white  wine.  It  was  interest- 
ing to  watch  the  astonished  reaction 
of  the  urologist  from  Denver  in  our 
group,  whose  superb  physique  sug- 
gested that  his  idea  of  refreshment 
after  pedaling  up  a  three-click  hill  was 
two  raisins,  unsalted  roUed  oats  and 
250  milliliters  of  purple  Powerade.  I 
on  the  other  hand  tucked  in  Uke  a 
famished  truffle  pig  and  here  declare 
that  foie  gras  and  wine  is  an  excel- 
lent mid-morning  restorative.  Bring 
on  the  prehistoric  cave  painting!  One 
more  for  the  road.  Hie. 


The  Lascaux  Cave  was  found,  as 
most  caves  are,  by  kids  and  a  dog,  and 
as  a  rule  the  pooch — named  Robot,  in 
this  case — does  not  make  it  back  out. 
But  what  an  amazing  feat  of  "Fetch!" 
he  performed:  the  cave  where  17,000 
years  ago  man  created  the  first  art 
gallery.  If  the  dung  Madonnas  at 
the  Brooklyn  Museum  of  Art  are  any 
indication,  it's  been  downhill  since 
the  Upper  Magdalenian. 

They  shut  down  the  original  Las- 
caux Cave  in  1963  because  the  carbon 
monoxide  emitted  b\-  thousands  of 
daily  visitors  was  causing  "green  and 
white  disease" — a  sort  of  limestone 
version  of  gingivitis — to  form  on  the 
animal  paintings.  Now  you  can  onlv 
see  the  original  cave  if  you  are  the 
chef  of  a  three-star  restaurant,  fought 
at  Dien  Bien  Phu  or  are  a  mistress  of 


the  President  of  France — and  since 
there  are  so  many  of  the  latter,  they're 
having  to  cut  back. 

Lascaux  II  is  an  exact  replica,  pain- 
stakingly re-created  using  the  same 
painting  techniques  as  in  the  origi- 
nals: pigments  mixed  in  the  mouth 
and  blown  onto  the  walls  through 
marrowbones.  The  expression  "sufter 
for  art"  truly  appUes  to  the  assiduous 
artisans  of  Lascaux  II. 

Standing  there  in  the  cool  and 
dark,  looking  up  at  (okay,  they're  not 
real,  but  just  pretend)  the  paintings  of 
bison,  ibex,  horses,  rhinos  and  bulls,  is 
every  bit  as  awe-inspiring  as  standing 
in  the  Sistine  Chapel  in  Rome. 

Conor's  reaction  to  Sistine  Chapel: 
"When's  lunch?" 

Conor's  reaction  to  Lascaux:  "Can 
I  get  a  postcard  of  it?" 

Reaction  number  two  is  an  unqual- 
ified rave. 

A  few  days  later,  we  visited  a  real 
cave,  the  Font-de-Gaume  near  Les 
Eyzies.  As  we  went  in,  a  woman 
was  coming  out  holding  her  head 
with  blood  spurting  from  a  gash.  "Pas 


se'rieux!"  she  cheerily  exclaimed. 

Our  guide  was  a  scholarly  English 
woman  who  stated  in  a  fashion  no 
inviting  argument  that  Cro-Magno 
was — I  wrote  it  down — "more  ad 
vanced  than  us."  Admiring  as  I  was  a 
the  haunting  art  he  left  on  the  wall 
we  toured,  I  never  got  a  chance  t 
ask  her  when  exactlv  Cro-Magno 
landed  on  the  moon  or  invented  peni 
cillin.  Those  of  us  who  had  done  tim 
at  boarding  schools  felt  eerilv  at  honi 
in  this  lady's  company.  When  sh 
showed  us  the  amazing  "Chapel  of  th 
Bisons,"  she  remarked  that  we  real! 
ought  not  be  allowed  to  see  it.  i\ 
any  rate,  from  her  we  heard,  amon 
manv  other  things,  that  the  fir^ 
evidence  of  organized  fire  was  foun 
in  Nice,  dating  back  450,000  veai 
ago.  This  explains  France's  preem 
nence  in  cuisine. 

We  regained  the  light  and  pushe 
on  to  La  Bugue  and  our  heaven! 
omelettes  and  wine.  The  B&R  guid< 
scoop  up  the  children  before  lunc 
everv'  day  and  take  them  off  for  pizi 
and  adventures.  One  day  they  spe 
lunked,  wearing  real  Carborundui 
helmet  lanterns;  another  thev  canoei 
another  the)'  did  cave  painting.  They' 
returned  to  you  each  day  at  fiv 
exhausted  and  dirtv.  So  there  is  tin 
to  linger  after  lunch  with  coffee  ar 
the  paper.  The  Herald  Tribune  th 
day  announced  that  California's  ecoi 
omy  was  now  larger  than  France 
The  French  consul  in  Los  Angel 
sniffed,  "We  still  make  the  best  wii 
in  the  world." 

We  pedaled  back  to  Les  Eyzies 
a  drenching  rain,  but  felt  fine,  car 
free,  like  it  was  a  scene  in  a  Frenc 
B-movie  with  accordion  music  pla 
ing.  At  the  hotel,  Le  Centenaire 
spent  the  balance  of  the  afternoc 
soaking  in  a  hot  tub,  reading  7 
Pickwick  Papers.  Later,  my  13-year-o 
daughter  Caithn  and  I  took  a  stn 
over  a  bridge  and  looked  dow 
and  there  were  a  dozen  antique  a 
parked  cheek-by-jowl  by  a  hotel  or 
stream.  We  wandered  down.  It  wa: 
club  of  English  Alvis  owners  on 
ramble  through  the  countr\"side.  Th 


Our  guide  stated  in  a  fashion  not  inviting 

argument  that  Cro-Magnon  was — 

I  wrote  it  down — "more  advanced  than  us." 
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were  having  their  pints,  pink-faced, 
jolly  as  could  be,  delighted  to  explain 
their  marvelous  cars.  Here  they  were, 
away  from  the  damp,  Sceptered  Isle, 
land  of  hoof-and-mouth  and  mad- 
cow,  tootling  and  honking  through 
paradise  in  their  gleaming,  buffed 
chrome  toys.  They  may  have  been 
fighting  the  Frogs  tooth  and  nail  since 
1066,  but  no  one  appreciates  France 
like  an  Englishman.  Cyril  Connolly 
said  that  true  happiness  would  be  a 
helicopter  to  whisk  him  from  lunch 
in  his  London  home  to  the  Perigord. 
As  this  happy  little  scene  pro- 


ceeded, I  was  having  deja  vu.  And  it 
hit  me:  The  Alvis  owners  were  Pick- 
wickians.  There  was  Mr.  Snodgrass 
and  Mr.  Winkle  and  Mr.  Tupman 
and  Mr.  Jingle.  Sometimes  life  hands 
you  these  coincidences. 

Cat  and  I  walked  back  to  the  hotel, 
to  a  trio  of  foie  gras  on  white  aspar- 
agus, sole  and  chocolate  souffles, 
Armagnac  and  Cohibas.  The  chef 
was  in  an  especially  fine  mood,  since 
that  very  afternoon  he  had  received 
the  Legion  d'Honneur  for  his  con- 
tributions to  French  cuisine.  A  big- 
deal  medal.  For  cooking.  About  some 
things,  the  French  really  have  got 
it  right.  They  might  even  let  him 
into  Lascaux  I  with  the  presidential 
mistresses. 

I  am  my  cardiologist's  nightmare.  I 
would  butter  my  foie  gras,  then  rub 
cheese  on  it,  then  deep-fr}'  it  and  pour 
hoUandaise  on  it  and  wash  it  down 
with  eggnog.  I  exaggerate.  But  about 
three  days  into  this  slippery  Road 
to  Lipitor,  even  I  had  achieved  a 
sufficiency  of  foie  gras.  I  was,  how- 
ever, delighted  by  the  heaping  bowls 
of  warm  potatoes  that  seemed  to 
arrive  with  everv  lunch.  Bov  thevwere 
good.  Whereupon  it  was  pointed  out 
that  they  were  cooked  in  goose  fat. 
The  whippet-lean  Denver  doctor  said 
he  was  increasing  his  dose  of  Lipitor. 


I  quietly  despaired.  A  quick  death 
was  the  best  I  could  hope  for.  But  20 
clicks  after  lunch  on  a  bike  at  least 
imparts  the  illusion  of  cardio-repair. 

Certainly  the  climb  up  to  Beynac 
did.  Have  you  been  to  Beynac?  It's  a 
castle  that  looms  150  meters  above  the 
Dordogne  River.  They  shoot  a  lot 
of  movies  there:  My  heart  throbbed 
when  we  saw  the  ijth-centur)'  kitchen 
into  which  Sophie  Marceau  rode  on 
horseback  in  La  Fille  de  d'Artagnan, 
but  it  could  have  been  the  onset  of 
arteriosclerosis  from  that  day's  ration 
of  goose  fat. 


The  kids  took  one  look  at  Bey- 
nac and  let  out  a  collective  yesss.  It's 
good  for  American  children  to  con- 
front antiquity  that  puts  our  own 
in  perspective.  The  oldest  houses 
in  St.  Augustine  or  Santa  Fe  seem 
pretty  arriviste  next  to  a  12th-century' 
bastide,  much  less  17,000-year-old 
cave  paintings. 

Beynac  was  owned  by  the  same 
family  from  1115  to  1961,  except  for 
a  few  years  in  the  late  12th  centur\' 
when  Richard  the  Lionheart  con- 
trolled it.  The  new  owner  probably 
did  not  need  to  take  out  title  insur- 
ance. He  was  told  that  restoring 
it  fully  would  take  100  years.  He 
courageously  gave  the  go-ahead.  A 
hundred  years  of  American  subcon- 
tracting might  get  him  a  new  bath- 
room and  refinished  kitchen.  I  was 
most  taken  by  the  baronial  hall  from 
which  the  barons  of  Beynac  issued 
their  decrees  from  a  portal  a  hundred 
feet  above  the  courtvard  below. 
Standing  there  looking  down  where 
the  peasantry  and  soldiers  once  trem- 
bled in  anticipation  of  the  latest 
announcement,  vou  could  hear  the 
voice  of  Mel  Brooks  sa\ing,  "It's  good 
to  be  the  baron."  Another  useful  re- 
decorating tip  we  picked  up  was  that 
clockwise  ascending  spiral  stairways 
favor  right-handed  defenders  coming 


down  with  drawn  swords.  Be  sur 
mention  this  to  your  architect  vvhi 
planning  the  beach  house. 

We  peeked  into  Richard  the  Lio 
heart's  apartment.  (So  they  claim  it 
be.)  He  was  killed  not  far  from  hei 
during  the  siege  of  Chalus.  I  had  n 
been  an  especial  fan  of  Lionhear 
ever  since  learning  about  his  slaught 
of  the  2,700  Muslim  captives  at  Ac 
during  his  crusade  there  to  make  tl 
Holy  Land  safe  for  Christianirv. 
took  three  days  to  behead  them  a 
Reading  about  the  Crusades  can  gi 
useful  insight  into  our  continuii 
problems  in  that  region;  specificaK 

WHY  THEY  HATE  US  SO. 

My  feelings  about  Richard  we 
tempered,  though,  when  I  can 
across  James  Reston,  Jr.'s  fine  boi 
Warriors  of  God,  about  Richard  ar 
his  fierce  opponent,  Saladin. 

At  Chalus,  Reston  writes,  Richa 
was  strutting  about  the  walls,  with 
plain  sight  ot  the  defenders  and  wit 
out  armor,  when  a  young  bowma 
one  Peter  Basil,  let  a  bolt  fly.  It  stru 
Richard  and  lodged  deeph'  in  his  an 

A  butcher  botched  the  extractio 
Richard's  arm  turned  black  with  ga 
grene  and  the  death  watch  bega 
Meanwhile,  his  forces  took  Chali 
He  ordered  all  the  defenders  hange 
with  the  exception  of  Peter  Bas 
whom  he  had  brought  before  him. 

"What  harm  have  I  done  to  \'i 
that  you  have  killed  me?"  Richa 
demanded. 

Peter  replied,  "With  your  ov 
hand  you  killed  my  father  and  my  tv 
brothers,  and  you  intended  to  kill  rr 
Therefore  take  any  revenge  on  r 
that  you  want,  for  I  will  endure  t 
greatest  torments  you  can  devise, 
long  as  you  have  met  with  your  en 
For  you  have  inflicted  many  and  gre 
evils  on  the  world." 

Lionheart's  attendants  urged 
especially  painful  and  slow  death  t 
the  cheek}'  EngUsh  regicide,  and  Gi 
knows  the  medieval  mind  was  good 
coming  up  with  gruesome  executioi 
But  Richard  said,  "I  forgive  you  r 
death,"  and  ordered  Peter  releas 
and  given  100  English  shillings.  "Li 


They  may  have  been  fighting  the  Frogs 

tooth  and  nail  since  1066,  but  no 

one  appreciates  France  like  an  Enghshman. 
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le  told  the  doubtless  stunned 
;  man.  "By  my  bounty  behold 
;ht  of  day.  Let  the  vanquished 
5y  my  example." 
now  I  incline  to  cut  old  Lion- 
some  slack.  But  what  really 
ssed  the  kids  was  the  latrine. 
I  our  way  out  over  the  draw- 
e  our  lovely  English  guide 
ed  out  the  sharpened  stakes 
th.  It  was  here  that  they  trapped 
ers.  Those  who  weren't  pushed 
rd  onto  the  stakes  could  look 
time  to  see  the  mass  of  boiled 
il  fat,  tree  resin  and  ash  being 
d  down  onto  them.  It  might 
een  just  as  efficient  to  feed  them 
tatoes  cooked  in  goose  fat. 
;  set  off  in  the  remains  of  a 
orm  toward  our  hotel,  where 
er  amazing  meal  awaited.  That 
as  Cat  and  I  played  chess, 
;  each  other's  knights  and  bish- 
id  castles  and  queens  felt  more 
tic  than  usual,  though  really  it's 
i  been  earthshaking  whenever 
een  is  taken. 

e  next  morning,  one  of  the 
f  our  rapidly  ending  week,  I 
ed  into  the  little  church  in 
c,  built  on  the  site  of  a  Roman 
e.  An  old  woman  was  cleaning 
;bs  and  birds'  nests  out  of  the 
up  stained  glass  nooks  with 
oot-long  branch  of  bamboo. 

was  something  quietly  beauti- 
out  the  simple  office  that  she 
srforming.  We  pedaled  to  the 
here  they  have  been  pressing  oil 
walnuts  and  chestnuts  in  the 
way  for  more  than  400  years, 
en  that's  not  such  a  long  time 
s  part  of  the  world, 
case  you  were  thinking  it's  all 
tar  food,  that  day  we  had  hot 
The  hot  dogs  were  slathered 
peppers  and  onions,  tomatoes 
Jruyere,  then  broiled.  We  ate 
m  the  shade  of  a  tall  chestnut  in 
wn  square  and  drank  cold  draft 

then  pedaled  on  to  Souillac, 
he  old  abbey  there,  built  by 
led  Crusaders  in  the  style  of 
agia  Sophia  in  Constantinople, 

they  had  seen  on  their  way  to 


Jerusalem.  Carved  in  stone  at  the 
entrance  is  a  relief  of  the  prophet 
Isaiah.  It  is  worth  the  detour,  for 
his  carvers  had  caught  him  at  the 
moment  of  revelation  that  a  messiah 
would  someday  be  born,  and  Isaiah 
is  dancing  at  the  news.  During  the 
Revolution,  as  was  the  custom,  some- 
one smashed  off  his  nose  with  a 
hammer,  but  he  is  oblivious,  his  whole 
body  and  beard  twisting  in  ecstasy 
at  what  he  has  just  heard.  You  could 
stand  there,  Christian,  Jew,  Muslim 
or  atheist,  and  watch  him  dance 
for  hours,  with  the  swallows  flitting 
overhead  and  the  smell  of  centuries- 


old  incense  in  your  nostrils. 

We  spent  the  last  two  nights  in  a 
Relais  &c  Chateaux  hotel,  this  one 
a  riverside  glory  called  the  Chateau 
de  la  Treyne,  which  in  the  course 
of  its  half  a  millennium's  existence 
had  been  sacked  and  re-sacked  by 
Catholics,  Protestants  and  Jacobins 
until  history  had  run  its  sanguinary 
and  fiery  course  and  it  could  at  last 
become  a  hotel.  Our  room,  named 
Cardinale,  was  at  the  very  top,  and 
in  the  early  morning  you  looked  out 
and  saw  ghostly  mists  rising  up  from 
the  Dordogne. 

Our  last  day  was  a  mini-pilgrim- 
age. Rocamadour  was  for  centuries  a 
stop  on  the  great  pilgrim  route  from 
Paris  to  Santiago  de  Compostela.  It 
was  also  a  destination  in  itself.  Here  in 
1 166  a  perfectly  preserved  body  was 
found,  said  to  be  that  of  the  publican 
Zaccheus,  husband  of  Veronica,  who 


wiped  the  bloody  tace  of  Christ  as  He 
stumbled  toward  Golgotha.  The  leg- 
end is  that  Veronica  and  Zaccheus 
had  to  flee  Palestine,  and  ended  up  in 
these  parts.  Veronica  died,  Zaccheus 
became  a  hermit  in  these  cliffs — Roc 
Amator,  the  lover  of  the  rock. 

You  don't  have  to  believe  all  this, 
but  Henry  Plantagenet,  later  Henry 
II  of  England,  husband  of  Eleanor 
of  Aquitaine  —  the  parents  of  Lion- 
heart —  did,  and  he  came  here  to  pray 
to  the  Black  Madonna  that  still  looks 
down  on  those  who  come  to  the  little 
chapel  by  the  tomb  where  the  hermit's 
body  was  found.  Henry  was  mirac- 
ulously cured  of  his  sick- 
ness. He  said  so,  at  any  rate, 
and  thus  the  wave  of  be- 
lievers began:  St.  Dominic, 
St.  Bernard,  St.  Louis, 
Blanche  of  Castille,  Philip 
the  Fair,  hundreds  of  thou- 
sands of  others.  The  flag 
of  Rocamadour  flew  over 
tlie  battle  of  Las  Navas, 
when  the  Muhammadans 
were  finally  routed  by  the 
Catholic  kings  of  Spain. 

Today  Rocamadour  is 
the  usual  crush  of  tourist 
buses,  shops  and  souvenir 
vendors.  But  you  can  steal  away  from 
all  that  and  refresh  yourself  in  the  cool 
and  dark  of  the  chapel  beneath  the 
Black  Madonna  and  lamps  hung 
there  by  Crusaders  and  the  bell  that 
was  said  to  ring  miraculously  every 
time  storm-tossed  sailors  were  saved 
by  the  Virgin  of  Rocamadour.  Then 
you  can  walk  down  the  steps  pilgrims 
once  ascended  penitently  on  bleed- 
ing knees  and  have  a  pleasant  lunch 
and  justify  the  second  glass  of  cold 
Bergerac  wine  by  virtue  of  having 
to  pedal  all  the  way  back  to  Treyne 
in  time  for  Champagne  cocktails 
on  the  patio  and  one  last  death-defy- 
ing inhalation  of  foie  gras  before 
getting  home  and  tripling  the  daily 
dose  of  Lipitor. 

Not  a  bad  trip,  really.  My  hat  is 
off  to  Lance  Armstrong,  but  there's 
something  to  be  said  for  hicycliiig 
through  France  a  little  more  slowly.  • 
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GOLF  bag/ 


Rememberin 
)ldest  Member 


If  your  handicap  is  no  longer  funny,  maybe  it's  time 

you  read  the  forgotten  golf  stories  of  P.G.  Wodehouse. 

By  Patrick  Cooke 


sh  to  goodness  I  knew  the  man  who  invented  this  infernal  game.  I'd  strangle 
But  I  suppose  he 's  been  dead for  ages.  Still,  I  could  go  and jump  on  his  grave. " 

— The  Heart  of  a  Goof 

m  roughly  i92o  to  193o,  according  to  biographer  frances 
aldson,  P.G.  Wodehouse  wrote  the  lyrics  and  part  of  the  book  for  14 
cal  comedies,  all  but  two  ot  which  were  produced  in  London  or  New  York. 
Iso  wrote  or  adapted  four  dramatic  plays.  He  published  20  books,  four 
lich  were  short  story  collections,  the  rest  novels,  and  he  still  managed  to 
■  sports  for  his  old  prep  school  newspaper. 

.erely  having  to  read  of  this  kind  of  productivity  would  be  enough  to  make 
writers'  legs  "wobble  like  asparagus  stalks,"  to  use  one  of  the  Master's 
splendid  similes.  But  consider  that  Wodehouse  left  time  to  accomplish 
nore  feat  during  that  decade:  He  learned  to  play  golf, 
hiis  accounts  for  a  couple  of  dozen  or  so  wonderful  golf  stories  that,  unless 
.re  a  Wodehouseian  extraordinaire,  you  may  never  have  heard  ot.  It's  not 
they've  been  lost  for  years  in  an  attic  so  much  as  that  they've  remained 
mbed  by  the  weight  of  the  author's 
;r-known  works,  such  as  the  Jeeves 
>,  the  Wooster  books  and  the  Psmith 
licles.  Ninety-six  books  in  his  93  years.  || 
ny  reader  who  can  name  even  three 
iehouse  stories  at  all  knows  that  they 
aainly  long  on  charm  and  short  on  - 
h.  Wodehouse,  in  fact,  disdained  ; 
oluted  narrative.  He  could  not  abide  '. 
ens,  and  observed  of  a  Russian  novel-  _ 
1  his  story  The  Clicking  of  Cuthbert  ; 
"Vladimir  specialised  in  grey  studies 
)peless  misery,  where  nothing  hap-  ; 
d  till  page  three  hundred  and  eighty,  '' 
a  the  moujik  decided  to  commit 
de."  No,  one  reads  Wodehouse  for 
legant,  nutty,  flapper-era  characters 
for  his  masterful  touch  with  the  *^ 
lage.  That's  the  ticket,  Mable. 
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Nearly  all  of  the  golf  stories  are 
narrated  by  an  ancient  sage  known 
as  the  Oldest  Member,  from  whose 
clubhouse  aerie  above  the  rSth  green 
of  the  Manhooset  Golf  and  Country 
Club  in  Long  Island  he  has  observed 
generations  of  spiffy  young  swells 
and  well-heeled  cheats  play  through. 
The  Oldest  Member  is  not  so  much 
world-weary  as  he  is  singularly  aware 


said  the  Sage.  'I  see  that  you  are 

all  impatieiit  to  hear  the  full  details. ' 

The  Oldest  Member's  tale 
will  invariably  settle  upon  one  of 
two  types  of  duffer.  The  first  is  the 
callow  dingbat — Bertie  Wooster  is 
Wodehouse's  spiritual  ideal — who 
disdains  nothing  in  life,  except  per- 
haps croquet,  and  whose  highest 


"James  had  the  mournful  distinction  of 
ireaking  a  record  for  the  course  by  playing 
lis  fifth  shot  from  the  tee."  


of  what  others  cannot  see,  that  golf 
equals  life.  "The  Great  Mystery,"  the 
Sage  declares  of  the  game.  "Like 
some  capricious  goddess,  it  bestows 
its  favours  with  what  would  appear 
an  almost  fat-headed  lack  of  method 
and  discrimination." 

Many  of  these  dramas  open  with 
some  "biffer,"  some  "swatter"  raging 
into  the  clubhouse  after  having  "the 
boots  licked  off  him"  on  the  back 
nine.  He  may  snap  his  putter  over  his 
knee  and  exclaim,  "Oh. .  .Dash-it  all! 
What  earthly  good  is  golf?" 

Thus,  the  Oldest  Member  stirs, 
orders  a  small  lime  juice  from  the  club 
attendant  and  begins  a  golfing  tale 
from  the  past  meant  to  comfort  the 
poor  clam,  whether  the  poor  clam 
wants  comforting  or  not. 

From  The  Long  Hole: 

'...It  is  curious  that  you  should 
have  brought  up  this  subject,  [said  the 
Oldest  Member]  for  only  a  moment 
before  you  came  in  I  was  thinking. . .  But 
perhaps  I  'd  better  tell  you  the  whole 
story  from  the  beginning. ' 

The  young  man  shifted  uneasily  in  his 
chair. 

'Well  you  know,  Fve  had  a  pretty 
rotten  time  this  afternoon  already  ..." 

7  will  call  my  story, '  said  the  Sage 
tranquilly,  '  "The  Long  Hole,  "for 
it  involved  the  playing  of  what  I  am 
inclined  to  think  must  be  the  longest  hole 
in  the  history  of  golf 

'I  half  promised  to  go  and  see  a  man. . . ' 

'But  I  will  begin  at  the  beginning, ' 


ambition  in  life  is  to  do  the  dog-leg 
hole  at  the  Squashy  Hollow  Golf 
Club  in  under  double  figures.  He  is 
a  man  about  whom  it  might  be  said 
has,  "...many  engaging  qualities — 
among  them  an  unquestioned  ability 
to  imitate  a  buUdog  quarrelling  with 
a  Pekingese  in  a  way  which  had  to  be 
heard  to  be  believed"  {Ordeal  by  Golf). 
He  is  independently  wealthy  or  at 
least  lightly  tethered  to  some  position 
in  the  City  that  serves  mainly  as  a 
distraction  from  golf.  "...I  myself 
have  heard  James...  say,  while  lunch- 
ing in  the  club-house,  that  he  had 
half  a  mind  to  get  Wall  Street  on  the 
'phone  and  ask  how  things  were 
going"  {A  Woman  Is  Only  a  Woman). 

Despite  the  days  spent  on  the 
course,  these  sloshers  are  mainly  only 
fair-to-lousy  golfers.  Sometimes  they 
never  get  the  game  at  all.  "...James 
had  the  mournful  distinction  of 
breaking  a  record  for  the  course  by 
playing  his  fifth  shot  from  the  tee." 

The  second  type  of  Wodehouse 
protagonist  is  the  oft-married  and 
divorced  blowhard  millionaire.  Typ- 
ically, his  youth  has  been  "misspent 
in  the  pursuits  of  commerce,"  before 
doing  an  inevitable  stretch  at  Sing 
Sing  (where,  in  Wodehouse's  world, 
they  play  Yale  in  football).  "Many  a 
time  in  the  past,  when  an  active  oper- 
ator on  the  Street,  [Bradbury  Fisher] 
had  done  things  to  the  small  investor 
which  would  have  caused  raised 
eyebrows  in  the  fo'c'sle  of  a  pirate 
sloop..."  (Keeping  in  With  Vesper). 
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The  millionaires  now  mainly  hanj  M 
around  the  club,  avoiding  wife  num 
ber  five,  or  "the  present  incumbent, 
and  picking  up  high-stakes  games 
"He  possessed... an  overwhelmin 
confidence  in  himself,"  begins  on( 
description  in  The  Heel  of  Achilles 
"and  the  ability  to  switch  a  cigar  fron 
one  corner  of  his  mouth  to  the  othe 
without  wiggling  his  ears,  which 
as  you  know,  is  the  stamp  of  the  tru( 
Monarch  of  the  Money  Market." 

It  turns  out  that  these  wheezy  ol( 
fools,  like  their  younger  counterparts 
aren't  particularly  good  at  golf  either 
"It  was  his  habit,  as  a  rule,  to  rais 
his  left  foot  some  six  inches  from  thi 
ground  and,  having  swayed  forcefull; 
back  on  his  right  leg,  to  sway  sharpl 
forward  again  and  lash  out  witl 
sickening  violence  in  the  general  We 
direction  of  the  ball." 

Into  each  of  these  protagonist! 
lives  softly  alights  a  plot  involvin: 
some  fly  in  their  otherwise  warn 
ointment,  or  as  Wodehouse  wouL 
have  it,  there  arrives  "a  caterpillar  ii 
the  salad."  Everything  threatens  t< 
come  undone.  In  Sundered  Hearty 
for  example,  Mortimer  Sturgis  wantl 
to  marry  a  warmhearted  young  girl- 
nearly  all  of  Wodehouse's  young  girl 
are  warmhearted — but  first  he  mus| 
risk  making  what  he  sees  as  a  horribl 
confession. 

'. .  .judged  by  the  standards  of  your 
snowy  purity,  I  am  not  a  good  man. 
I  do  not  come  to  you  clean  and  spotless 
a  young  girl  should  expect  her  husband  [ 
to  come  to  her.  Once,  playing  in  a 
foursome,  my  ball  fell  in  some  longgrasM 
Nobody  was  near  me.  We  had  no 
caddies. . .  God  knows  I  struggled  again.\ 
the  temptation.  But  I  fell.  I  kicked 
the  ball  on  to  a  little  bare  mowid,  from  I 
which  it  was  an  easy  task  with  a 
nice  halfmashie  to  reach  the  green  Jor  t 
snappy  seven. .  .Ah!  You  shrink  from 
me!  You  are  disgusted!' 

7  m  not  disgusted!  And  I  don 't 
shrink!  I  only  shivered  because  it  is 
rather  cold. ' 

'Then  you  can  love  me  in  spite  oj 
my  pastT 
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[KEWISE,  THE  STUFFE  D  -  S  H I RT 

illionaires  find  that  there  is  risk 
yond  riches  in  goll.  Disaster  always 
;s  only  a  stroke  or  two  from  the  pin. 
High  Stakes,  Bradbury  Fisher  wa- 
rs surrendering  his  beloved  butler 
fellow  millionaire  J.  Gladstone  Bott. 

'. . .  You  wouldn  't  dare  to  play  me  for 
ything  that  really  mattered. ' 

Til  play  you  whefi  you  like  for 
ything  you  like. ' 

'Very  well.  I'll  play  you  for  Blizzard. ' 
'Against  what?' 

'Oh,  anything  you  please.  How  about 
■ouple  of  railroads?' 
'Make  it  three. ' 
'Very  well. ' 

OWARD  THE  END  OF  HIS  LIFE 

'^odehouse  looked  back  to  see  the 
me  he  had  known  passing.  At  age 
he  wondered  in  print  what  had 
ppened  to  the  golf  bag  that  once 
Id  a  "baffy,"  a  "spoon,"  a  "niblick," 
"cleek"  and  a  "mashie."  All  the 
lbs  had  numbers  now,  he  lamented. 


There  were  no  pros  named  Sandy 
McHoots  or  Jock  Auchtermuchty,  no 
spiffers  named  RoUo  Podmarsh  "zig- 
zagging about  the  fairway  like  a  liner 
being  pursued  by  submarines."  "No 
stopping  Progress,"  he  wrote,  wistfiilly. 

The  world  may  change,  but  what 
the  golf  stories  leave  behind  are  their 
imperishable  verities  about  the  game, 
lessons  that  resonate  today  in  the  era 
of  Tiger  Inc.  as  amusingly  as  they  did 
in  the  Roaring  Twenties.  Wodehouse 
exaggerated  golf's  importance  in  his 
characters'  lives  to  lay  bare  their  del- 
icate egos.  Imagine,  being  so  wrapped 
up  in  the  direction  of  a  stupid  little  ball. 
But  it  still  happens,  probably  today 
more  than  ever.  So  much  depends  on 
that  long  drive  off  the  first  tee,  and 
then  that  first  step  on  one's  long  walk 
into  an  afternoon  peril.  "When  you 
turn  in  a  medal  score  of  a  hundred 
and  eight  on  two  successive  days," 
the  Master  once  wrote,  "you  get  to 
know  something  about  Life." 

And  there's  one  more  unassailable 
truth  about  the  game  Wodehouse 


knew  would  never  change.  "The  only 
way... of  really  finding  out  a  man's 
true  character  is  to  play  golf  with 
him,"  he  wrote.  "In  no  other  walk  of 
life  does  the  cloven  hoof  so  quickly 
display  itself."  • 


CHIP  SHOTS 


"To  the  Immortal  Memory  of  John 
Henrie  and  Pat  Regie  who,  at 
Edinburgh,  in  the  year  1593  A.D. 
were  imprisoned  for  'playing  of  the 
gowf  on  the  links  of  Leith  every 
Sabbath  the  time  of  the  sermonses. ' 

So  reads  the  author's  dedication  in 
Wodehouse's  collection  Golf  Without 
Tears.  Hardback  editions  of  the  golf 
stories  are  difficult  to  come  by,  but 
paperback  copies  should  all  be  readily 
available  online  at  Amazon.com. 

GOLF  WITHOUT  TEARS 
Breakaway  Books.  $12.95 

THE  HEART  OF  A  GOOF 
Penguin  Books.  $7.95 

FORE!  THE  BEST  OF  WODEHOUSE 
ON  GOLF  Edited  by  D.R.  Bensen 
Mariner  Books.  $13 
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Buying  Wine 
Backwards 

he  answer  is  out  there — you're  just  reading  the  wrong  side  of  the  bottle. 

By  Richard  Nalley 


•  WAS  PROBABLY  FrANK  S  C  H  O  O  N  M  A  K  E  R  SOMETIME  OSS  SPY, 

11-time  wine  genius — who  started  the  whole  thing.  Back  in  the  days  when 
ost  Americans  were  dreaming  of  backyard  hot  dogs  and  a  little  more  tail  fin 
1  the  family  sedan,  Schoonmaker  was  out  pounding  the  muddy  roads  of  the 
ench  wine  country.  Like  few  foreigners  before  him,  he  poked  around  in  the 
ottiest  cellars  in  the  dimmest  reaches,  sipping,  asking  questions,  sipping  some 
ore.  His  relentless  ferreting — a  cask  here,  a  demijohn  there,  a  special  bot- 
ng — allowed  him  to  provide  America's  nascent  wine-drinking  public  with 
mething  like  the  service  traditional  British  wine  merchants  offered  the 
Dneyed  few:  personally  chosen  selections  from  a  passionate  expert 
Schoonmaker's  bushwhacking  carved  out  a  wonderflil  short- 
t  for  wine  lovers.  You  might  not  have  a  clue  what  Domaine 
or  Chateau  Y  made,  but  if  the  bottle  had  a  "Frai 
hoonmaker  Selections"  green  import  label  on  it,  you  kne^ 
e  wine  would  be  at  least  interesting,  maybe  sensational. 
Since  his  death  in  1976,  a  new  generation  of  Schoon 
kkerian  (Schoonmakerite?)  wine  scouts  have  fanned  ou 
the  twilit  cellars  of  the  world.  For  wine  lovers  in  th 
low,  the  names  of  the  most  talented  of  these  pathfind 
\  are,  like  the  Great  Man's  own,  good  as  gold.  Want 
taste  an  uplifting  new  foreign  wine?  Skip  the 
int  label,  and  check  the  importer  sticker  on  the  back. 
Think  of  it  as  a  kind  of  mutual-flind  approach  to  in- 
;ting  in  your  dinner  beverage.  You  will  never  under- 
nd  the  local  specifics  of  the  Languedoc-Roussillon 
ne  market  as  well  as  a  whip-smart  guy  who  spends 
Miths  in-country  and  obsesses  over  finding  its  emergin 
I  S.  If  he's  good  and  has  integrity,  his  own  name,  say, 
h  Imports,"  in  effect  becomes  a  more  meaningful  "br 
m  the  actual  brand  name  of  any  individual  winery  he  imports. 
Knowing  Big  Bob's  name  is  a  shortcut  to  bliss  and  revelation 
)t  only  is  that  bottle  of  Bob's  Bourgueil  a  clear  cut  above  the 
rm,  but  just  possibly  it  offers  a  nuance  or  two  in  Bourgueil  never  before 
tLii.  Because,  like  Schoonmaker,  the  keenest  wine  importers  of  today 
n't  just  discover  the  new  hotshots.  They  help  them  get  their  minds  right. 
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Schoonmaker  famously  helped 
convince  numerous  small  vineyard- 
holders  in  Burgundy  to  bottle  their 
own  distinctively  flavored  wine  rather 
than  sell  it  off  in  bulk  to  some  giant, 
anonymous  blender.  (Now — bien 
sur — they  could  sell  it  to  Frank 
Schoonmaker.)  Today's  import  gurus 
may  help  a  cash-strapped  wine- 
maker  upgrade  to  fine  oak  barrels,  or 
encourage  him  to  replant  a  flavorful 


soil  and  traditions.  They  don't  over- 
manipulate  the  wines  in  the  cellar, 
or  overrefine  them,  or  try  to  make 
them  acceptable  to  bland,  "intern- 
ational" palates. 

If  the  wine  happens  to  be  from  a 
world-standard  Burgundy  producer 
Uke  Coche-Dury,  all  the  better.  But  if 
Clos  Sainte-Magdeleine — perched 
beneath  a  Mediterranean  sea-cliff, 
and  perhaps  the  world's  most  breath- 


these  thumping  great  reds  flare  your  nostrils, 
lurple  your  teeth  and  send  your  mind  soaring 
Qward  ethereal  thoughts  like..."YQwzer!"  


native  grape  or  to  tollow  his  best 
instincts  in  bottling  wines  without 
flavor-killing  filtration.  They  may 
cherry-pick  by  buying  only  the  best 
cask  in  the  cellar — or  insist  on  a  spe- 
cial blend. 

The  point  is  that  you  don't  have 
to  memorize  every  winery  in  the 
Rheinpfalz  to  get  a  superb  Scheurebe. 
Knowing  one  good  name  will  do 
it — just  turn  the  bottle  around. 

Four  neo-Schoonmakerians  (and  a 
case  of  gorgeous  wines  you  might 
have  missed): 

Kermit  Lynch: 

The  Mod  Father 
(France) 

The  nearly  spiritual  beliefs 
that  motivate  an  influential  segment 
of  American  wine  nuts — balance  over 
bigness.  Burgundy  over  Bordeaux, 
rough  "authenticity"  over  slickness — 
come  directly  from  Kermit  Lynch 
and  his  1988  bildungs.ro7nan.  Adven- 
tures on  the  Wine  Route.  It  is  the  story 
of  Lynch,  a  "defected  hippie"  from 
Berkeley,  who  opens  up  a  wine  shop 
and  his  mind.  Fired  with  a  Schoon- 
maker-like  sense  of  mission,  he  trav- 
els through  France,  seeking  out  stub- 
born idealists  like  Lucien  Peyraud  of 
Domaine  Tempier  in  Bandol  and 
Gerard  Chave  in  Hermungc — now 
celebrated,  but  then  unknown  here. 
Lynch's  heroes  (not  coincide ntaii-v  his 
clients)  make  wine  from  th^.;r  own 


taking  winery — makes  a  modest  white 
Cassis,  it  will  be  not  only  one  of  the 
best  in  Cassis,  but  likely  the  most 
"honest"  wine  in  the  appellation. 
Lynch  certainly  rubs  plenty  of  peo- 
ple the  wrong  way — after  all,  he  owns 
a  wine  shop  at  the  gateway  to  Napa 
Valley  without  a  single  California 
bottle  for  sale.  But  no  current  Amer- 
ican importer  has  descended  into 
the  musty  gloom  of  French  cellars 
and  fetched  up  more  hidden  gems. 
Charles  Joguet  1999  Chinon,  Je- 
unes  Vignes  ($18)  Succulent,  fresh, 
tood-loving,  mid-weight  Loire  red. 
Chateau  La  Rocque  1999  Pic  Saint 
Loup,  Cupa  Numismae  ($20)  Pic 
hunh?  Think  sun,  spice,  seduction. 
Domaine  Les  Pallieres  1999  Gig- 
ondas  ($27.50)  Co-owned  by  Lynch, 
a  red  as  savorable  as  the  Provencal 
views  from  its  hilltop  site. 

Terry  Theise: 

Patron  Saint 

of  Difficult  Cases 

(Germany/ Austria/Champagne) 

Talking,  talking,  talking.... If 
hyper-verbal  Terry  Theise  (rhymes 
with  peace)  could  just  snag  your 
ear  for  a  moment,  he'd  make  you  a 
believer  as  he  has  sommehers  across 
America.  He  is  in  fact  a  hero  to 
restaurant  wine  staffs — if  not  to  their 
bosses — for  the  incredible  array  of 
tastes  he  brings  back  from  the  most 
hard-to-sell  places  in  winedom.  It 
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didn't  matter  that  Americans  didn 
want  even  the  famous  German  wine; 
By  the  time  he  was  gearing  up  in  th 
late  1980s,  Theise  was  too  late  to  sig 
on  those  wineries,  anyway.  What  h 
was  trying  to  get  Americans  to  drin 
were  unheard-of  wines  from  Gei 
many's  rising  stars,  wineries  lilflptedtl 
Miiller-Catoir  and  Lingenfelde 

"These  just  may  be  the  greate 
connoisseur's  wines  in  the  world 
Theise  would  say.  And  when  you 
taste  them — expecting  sweetness, 
lingering  hit  of  Blue  Nun — BAIV 
He'd  have  you  hooked.  From  ric 
whites  exuding  the  perfiame  of  exot  Some 
blossoms  to  wines  of  laserlike  crisf 
ness  and  purity,  these  German  beaO 
ties  don't  just  sing,  they  darn  nea 
cavort.  Then,  as  if  Americans  n(] 
buying  these  beautiful  wines  in  drove  lie 
wasn't  enough,  Theise  was  on  C  Wy 
Austria,  and  some  of  the  lovelies! 
most  food-hugging  wines  in  tl: 
world.  And  magically,  all  over  tl: 
Lower  48,  wines  such  as  Nigl  an| 
Bmdlmayer  and  Hirsch  started  pof 
ping  up  on  sommeliers'  lists  lil 
mushrooms  after  a  rain. 

And  for  a  fresh  challenge. ..ho 
about  egging  on  the  Schoonmakei 
esque  revolution  in  Champagn 
where  a  vanguard  of  small  growers  a 
bottling  their  own  remarkable  win< 
instead  of  selling  them  to  the  b 
houses?  Just  give  Terry  Theise 
minute  to  explain. 
J.&  H.A.  Strub  2000  Niersteine 
Briickchen  Riesling  Kabinett  ($1 
Perfumed,  dr\'  and  babv-bottom  sof 
Nigl  2000  Gruner  Veltliner,  AH 
Reben  ($^0  )  Crisp,  minrv,  minerall: 
Henri  Billiot  NV  "Brut  Reserv^ 
Champagne  ($32)  Don't  gulp  it, 
this  smooth  beautv'  unfold  apace. 


Dan  Philips' 

The  Grateful  Palate:  Throw 
Another  Shiraz  on  the  Barbi 

(Australia) 

"I  FELT  LIKE  A  COLOSSAL  STOOGE 

wrote  Robert  Parker,  whose  revieM 

in  The  Wine  Advocate  can  make  c 
break  a  winery  overnight,  about  sani 


wir 


1: 

bdc 
tcann 


rei'orj 


ili 
ia; 
slvtk 
use  tr 
to  get 
?(8o5 
iespif. 
lilips' 
addit 
liisot 


[Ui! 

«cnisl 
ooni9 

assivc, 


40  FORBES  FYI 


ing  Dan  Philips'  Australian  wine 
jrtfolio  for  the  first  time,  "for 
rely  have  I  tasted  so  many  excep- 
jnal  wines." 

But  Parker  could  hardly  be 
amed  for  never  having  heard  of 
ost  of  the  Australian  wines  he 
sted  that  day  in  1998 — neither  had 
ost  Australians.  Moonlighting 
om  his  day  job  as  a  high-end  wine 
lesman  in  L.A.,  Philips  had  been 
ouring  the  back  hills  of  places 
ith  names  like  Mount  Camel  for 
ly  artisanal  Australian  producers 
ith  something  special  going  on. 
Some  of  these  places  sold  every- 
ling  by  mail  order  or  out  the 
liar  door,"  he  says.  "Even  journ- 
ists  in  Sydney  didn't  know  about 
lem."  The  next  step  was  to  pry 
le  wine  loose  from  people  who 
ready  had  no  trouble  selling  every 
■op  they  made.  Year  after  year, 
Kilips  would  show  up,  hat  figur- 
ively  in  hand,  and  he  simply  wore 
em  down.  In  whatever  quantities 
;  can  muster,  he  brings  to  the  U.S. 
ider  his  company  name,  The 
rateful  Palate,  wines  like  Noon, 
revor  Jones,  Torbreck  and  Nichol- 
n  River — most  of  them  complex, 
umping  great  reds  that  flare  your 
)strils,  purple  your  teeth  and  send 
)ur  mind  soaring  toward  ethereal 
oughts  like..."Yowzer!" 

Philips'  wines  are  available  in 
ores  and  restaurants,  but  prob- 
ily  the  best  way  to  connect  with 

ese  trickle-quantity  bottlings 
to  get  The  Grateful  Palate  cata- 
g  (805-278-9095),  which  is  part 
les  pitch,  part  inventory  of  Dan 
ailips'  psychic  attic.  It  features, 

addition  to  wines,  the  results 

his  other  obsessions,  including 
tisanal  bacon,  honey  and  curds. 
0  whey,  man. 

arquis  Philips  2000  Cabernet 
:iuvignon  ($15)  Philips'  own  blend, 
:e  cmshed  fresh  blueberries. 
)on  1998  Reserve  Shiraz  ($50) 
assive,  complex,  velvety  red. 
reenock  Creek  1999  Seven 
:res  Shiraz  ($70)  Inky,  sneaky 
h,  elegantly  zaftig. 


Jorge  Ordonez's 

Fine  Estates  from  Spain: 
Tlie  Spanish  Main  Man 
(Spain) 

Jorge  Ordonez  admits  that  as 
recently  as  the  early  1990s,  "things 
were  kind  of  nightmarish."  Sitting  at 
his  dining  room  table/office  desk  in 
the  Boston  suburbs,  the  transplanted 
Spaniard  knew  he  had  glimpsed  some- 
thing very  few  people  on  either  side 
of  the  Atlantic  understood:  Spain,  the 
world's  largest  vineyard  countr)%  was 
coming  alive.  All  over  Iberia,  from  the 
mountain  vines  of  Priorato  to  the  dales 
of  the  Val  d'Oro,  a  new  generation  of 
high-energy  winemakers  was  coming 
into  power,  winemakers  different  from 
anything  Spain  had  seen  since  before 
the  Franco  era:  internationally  mind- 
ed, quality-directed,  willing  to  learn. 
Ordonez  put  in  the  months  driving 
the  backroads,  throwing  his  weight 
and  resources  behind  the  Young 
Turks,  the  ones  paradoxically  willing 
to  revive  old  traditions  and  nearly 


forgotten  grapes  like  the  aromatic 
white  Albarino  of  Galicia.  Even  with 
his  financial  back  to  the  wall  in  the 
U.S.,  he  was  adamantly  picky,  insisting 
on  wines  with  character,  and  mostly 
wines  that  were  bottled  unfiltered  and 
unfined.  He  shipped  them  in  refrig- 
erated trucks  and  ship  containers — a 
then  unheard-of  luxury  for  Spanish 
wine.  He  buUt  a  portfolio  with  some  of 
the  world's  most  astonishing  under- 
$10  wines  on  the  one  hand,  and  luxury- 
priced  gems  on  the  other.  And  grad- 
ually the  sommeliers,  the  press  and  the 
American  public  began  to  cotton  to  an 
array  of  sensational  wine  flavors  they'd 
never  before  tasted — the  fruits  of  the 
new  Spanish  revolution  and  Jorge 
Ordonez's  stubborn  quest. 
Borsao  2000  ($5.50)  Juicy,  lively  red, 
possibly  the  planet's  best  wine  deal. 
Sierra  Cantabria  1998  Rioja,  Cuvee 
Especial  ($18)  Soft,  luscious,  straight- 
forward and  sophisticated. 
Ramirez  de  Ganuza  1998  Rioja 
Reserva  ($55)  Rioja  spice  and  earthi- 
ness;  Bordeaux  feel.  • 
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rhey  Can  Run, 
But  They  Can't  Hide 

L  which  our  41st  President  reflects  on 

the  joys — and  pitfalls — of  a  lifetime  of  banging  away. 

By  George  Bush 


JRNING  IN  TO  THE  LaZY  F  RaNCH  NEAR  BeEVILLE,  TeXAS,  SOME 

irs  ago,  I  saw  a  Gucci-shod  elitist  standing  near  his  Mercedes. .  .or  was  it 
IMW?  He  was  holding  a  sign  protesting  my  coming  to  shoot  quail. 
In  a  hurry  to  get  to  the  Lazy  F  to  change  into  my  jeans  and  don  my  thorn- 
)of  chaps,  I  did  not  want  our  motorcade  to  stop.  I  had  no  desire  to  engage 
s  protester  in  a  friendly  rap  session. 

The  protest  consisted  of  the  sign  bearer,  two  gentleladies  standing  near  him 
J  a  handfiil  of  other  straphangers  who  composed 
s  lo-  or  i2-person  demonstration. 
I  said  to  myself,  "Why  are  they  way  out  here 
ith  of  Victoria,  near  the  hard-to-find  Berclair 
noff  to  the  Lazy  F?  Why  don't  they  go  protest  the 
lumane  raising  and  killing  of  Arkansas  chickens? 
hy  don't  they  plan  a  'Spare  the  Turkey'  march 
next  Thanksgiving?"  Something  big  like  that. 
Because  I  was  President  of  the  USA  at  the  time, 
3ntained  my  urge  to  flip  them  a  bird  of  a  different 
ther  and  we  drove  on. 

Standing  atop  our  open  truck  watching  the  dogs 
rk  I  got  to  thinking  about  the  protest.  I  love 
ds.  The  protesters  must  love  birds.  But  do  they 
3W  of  the  short  life  span  of  the  birds,  of  their 
)osure  to  varmints  and  hawks? 
I  expect  they  were  never  hunters.  I  am  absolutely 
e  they  never  knew  the  thrill  of  hearing  a  covey 
;  or  of  shooting  fast-flying  quail. 
It  was  said  of  me  when  I  ran  for,  and  then  served  as,  President  that  I  was 
rivileged  elitist.  When  it  comes  to  where  I  first  learned  to  love  bird  shoot- 
,  I  guess  I  am  guilty  as  charged. 

My  grandfather  had  a  large  shooting  place  called  Duncannon  near  Barn- 
1,  South  Carolina,  and  every  year  for  about  eight  or  ten  years  during  Christ- 
s  break,  my  family  would  board  the  Atlantic  Coast  Line  train  in  New  York, 
nbing  out  at  Snelling,  where  the  train  would  be  flagged  down  to  let  us  off. 
station  at  Snelling,  just  a  sandy  road  to  heaven,  to  Duncannon. 
My  grandfather  first  taught  us  trap  shooting — clay  pigeons  flying  straight 


The  former  President 
and  longtime  friend 
Will  Parish  at  the  Lazy  F. 
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away  from  us.  1  remember 
vividly  the  kick  of  the  20- 
gauge  shotgun.  I  remem- 
ber the  thrill  of  seeing 
an  occasional  clay  pigeon 
explode  before  my  eyes.  I 
remember  getting  bawled 
out  for  not  handling  my 
shotgun  safely  or  for  not 
holding  it  tight  against 
my  left  shoulder.  Once 
early  on,  a  black  eye  re- 
sulted from  not  getting 
the  gun  in  proper  position 
before  I  fired  it. 


my  position,  I  still  feel 
a  twinge  of  sorrow — not 
enough  of  a  twinge  of  sor- 
row to  pick  up  a  sign  and 
demonstrate,  for  I  know 
full  well  that  if  it  weren't 
for  my  20-gauge,  the  birds 
would  fall  prey  to  cold 
weather,  to  a  hawk  or  a 
coyote,  or  even  to  a  poach- 
er's trap.  Quail  have  a  short 
natural  life;  and  besides, 
they  are  very  good  to  eat. 

Quail  are  very  fast  birds, 
not  easy  to  hit,  even  for  the 


From  top:  portrait  of  the 
fiunter  and  President-to-be 
as  a  young  man;  percfied 
atop  tfie  mess  wagon, 
overlooking,  left  to  right,  a 
family  friend,  grandmother 
"Ganny"  Walker  and  brother 
Prescott;  Duncannon, 
where  it  all  began. 

When  I  was  about  ten, 
I  was  allowed  to  shoot 
quail.  I  loved  watching 
the  dogs  work.  I  still  do. 

I  never  quite  got  used 
to  the  awesome  sound  of 
a  covey  of  quail  flushing  all  at  once. 
The  covey  rises  thrilled  and  alarmed 
me  back  then.  They  stiU  do. 

1  discovered  way  back  in  the  1930s 
that  I  did  better  shooting  at  a  "single" 
rather  than  a  covey  rise.  No  chance  of 
screwing  up  by  not  deciding  soon 
enough  which  bird  to  go  after. 

Today  when  I  shoot  phe  isant  or 
dove  and  a  wounucd  Lit  a  falls  near 


best  i)t  shooters. 

I  am  a  fair  shot — sometimes  hot, 
sometimes  cold;  never  an  Annie 
Oakley,  never  a  strikeout  artist  either. 

Once,  shooting  at  a  high-flying 
covey,  I  knocked  down  two  birds 
with  my  over-and-under  Weatherby 
20-gauge.  I  had  to  shoot  straight 
up — a  very  difficult  shot.  My  friend, 
experienced  hunter  and  quail  expert 


itoie 

lOUS! 
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Lavoyger  Durham,  a  ylasi 
first  pretended  he  di  eti<s 
not  see  the  two  birds  fal  ereot 
Then  he  accused  me  c  Pe»| 
being  lucky.  Imagine!  lesho 
How  could  he  haM  iv.'l 
been  so  cruel?  Didn't  h  jhw 
know  this  was  my  biggc!  nliiti 
thrill  since  beating  Mils  letf 
Dukakis  back  in  igSi  nions 
Could  he  simply  have  sal  rdsaii 
"great  going"?  We  bot  lani 
knew  it  was  lucky,  bi  liik 
he  didn't  have  to  rub  it  ii  neon 
I  am  not  a  deer  hunte  MS- 
For  that  matter,  I'm  not  a  hunt(  \]\\ 
of  any  animal.  I  went  for  deer  on(  itridi 
in  West  Texas  years  ago.  I  got  tl  tweei 
Bambi  freeze  when  through  rri  iilosl 
scope  I  saw  a  gentle  doe.  I  could  n(  liwari 
pull  the  trigger.  I  have  not  been  o\  efal 
for  deer  again.  Certainly  I  am  n( 
against  big-game  hunting  or  dei 
hunting.  It's  just  as  Fran9ois  Mitte 
rand  once  told  me  about  Euro  Dism  iition 
"It's  not  my  cup  of  tea." 

When  I  was  about  ten  years  ol 
I  tried  popping  at  squirrels  with  n 
Daisy  air  rifle.  I  knocked  a  squir 
out  of  our  front-lawn  tree.  I  rush( 
up  to  get  my  trophy.  Bij 
he  must  have  been  h^ 
possum,  for  when  I  wei 
to  pick  him  up  the  litC 
bugger  flipped  over  arl 
bit  me.  He  then  rose  ij 
and  ran  off — no  lirrj 
even.  I  bled  a  lot.  May! 
that  is  why  I  don't  lit 
animal  shooting. 

1  have  now  been  c 
several  pheasant  and  pal 
tridge  shoots.  One  shoi 
in  Spain,  for  red-legg(| 
partridge,  two  pheasa 
shoots  in  the  UK  and  one  gran 
experience  in  Canada,  north  . 
Murray  Bay.  I  have  enjoyed  thesej 
Hoping  to  be  invited  back,  I  hai 
even  invested  in  a  proper  shootii 
costume.  I  have  the  knickers,  tl 
high  socks,  the  action-back  jack 
with  vest.  I  even  wear  that  litl 
tweed  hunting  cap.  I  was  voted  sixt 
best-dressed  out  of  six  shooters  tl 
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last  pheasant  shoot  all  because 
tassels  at  the  top  of  my  high  socks 
re  on  wrong. 

People  say,  "Pheasant?  Isn't  that 
;  shooting  at  a  boxcar?"  I  say,  "No 
y."  These  birds  are  fast  and  they 
I  humiliate  you  quicker  than  you 
1  hit  a  lick  at  a  snake.  The  birds  that 
;  kicks  up  in  the  Dakotas  are  speed 
nons.  Having  said  that,  the  driven 
is  are  plenty  tough  to  hit,  too. 
[  am  77  years  old  and  I  have  loved 
d  shooting  all  my  life.  So  here  are 
conclusions  drawn,  ten  obser- 
ions — whatever. 

[)  When  shooting  red-legged 
tridge,  never  let  them  put  you 
ween  ?Iis  Majesty  King  Juan 
rlos  I  of  Spain  and  General  Norm 
iwarzkopf.  Shooting  in  Spain  in 
fall  of  2000,  our  generous  host 
:  me  right  in  between  these  two 
lous  shooters.  He  thought  he  was 
ing  me  the  most  advantageous 
;ition  —  one  guaranteed  to  get  the 
st  shots.  True,  but  every  time  I'd 
1  at  birds,  guns  would  sound  on 


Try  not  to  be  the  boring  expert  on  the  birds. 

"Note  these  feathers.  This  little  critter 
hasn't  had  a  good  bowel  movement  in  four 
days."  Who  cares?  Shoot  'em  and  eat 
 'em.  Don't  do  a  genealogy  on  the  darn  bird. 


either  side  of  me.  Feathers  would 
fly  and  birds  would  drop.  I  got  a 
few,  but  my  shooting  mates  wiped 
my  eye  time  and  again. 

2)  When  shooting  in  South  Texas, 
beware  of  rattlesnakes  or  bring  along 
some  black  snakes.  On  a  recent  quail 
shoot  at  Falfurrias,  Texas,  my  friend 
former  Senator  Al  Simpson  saw  a 
large  black  snake  actually  devour  a 
large  rattlesnake.  Headfirst  the  black 
swallowed  the  rattler.  It  then  pulled 
the  half-eaten  rattler  off  into  the 
brush.  I  said  to  one  of  the  older  ranch 
hands,  "Amazing,  I've  never  heard 
of  that  before."  He  goes:  "Happens  all 
the  time!"  Who  was  kidding  whom? 

3)  When  shooting  ducks,  use  any 
excuse  not  to  go  out  in  a  cold,  wet 


blind  while  it  is  still  pitch-black  out- 
side. Find  ducks  that  fly  in  the  full 
light  of  the  sun.  The  normal  pro- 
cedure is  to  go  out  around  4:30  and 
freeze  until  dawn.  Kill  a  couple  of 
ducks — your  limit.  Then  come  back 
with  the  good  old  boys  and  drink 
strong  whiskey  and  play  gin  rummy. 
No  more  for  me,  though.  I  loved 
duck  shooting  in  the  swamps  and 
trees  of  Stuttgart,  Arkansas,  and  in 
the  marshes  of  south  Louisiana.  But 
that's  when  I  was  younger.  Back  then 
I  liked  getting  up  early  and  drinking 
black  coffee  at  4  a.m.  I  even  liked  to 
play  gin  rummy  and  tell  lies  with  the 
other  hunters.  No  more. 

4)  If  you  get  a  "double"  shooting 
quail,  pheasant  or  duck,  be  sure  you 


'^(i  jUofce      Come  "ST/tue. 

V^Icome  to  (^nanc/  LiJo 
Resorts,  the  worlj's  most 
luxurious  Super-Inclusive 
resorts.  W^itli  pleasures  •^/'y^^v^ 
tliat  incluJc  golf  on  o 
private  course,  sunset 
cruises  on  a  classic  yacht, 
massages  overlooking  the 
placid  Carihiheaii,  ^-J -hour 
\6ft,m  '-/)ia,mnd  room  service  and  no 
tipping  permitted, 


a  stay  at  Grand  Lido  is  like 
living  a  dream,  no  matter  lioic 
many  limes  you  pinch  yourself. 

Contact  us  at 
tvw Lv.superc/ubs.  com 
or  call  your  travel  agent  or 


1-800-GO-SUPER/Ext.  7427. 
RESORTS 
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where  Dreams  Become  Memories  t 


have  II  witness.  The  guys  I  shoot  with 
are  rather  skeptical  types.  If  you  fire 
two  shots  and  bring  in  two  birds, 
fine.  But  if  you  fire  two  shots,  claim 
you  saw  two  go  down  but  bring  in 
only  one  bird,  the  other  obviously 
having  found  a  branch  to  hide  under 
or  a  hole  to  crawl  into,  you  get  no 
credit.  Bob  Mosbacher  claimed  a 
double  when  we  were  shooting  in 
South  Texas  three  years  ago.  To  this 
day  we  still  needle  him  about  his 
claim  because  he  only  brought  in  one 
bird.  Remember — "witnesses"! 

5)  Never  leave  a  downed  bird. 
Hawks  or  coyotes 
will  find  them  and 
eat  them,  but  keep 
on  looking  until  you 
or  a  great  retriever 
finds  the  wounded 
bird.  That's  just  the 
way  it  has  always 
been  and  should  be. 
Field  etiquette.  Play 
by  the  rules. 

6)  If  you  shoot  a 
killdeer  by  mistake, 
and  that  is  easy  to 
do,  go  confess  to  the 
game  warden.  Our 
President,  then  run- 
ning for  governor  of  Texas,  mis- 
takenly shot  a  killdeer  way  back  in 
1994.  "Treat  me  like  anyone  else, 
sir,"  he  said.  The  warden  did.  He 
fined  him.  His  opponent  ridiculed 
him,  but  hunters  knew  that  there  but 
for  the  grace  of  God  went  they.  I 
almost  shot  an  owl  last  November 
on  a  shoot  in  England.  It  can  happen 
to  anyone.  Call  the  game  warden, 
confess  and  move  on. 

7)  Try  not  to  be  the  boring  expert 
on  the  birds.  "See  this  pintail  feather 
here.  That  means  this  bird  is  six 
months,  five  days  old"  or  "Note  these 
feathers.  This  little  critter  hasn't  had 
a  good  bowel  movement  in  four 
days."  Or  "The  covey  roosted  here 
and  left  32  minutes  ago."  Who  cares? 
Shoot  'em  and  eat  'em.  Don't  do  a 
genealogy  on  the  darn  bird. 

8)  When  in  the  field  shooting 
with  a  friend,  be  humble.  Be  modest. 


Never  say,  "I  made  a  great  she 
there"  when  there  is  even  a  sliglj 
possibility  the  other  guy  might  ha\| 
downed  the  bird.  If  you  claim  toj 
many  that  might  have  been  shd 
by  someone  else,  you  might  n(] 
get  invited  back.  So  humility  is  tl^ 
answer:  "Great  shot,  Jim."  Then  wa| 
for  Jim  to  say,  "No,  that  was  yoi| 
bird."  That  could  take  awhile.  B 
braggadocio  is  not  the  answer.  "Jin 
I  knocked  the  hell  out  of  that  one. 
almost  thought  you  were  going  tl 
beat  me  to  the  draw!  Ha  ha  ha."  It| 
a  questi(~)n  of  finesse.  Class,  too. 


Prescott,  younger  brother  Jonathan  ("JJ"),  grandfather  "Gamfl 
Walker  and  guide  Willy  at  Duncannon. 

9)  Go  to  the  bathroom  befoil 
you  climb  on  the  truck  to  go  quzl 
hunting.  You  can  go  out  in  the  fielf 
but  squatting  behind  a  mesquite  tr 
is  worrisome.  One  worries  aboi 
a  rattlesnake's  fang  or  the  indignij 
of  being  spotted  by  other  hunters. 

10)  This  last  point  is  for  old  guji 
Time  runs  more  swiftly  throujj 
the  glass  now.  It  runs  much  fastll 
than  before.  So  savor  every  momel 
of  the  great  outdoors.  Even  if  i' 
icy-cold  outside,  ride  up  on  top  of  ti 
truck  to  watch  the  sunrises  and  t, 
sunsets.  Listen  to  the  coyotes  beg 
to  howl.  Watch  for  cranes  or  geej 
foxes  or  turkeys.  Wonder  at  the  qu 
as  they  call  their  mates  to  cov 
up  at  day's  end.  Think  of  the  joy| 
hunting  with  your  friends.  Cou 
your  blessings.  Live  fife  to  its  fulle 
and  thank  the  Lord  for  the  wondt 
of  the  great  outdoors.  I  do. 


THE 
PROMOTION 


A  NEW  TITLE. 


A  BIGGER  PAYCHECK. 


EASIER  TIMES  AHEAD. 


WAS  IT  JUST  FOR  MEN®? 


Shampoos  away  gray  hair 
in  5  easy  minutes. 

Enriches  hair  with  vitamins. 

Brings  back  a  thicker,  healthier, 
natural  look. 

Rejuvenates  hair. 

Who  knows... 
just  might  rejuvenate  your  career. 


MORE  THAN  A 
HAIRCOLOR. 

IT'S  THE 
REJUVENATOR. 

Learn  more  at 
www.justformen.com 


You  can  go  anywhere  in  the  world. 

Or  come  here  and  get  away  from  i 


Welcome  toTrinchera,  the  Forbes  ranch  in  southern 
Colorado.  With  250  square  miles  of  mountains  and 
meadows  to  inspire  you  to  recreate.  Or  relax  you  to  create. 
Eithei-  way  your  privacy  is  assured... as  is  your  satisfaction. 

We  can  provide  an  inspiring  experience  for  groups  up  to 
50.  Our  executive  chef  prepares  gourmet  meals.  Our 
staff  will  guide  you  in  seasonal  hunting,  fishing,  horseback 
riding,  skeet  shooting,  game  spotting,  mountain  biking 


and  hiking.  We  trust  .you  will  be  able  to  find  and  enjo' 
three  14,000'  mountains  on  your  own. 

You  can  go  other  places  if  you  want  to  settle  for  lesapiet 
vou  can  come  to  Trinchera.  Where  an  entire  wor 
waiting  tor  you. 

For  reservations  or  further  information  please 
719.379.3263 


SIGNPOST  / 


3n  the  Road 

Snow  falling  on  riders...  May  an  (bathroom)  science 
siting:  rig;ht  with  rowing;... Luxe  in  London... That  old-time  Buda-food 


iTOming:  They  warned  rne,  right  there  at  the  top  of  the  "What  Should 
Iring?"  checklist:  Mountain  weather  can  be  very  unpredictable.  T  liad 
oked  an  early  September  stay  at  the  Upper  Hideout,  a  guest  rancli  in 
)'oming  reached  only  by  helicopter  or  tour  hours  on  horseback.  Besides 
;  appealing  remoteness,  it  promised  to  revive  my  inner  child — the  one 
:h  an  urge  to  saddle  up  the  most  spirited  horse  in  the  stable. 
Head  wrangler  Caroline  Diehl  met  me  at  the  airport  in  Cody  for  the  hour's 
ve  back  to  The  (lower)  Hideout  at  Flitner  Ranch,  250,000  acres  on  the 
tskirts  of  Shell  (pop.  50),  hard  by  the  Bighorn  Mountains.  Since  most 
ivals  are  midday,  guests  check  into  one  of  The  Hideout's  15  rooms  in 
;  uncluttered  compound  of  pine-log  buildings  roofed  in  emerald-green  tin. 
After  a  family-style  lunch — 
aps  of  spaghetti  with  meat 
ice  and  garlic  bread,  followed 
peaches  and  cream — in  the  sun- 
Main  Lodge  dining  room,  we 
ided  to  the  stables  for  orienta- 
n  (mandatory,  even  for  expert 
ers):  These  are  not  nose-to-tail 
rses;  remember  you  are  riding  in 
;roup — taking  off  your  jacket 
ickly  might  spook  someone  else's 
rse;  don't  let  the  horses  eat  grass, 
:y  know  they  are  not  supposed  to. 
Given  the  one-to-five  wrangler/ 
;st  ratio,  most  of  us  are  comfort- 
le  trotting  the  ftrst  day.  It  also 
Ips  that  the  staff  works  hard  to 
itch  each  rider  to  a  saddle  and 
rse.  I  felt  an  instant  kinship  with 
Dbles,  a  six-year-old  mottled-gray 
irterhorse.  She  loved  to  see  what 
;  could  get  away  with — suddenly 
:ing  down  to  take  care  of  an  itch,  sneaking  nibbles  of  grass.  But  when  it  came 
le  to  get  serious,  willfulness  gave  way  to  a  steady,  surefooted  gait  and 
rse-sense  caution.  Soon  enough,  I  wondered  if  she  had  more  sense  than  I  do. 
When  I  arrived  it  hadn't  rained  for,  oh,  six  months.  That  very  night,  as 
discovered  the  next  morning,  brought  precipitation,  and  plenty  of  it,  in 
its  forms.  After  an  early  French-toast  breakfast  we  left  behind — along 
h  the  last  chance  for  television  and  tclcjihones — all  jicrsonal  belongings 


High  wholesome: 
Riders  at  The  Hideout 
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other  than  a  small  overnight  bag 
and  a  cadre  of  fellow  guests  who  fan- 
cied cattle-wrangling  over  mountain 
riding.  Saddling  up  Pebbles,  I  joined 
the  group  heading  upward  17  miles 
toward  Upper  Hideout  (elevation 
8,200  feet)  in  wet-weather  ponchos 
and  gloves. 

Coming  out  of  the  Bighorn  Na- 
tional Forest  into  a  mountainside 
clearing,  the  somber  sky  broke  into  a 
sunny  smile  almost  on  cue.  Suddenly 
urgent  bleats  blared  in  our  wake.  We 
pulled  the  horses  aside  as  a  massive 
woolly  wave  washed  upward — 2,500 
sheep  being  driven  by  four  dogs 
and  one  Peruvian  shepherd.  It  v/as 


Wc  had  planned  to  explore  the  up- 
per reaches  of  the  Flitner  property, 
originally  a  cow  camp,  the  next  day. 
But,  after  a  welcome  night's  sleep  in 
a  toasty  flannel-lined  sleeping  bag 
(unrolled  onto  a  platform  bed  in  my 
cabin),  fog  still  hugged  the  moun- 
tains tightly.  We  gathered  in  the  cook 
shack,  watched  the  snow  pile  up  on 
the  skylights  and  shoved  another  log 
in  the  Blaze  King  stove.  I  won  two 
games  of  Scrabble  and  helped  chef 
Anthony  Larsen  prepare  lunch  (beef 
stew)  and  dinner  (potato  soup,  pasta 
with  shrimp,  strawberry  shortcake). 
The  wranglers,  who  sprinkle  conver- 
sation with  a  lot  of  "yes,  ma'ams," 


The  wranglers  swapped  recipes:  barbecue 
squirrels  whole — hard  to  skin,  but  worth  it. 


noon,  but  no  one  even  thought  of  the 
lunches  packed  in  our  saddlebags.  As 
the  bleats  and  yapping  commands 
of  the  dogs  faded  so  did  the  glimmer 
of  good  weather.  Sleet  pelted  us,  then 

hail,  then  sleet  Fog  swooped  in. 

Guided  only  by  the  horses'  instinctive 
sense  of  direction,  we  arrived  to  hot 
food,  steaming  showers  and  other 
cozy  comforts  in  the  simple  plaid- 
decorated  pine-log  cabins  at  the 
Upper  Hideout. 


swapped  prep  technicjues  and  recipes: 
With  a  chicken,  pop  their  heads  off, 
then  dunk  'em  in  hot  wax.  Barbecue 
squirrels  whole — hard  to  skin,  but 
worth  it.  Right. ..maybe  playing  poker 
for  matchsticks  was  a  better  idea. 

Some  accepted  David  Flitner's 
offer  of  a  helicopter  lift  back  to  The 
Hideout,  but  I  trusted  Pebbles  to 
make  her  way  safely  down  the  nar- 
row, treacherous  canyon  trails.  She 
did.  The  snow  let  up.  The  penetrat- 
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ing  cold  did  not.  Until  we  swung  in' 
the  cyclorama  of  the  Bighorns'  jow 
gray  crevices  and  great  horizont 
red  striations  of  Needle  Rock  ( 
Chimney  Rock),  sage  draped  1 
fishing  nets  in  need  of  repair.  V\ 
arrived  at  The  Hideout  with  plenty 
stories  and  powerful  appetites. 

The  Hideout  at  Flitner  Ranch,  P. 
Box  206,  Shell,  WY,  82441;  (800)  3^t, 
86jy;  info@thehideout.com;  all-inch 
sive  ^-  to  y-day  stays  (per person,  doul 
occupancy),  $i,o^o-$i,8po.  The  Upp  thee 
Hideout  is  open  July  to  October  om 
— Margarkt  SlIAKESPEAmp: 

bin 

Yucatan:  Before  this  hacienda,  Jlvel- 
miles  from  Merida,  became  a  luxu: 
hotel,  it  was  a  sisal  hemp  plantatic  mts 
and  cattle  ranch,  and  before  that,  si 
of  a  sacred  Mayan  observatory  call( 
Katanchel,  or  "place  where  the  Mil 
Way  is  consulted."  By  the  time  Ami  racioi 
Gonzalez  and  Monica  Hernandez 
gan  renovating  Hacienda  Katanchilteryoi 
in  1995,  it  was  just  an  assortment 
old  buildings  swallowed  by  the  su 
rounding  jungle.  Today  it  is  a  spra\i 
ing,  well-tended  paradise  of  garder 
lawns  and  orchards,  punctuated  by  t  mnd 
restored  ruins  of  former  incarnatior 
The  main  courtyard,  paved  in  ston 
once  pilfered  from  the  nearby  Mays 
pyramid,  used  to  be  the  cattle  corn 
The  restaurant,  Casa  de  Maquini 
was  the  sisal-processing  factory.  Mai  isli 
of  the  40  rooms  are  separate  red-  aij 
ocher-painted  casitas,  former  lodgin 
of  the  laborers,  now  improved  wi 
private  patios  and  plunge  pools 

Mr.  Gonzalez  is  an  architec 
while  Ms.  Hernandez  is  a  landsca 
designer.  In  fact,  she  is  descendi 
from  generations  of  Spanish  bota: 
ists  and  growers  in  Mexico.  H 
agricultural  philosophy,  howevf 
is  based  more  on  Mayan  traditioi 
than  Spanish.  The  principle:  Lea 
the  weeds  and  other  natural  dieta 
staples  of  the  local  birds  and  bu^ 
and  they  won't  eat  your  squash,  eg  n. 
plants  and  avocados.  Pesticides  wol 
be  necessary.  The  closest  thing 
a  toxic  substance  here  is  the  tequ 
behind  the  bar.  Iietliiii 
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vlost  of  the  fruits  and  vegeta- 
;  served  are  grown  in  Hacienda 
anchel's  gardens  and  orchards, 
.  don't  taste  like  the  produce 

buy  at  the  Piggly  Wiggly.  An 
yday  vegetable  like  celery  sud- 
ly  has  complexity  of  flavors,  as 
unusual  things  like  mamey,  a 
et  little  football-shaped  fruit, 
■ote,  a  kind  ot  plum,  and  zapote, 
t  of  the  gum  tree, 
rhe  most  intriguing  application 
he  owners'  practical-mindecl 
ironmentalism  is  their  system 
processing  human  waste.  Out- 
;  almost  every  room  is  a  large, 
vel-fiUed  rectangular  basin, 
ited  that  same  burnt  red,  with 
Its  growing  out  ot  it.  This  is 
ngenious  invention  the  owners 

a  "wetland,"  which  naturally 
ifies  sewage  with  the  help  of 
acious  yeast  fungus  and  oxy- 
ating  plants.  The  result  is  clean 
er  you  could  almost  drink, 
r^lever  waste  treatment  aside, 

chief  interests  at  Hacienda 
anchel  are  blissful  relaxation, 
;h  food,  sunshine,  walking 
ind  amidst  dozens  of  species  of 
Is  and,  if  you  like,  conversation 
h  Gonzalez  and  Hernandez, 
3  are  exceedingly  charming 
ts.  They  can  tell  you  anything 
I  want  to  know  about  the 
sh  but  beautiful  environment 
iround.  Or  you  can  consult  the 
ky  Way. 

\ates  range  from  $200,  for  a 
■ker's  lodging,  to  tyoo  for  a 
'e  suite;  oii-^2-ggg-p2j-402o, 
w.  hacienda-katanchel.  com. 

— Thomas  Jackson 

ginia:  There  are  moments  of 
'sical  lucidity  when  the  legs, 
k  and  arms  engage  seamlessly 
the  power  stroke,  which  ends 
tn  the  hands,  left  slightly  higher 
1  right,  meet  just  below  the  ster- 
a.  Recovery  happens  in  reverse, 
ding  the  oar  blades  skimming 
'  the  water's  surface.  So  it  goes, 
ke  after  glorious  stroke,  until 
lething  happens. 


Just  tor  a  beat,  the  hands  lose  their 
orientation  and  the  oars  go  with 
them.  One  blade  digs  in;  the  other 
does  not.  Suddenly  I'm  rocking 
from  side  to  side,  balanced  precar- 
iously on  what  feels  like  a  knife  edge. 


"You're  losing  your  grip,"  Charlotte 
Hollings  tells  me,  patiently  and  ac- 
curately, intending  no  pun. 

Hollings,  who  is  rowing  easily  next 
to  me  in  a  sleek  racing  shell — a  Ferrari 
Testarossa  to  the  Mack  truck  of  a 


Custom  Bootmakers  •  Since  1884     www.AldenShoe.com  1-800-325-4252 


'V'^"'wne  welted  foowe-^^'"' 
'■"■^"/XT  flexible  construction- 


51  Buckingham  Gate:  Butler!  Do  whisk  away 
that  unsightly  towel! 

recreational  boat  I'm  sitting  in — 
should  know.  A  former  world  rowing 
champion,  she  is  coproprietor,  with 
her  husband,  John  Dunn,  of  Calm 
Waters  Rowing,  a  sports  camp  com- 
bined with  a  bed-and-breakfast  on 
Virginia's  Northern  Neck  (the  pen- 
insula bounded  by  the  Potomac  and 
Rappahannock  rivers  and  the  Chesa- 
peake Bay),  about  85  miles  east  of 
Richmond. 

Their  home  base  is  The  Inn  at 
Levelfields,  a  Georgian  plantation 
house  located  a  few  miles  outside 
the  town  of  Kilmarnock.  The  couple 
purchased  the  inn  early  in  2001  and 
opened  for  business  last  spring,  after 
some  renovation. 

Since  then  they  have  instructed 
more  than  100  students,  most  of  them 
baby  boomers  drawn  to  the  sport 
because  they  are  looking  for  low- 
impact  but  intense  aerobic  exercise. 
In  terms  of  the  cardiac  benefits  con- 
ferred, Hollings  explains,  rowing 
and  cross-country  skiing  are  in  a  class 
by  themselves. 

But  it's  technique,  not  condition- 
ing, that  is  stressed  at  Calm  Waters 
Rowing.  Students  have  three  sup- 
ervised rowing  sessions  per  day  on 
the  school's  90-acre  pond,  which  is 
about  a  five-minute  drive  from  the 
inn.  Time  spent  off  the  water  is  nearly 
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as  absorbing.  Campers  are  video- 
taped daily,  and  the  results  are  ana- 
lyzed in  one-on-one  sessions  with 
Hollings  or  Dunn,  an  experience  as 
humbling  as  it  is  enlightening. 

It's  difficult  to  imagine  two  more 
qualified  mentors.  In  addition  to 
excelling  as  competitors — Dunn 
owns  silver  and  bronze  world  champ- 
ionship medals  to  go  with  his  wife's 
gold  and  silver — the  couple  have 
more  than  30  years  of  NCAA  Div- 
ision I  coaching  between  them. 

Levelfields'  six  guest  rooms  are 
more  than  comfortable,  if  not  four- 
star.  (Be  advised  that  the  basement 
rooms  can  be  damp  at  the  height  of 
summer.)  The  food  is  plentiful  and 
tasty.  Training-table  staples  at  break- 
fast and  lunch  give  way  to  "Southern 
eclectic"  at  dinner.  A  hearty  "Low 
Country  boil,"  filled  with  shrimp, 
sausage  and  local  produce,  is  likely 
to  be  followed  the  next  evening  by 
chicken  and  boursin  cheese  wrapped 
in  a  delicate  pastry  shell. 

And  the  results  of  this  training  and 
coddling? 

Suffice  it  to  say  that  after  just  a 
few  hours  of  HoUings'  expert  instruc- 
tion, a  fiftysomething  writer,  who 
hadn't  put  his  back  into  anything  but 


so  sc 


an  easy  chair  for  years,  almost  ne\ 
lost  his  grip. 

Calm  Waters  Rowing,  loi^^  Md 
Ball  Road,  Lancaster,  VA  22^(. 
( 800)  2j8-'^y8  or  804-4^:^-688'/,  wwz  iree  n 
calmwatersrowing.com.  Peak  seas  jns. 
(April-October)  rates:  Four-day  S(  eralli 
sion  (including  meals  and  instructio. 
$j2o  to  $(^00,  depending  on  the  room  teinc 
three-day  session,  $660  to  ^795  (based 
double  occupancy).  Bed  &  breakfast  rai 
$po  to  $140 per  night,  depending  on  roo 
— Philipp  Harp 
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London:  London's  sumptuous  m 
51  Buckingham  Gate  has  sai 

grandly  off  on  the  opposite  tack  fri 
the  city's  rash  of  trendy,  gue 
squashing,  minimalist  hostelrii  ipt 
This  sparkling,  all-apartment  lu  sincer 
ury  hotel  in  a  private  mews  nc  )ttor 
Buckingham  Palace  not  only  pr) 
vides  clients  with  ample  room 
change  the  guard,  it  might  even  pi 
vide  the  infantry — not  that  I  ask( 
Certainly  the  room's  private  but 
(mine  was  named  Sergio)  was  gi 
cious  enough  about  everything  I  c  jj 
request:  arranging  a  massage  in  t 
health  spa,  procuring  a  bottle 
Beefeater  and  an  ice  bucket,  a 
fixing  a  broken  shoe  heel. 
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The  apartments  themselves  are 

0  soothingly  indulgent.  They 
ige  from  one  to  three  bedrooms 

in  all)  and  are  spread  out  over 
ee  restored  1897  Victorian  man- 
ns.  The  interiors  in  the  Minsters 

rather  traditional,  while  the  Fal- 
lers  decor  is  more  contemporary, 
e  most  luxurious  of  the  three  is  the 
igs,  whose  furnishings  include 
:rsized  leather  couches,  leopard- 
at  chairs,  king-sized  beds  outfitted 
h  Egyptian  Unens  and  funky  faux 
le  throws. 

1  kept  telling  myself  I  would  cook 
It  least  one  night — the  kitchens 
fully  equipped  with  bone  china, 
crowaves  and  stainless  steel  re- 
^erators.  But,  well,  there  was  the 
incentive  of  24-hour  room  service, 
:  to  mention  three  restaurants  on 

premises,  including  the  wonder- 
Quilon,  serving  Indian  cuisine, 
■gio — do  be  a  darling,  and  fetch 
a  pappadam. 

J'/  Buckingham  Gate,  London,  Eng- 
d,  SWiE  6AF;  toll-free  (877)528- 
j  or  oii-44-2o-776()-7766.  One-bed- 
m  apartments  start  at  $4jo  per 
ht.  — Jill  Fergus 

dapest:  Karpatia  is  one  of 

dapest's  most  venerable  restau- 
its  and  a  sure  way  to  connect 
h  the  Hungarian  soul.  Founded  in 
7  as  a  lunch  spot  for  parishioners 
m  the  nearby  Franciscan  church, 
1  named  for  the  surrounding  Car- 
hian  Mountains,  Karpatia's  dining 
ims  exude  a  fin  de  siecle,  twilight- 
the-Hapsburgs  aura.  You  dine 
•e  amid  elaborate,  hand-carved 
nishings,  leaded-glass  windows, 
ilted  arches  and  gilded  walls  with 
tie  scenes  depicting  heroes  from 
ingarian  history.  The  place  has 
;n  designated  a  historic  landmark, 
somehow  the  setting  is  welcom- 
I  and  informal. 

Karpatia's  waiters  are  courteous 
1  speak  English — somewhat  of  a 
ty  in  Budapest — and  the  spirited 
)sy  orchestra  circulates  between 
les  in  the  evenings  playing  mar- 
)us  schmaltzy  waltzes  and  Broad- 


way show  tunes — even  the  most 
jaded  diner  can't  help  but  smile.  The 
menu,  as  in  most  of  Hungary,  is 
lengthy  and  the  food  tends  to  be 
heavy.  There  is,  of  course,  goulash, 
which  contrary  to  Western  expect- 
ations can  be  either  a  stew,  or  a  hearty 
meat  soup  originally  cooked  in  caul- 
drons over  open-air  fires  by  herds- 
men. Goose  liver,  fried  or  plain,  is  a 
popular  delicacy,  served  with  rich, 
luscious  Tokay  v/ine.  Other  class-  ; 
ics  of  the  country  include  Wiener 
schnitzelj^o^a^ — a  freshwater  fish — 
and  pork  cutlets.  Cucumber  salad 
with  vinaigrette  accompanies  most  of 
the  entrees.  The  portions  are  gener- 
ous and  flavored  with  paprika,  the 
spice  of  choice,  which  is  either  hot  or 
sweet  and  supplants  pepper  shakers 
on  dining  room  tables. 

Desserts  are  the  piece  de  resis- 
tance— no  surprise  in  this  country 
famously  addicted  to  sweets.  My 
supreme  favorite  is  the  famous  Dobos 
torte,  the  multilayered,  mocha-filled, 
caramel-topped  confection  created 
150  years  ago  by  renowned  pastry  chef 
Josef  Dobos.  Other  mouthwatering 
concoctions  include  a  flaky  sour- 
cherry  strudel,  chestnut  puree  with 
whipped  cream,  plus  a  rich  assort- 
ment of  delectable  sponge  cakes. 

Hungarians  are  also  devoted  to 
their  wines,  a  delicious  discovery. 
The  22  wine  regions  in  the  country 
are  enjoying  a  renaissance  after  42  : 
years  under  the  state-run  system.  The 
wines  I  tried,  including  such  Bor- 
deaux-derived classics  as  merlot, 
cabernet  sauvignon  and  sauvignon 
blanc,  are  excellent  and  extremely 
well-priced. 

Karpatia  may  not  be  as  glam- 
orous, expensive  or  well-publicized 
as  Budapest's  internationally  re- 
nowned Gundel,  but  it  is  more  cost- 
effective  (a  hearty  meal  with  wine 
will  run  you  about  $30),  and  more 
flat-out  fun. 

Ferenciek  tere  7-8,  H-io^  Budapest, 
Hungary;  oii-j6-i-ji7-j5^6,  www.- 
karpatia.hu  or  e-mail:  restaurant@- 
karpatia.hu.  • 

— Sandra  McElwaine 


While  you  focus  on  the  matters 
at  hand,  we'll  focus  on  you. 
Welcome  to  The  Peninsula, 
where  uncompromising  service  may 
".  y,  seduce  you  into  extending  your 
stay  far  past  the  meeting's  end. 

For  reservations,  please  contact  your"- 
travel  professional  or  contact  us  at 
reservation@peninsula.com 

/'  ,  www,peninsula.com 
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ENCHANTMENT 


AN  OLD-SCHOOL  PILOT  DESCENDS 
INTO  A  DEEP  HERBAL  WRAP 

BY  JAMES  FALLOWS 


so  HERE'S 
HE  PROBLEM. 

You're  not  really  a  New  Age  guy.  You're  skeptical  of  the 
whole  concept  of  massage,  actively  hostile  to  Enya.  Just 
self-aware  enough  to  know  that  if  you  actually  tried  to 
meditate,  you'd  end  up  sneaking  glances  at  your  wrist- 
watch  to  figure  out  when  you  could  go  get  a  beer. 

But  you're  married  to  someone  who  takes  these  same 
concepts  seriously.  And  you  take  her  seriously  enough  to 
want  to  give  an  occasional  sign  that  your  loutishness  is  just 
an  act.  You  could,  of  course,  pack  her  off  on  a  retreat  with 
like-minded  friends.  But  then  you'd  miss  her! 

Does  the  predicament  sound  familiar?  Then  you'U  want 
to  hear  about  my  solution.  The  secret  was  to  travel 
via  small  airplane  to  Sedona,  Arizona — that  is,  to  use  a 
Y-chromosome  conveyance  to  reach  one  of  the  most 
androgynously  New  Ageish  sites  in  the  United  States. 
The  plan  worked  like  a  charm:  husband  having  an  adven- 
ture hill  of  gadgets  and  computerized  devices,  wife  newly 
appreciative  of  his  sensitive  side.  If  you  already  know 
how  to  fly,  this  is  the  next  trip  to  take.  If  you  don't,  it's 
reason  in  itself  to  consider  lessons. 

First,  the  guy  stuff,  which  involves  the  magic  of  Sedona 
Airport. 

Travelers  who  spend  their  lives  schlepping  from  O'Hare 
to  DFW  may  be  excused  for  thinking  that  if  you've  seen 
one  airport  you've  seen  them  all.  At  a  fiandamental  level, 
airports  are  indeed  quite  similar:  a  big  strip  of  pavement, 
or  in  quaint  rural  areas  a  small  strip  of  turf,  with  accom- 
panying hangars,  fuel  pumps,  perhaps  a  control  tower. 
Viewed  from  inside  a  passenger  terminal,  the  several  dozen 
major  "hub"  airports  are  so  featureless  that  the  main  way  to 
know  you're  in  Memphis  rather  than  Minneapolis  is  by  the 
Graceland  postcards  in  the  gift  shop. 

But  there  are  more  than  5,000  small  airports  dotting 
the  American  landscape.  And  to  judge  bv  the  Too-plus 
at  which  I've  landed,  they  are  far  more  distinctive,  even 
peculiar,  than  the  average  traveler  would  guess.  Some 
"small"  airports  are  in  fact  huge:  These  are  the  ones  left 
over  from  the  Cold  War.  When  I  was  in  elementary 
school,  in  California,  I'd  look  up  from  the  playground  to 
watch  B-52  bombers  lumber  in  for  landings  at  nearby 
Norton  Air  Force  Base.  Now  Norton  is  closed,  but  its 
two-mile-long  landing  strip  is  still  there,  and  has  been 
reborn  as  the  San  Bernardino  International  Airport,  a 
convenient  ten  minutes'  drive  from  my  parents'  home. 
Thank  you,  General  LeMay!  Other  airports  really  are  tiny. 
I've  flown  most  often  in  a  plane  with  a  35-foot  wingspan. 
One  instructor  liked  me  to  practice  landings  at  an  airstrip 
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only  30  feet  wide,  to  dramatize  the  importance  of  stayin 
in  the  middle  of  the  runway.  Since  the  plane's  wheels  ai  npiu 
set  in  roughly  ten  feet  from  each  wingtip,  this  was  less  reck 
less  than  it  may  sound — but  just  as  character-building, 

Considering  the  monotony  of  major  airports,  sm 
ones  have  a  surprising  architectural  range.  Bryce  Canyoi  it 
Airport,  in  Utah,  has  a  huge,  rough-hewn  log  hanga 
that  was  a  cooperative  effort  between  the  Works  Progres  itlie 
Administration,  the  Civilian  Conservation  Corps  an 
Garfield  Count)',  Utah,  and  looks  like  a  prop  for  an  Ameli 
Earhart  documentary.  The  runways  at  Paine  Field,  i 
Everett,  Washington,  are  tucked  between  the  world' 
largest  industrial  structures,  in  which  Boeing  747s  are  bull' 

But  of  all  the  special  surprising  small  airports  in  th 
country,  the  most  specially  special  would  have  to  b 
Sedona's.  It  is  as  close  as  a  sanely  risk-averse  person  ca 
come  to  the  feeling  of  landing  on  an  aircraft  carrier,  sine 
the  airport  is  on  top  of  a  mesa  with  not  much  else  arounc 
What  is  around  is  stunningly  beautiful,  but  we'll  get  t 
that.  And  so  the  Sedona  plan  was  hatched.  As  a  plac 
to  spend  time  when  not  flying,  Sedona  would  be  attrac 
tive  for  its  natural  splendor,  its  elegant  resorts,  it 
renowned  "vortices,"  where  the  earth's  energy  is  said  t 
boil  up  and  bestow  Lourdes-like  benefits  on  those  wh 
believe.  Moreover,  as  a  place  to  fly  to  it  was  no  sloucl 
Problem  solved!  Marriage  saved!  And  in  what  proved  t 
be  a  surprising  way. 

On  a  Friday  afternoon  in  early  spring  we  set  out  froiii 
Buchanan  Field  in  Concord,  California,  20  miles  inlani| 
from  Berkeley.  We  were  traveling  in  a  little  Cirrus  SR2c| 
a  four-seat  propeller  plane.  The  Cirrus  travels  at  abou 
175  miles  per  hour,  which  depending  on  the  winds  woul 
make  Sedona  a  four-hour  trip.  We  cruised  down  Califoi 
nia's  Central  Valley,  then  over  the  Tehachapi  Mountair 
to  the  high  Mojave  Desert.  We  crossed  the  Colorado  Rive 
and  in  the  northern  distance  thought  we  could  make  ov 
Las  Vegas.  The  Mojave's  sand  dunes  changed  to  mesa: 
The  terrain  steadily  rose  beneath  us,  the  ground  takin 
on  red  and  ocher  tints.  Prescott,  nestled  in  mountains,  w£ 
off  to  our  right.  Straight  ahead,  at  a  distance  of  some  6 
miles,  I  started  to  see  buttes  and  crags  that  looked  like 
miniature  Grand  Canyon.  Among  them  was  one  mes 
slightly  flatter  and  whiter-looking  than  the  rest.  Glanc 
ing  from  my  maps  to  the  increasingly  spectacular  displsj 
out  the  front  window,  I  decided  that  the  mesa  was  our  de^ 
tination,  Sedona's  famous  airport.  As  I  neared  the  stripi 
thought:  Hey,  if  carrier  decks  were  5,000  feet  long,  like  thj| 
runway,  it  wouldn't  be  so  hard  to  fly  an  F-14. 

We  tied  down  the  plane,  rented  a  car  and  headed  int 
town.  Enough  for  Y-chromosome  activities.  Now  it  W2 
time  for  the  spirit. 

Our  destination  was  Boynton  Canvon  on  the  nort| 
end  ot  Sedona,  site  of  Enchantment  Resort.  Enchantmei 
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s  gone  through  several  changes  ot  ownership  and 
iphasis  in  the  last  two  decades.  Briefly  in  the  late  1980s 
jvas  a  John  Gardiner  tennis  ranch.  The  current  owners 
Dk  over  in  1995,  '^'^^^  expanded  and  modernized  it,  and 
ned  it  at  the  luxury  "destination  resort"  market.  Rates 
;  $195  to  $1,045,  depending  on  the  room  and  the  season; 
our  taste,  it  is  plenty  luxurious.  Nice,  spacious  rooms, 
the  artsy  Southwestern  tradition.  Mesquite-wood  fire 
aring  in  our  room's  fireplace  by  the  time  we  checketl 
Decks  aplenty  overlooking  the  mountains,  whose  reds 
d  tans  were  complemented  by  a  decorative  load  ot 
ring  snow.  At  the  check-in  desk,  we  were  handed  big 
shlights  for  navigating  around  the  premises.  During  the 
e  afternoon,  under  the  pure  blue  sky,  the  flashlights 
t  like  deadweight.  As  evening  fell,  we  were  suddenly 
id  to  have  them.  With  no  moon  in  the  sky,  far  from  the 
y  lights,  the  dark  seemed  absolute.  Using  the  lights, 
:  probed  our  way  toward  a  little  bar  at  the  resort,  where 
:  had  Mexican  food  and  local  beers.  Then  we  found  our 
y  back  to  our  cabin  antl  got  ready  for  the  spiritual  buzz. 
Dear  reader,  I  eventually  felt  it! 

No,  not  just  a  buzz  from  the  beer,  nor  from  the  vortices 
at  were  supposed  to  be  uplifting  us.  Nor  even  from 
|ualla,  a  middle-aged  man  with  long  braids  who  was 
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identified  as  a  "coyote  talker"  and  "former  tribal  chief- 
tain of  the  Havasupai"  and  who  told  hotel  visitors  about 
local  lore.  (He  has  since  left  Enchantment.)  Instead  it 
came  from  a  Sedona  feature  that,  in  the  course  of  several 
days,  nearly  converted  me  to  progressive  thinking.  This 
feature  was  called  Mii  amo,  which  I  feared  was  pidgin 
Italian  for  "Love  me!"  or,  perhaps,  "I  love  myself!"  In 
fact  it's  a  local  tribal  term  meaning  "journey,"  and  while 
the  normal  English  name  for  the  place  would  be  "health 
spa,"  the  name  that  occurred  to  me  was  "heaven." 

Whether  it  was  because  Mii  amo  itself  had  just 
opened,  or  because  everyone  else  knew  something  we 
didn't,  my  wife  and  I  were  practically  the  only  people  at 
the  resort  that  weekend.  As  a  result  we  wandered  through 
the  facilirv  with  the  special  luxuriation  of  knowing  that 
we  could  do  whatever  we  wanted  whenever  we  chose. 
That  first  Saturday  morning  what  I  chose  was  sleeping, 
while  my  wife  went  out  swimming  and  then  to  an  exer- 
cise class.  As  a  spa  veteran,  she  had  a  philosophy:  early 
morning  workout,  to  get  herself  "ready"  for  massages, 
"treatments"  and  other  aspects  of  relaxation  therapy 
throughout  the  rest  of  the  day.  I  skipped  straight  to  the 
relaxation  part.  I  met  her  for  lunch  on  the  sunny  deck  and 
then  went  on  to  the  first  treatment. 

This  meant  my  first  step  into  Mii  amo.  From  the  out- 
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side  it  was  a  simple  adobe-looking  building,  a  sho) 
walk  frotn  the  main  resort.  Inside  it  had  a  spectacular 
airy — dare  I  say  spiritual — feel. 

The  Mii  amo  building  was  designed  by  Gluckmaj 
Mayner  Architects  of  New  York,  which  also  designs 
the  Georgia  O'Keeffe  Museum  in  Santa  Fe.  It  has  a  spar 
serene  quality;  the  walls  were  plain  brick  or  wood,  tb 
lighting  muted.  I  felt  myself  becoming  more  refine 
by  the  minute.  Inside  the  front  door  was  a  domed  charr 
ber  called  the  Crystal  Grotto.  It  was  inspired  by  a  kiva,  < 
spiritual  house,  where  guests  could  stare  at  a  magic  cry)  igtal 
tal  as  they  meditated.  Outside  was  a  pool,  where  you  cou 
look  at  the  surrounding  hills  while  swimming  your  lap 
An  initial  experience  jarred  me  out  of  my  incipiei 
spiritualism.  I  had  signed  up  for  what  I  thought  would  c 
a  guaranteed  step  toward  serenity:  a  stretching  clas; 
The  enrollment  of  the  class  turned  out  to  be  me  and  rr§iivate 
wife;  the  instructor  was  a  lithe,  young  female  yo^ 
expert  from  California,  who  seemed  unsure  whether  1 
consider  me  a  challenge  or  a  disaster.  I  had  been  a  dii 
tance  runner  for  decades.  I  advertised  this  fact,  thinkit 
that  it  would  qualify  me  as  a  kind  of  apprentice  Nei 
Ageist.  Ha!  The  instructor  quickly  noted  that  years  j 
running  almost  certainly  meant  that  my  calf  and  hani 
string  muscles  would  be  a  hideous  knot  of  unmassage  im^i 
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jhtness.  Let's  find  out!  I  managed  not  to  scream  dur- 
y  the  subsequent  60  minutes,  in  which  the  instructor 
:empted  to  wrench  my  leg  tendons  from  my  bones.  At 
e  end  I  thought:  I  feel  more  "injured"  than  "cleansed." 
My  wife  assured  me  this  was  all  part  of  the  spa  cycle,  so 
;amely  limped  back  to  the  locker  room,  readying  myself 
r  the  next  stage.  We  had  carefully  studied  the  menu  of 
eatments,"  such  as  baths,  Ayurvedic  massages  and  other 
otic  services  that  Mii  amo  offered.  For  my  first-ever  spa 
;atment,  my  wife  had  recommended  the  30-minute 
erbal  detoxification  wrap."  The  idea  was  that  I  would 
t  in  the  herbal  spirit  by  drinking  tea,  and  then  have  herbal 
ives  patted  all  over  me,  stuck  on  with  some  kind  of  goo. 
r  as  the  brochure  put  it:  "A  Sedona  clay  and  herbal  pack 
U  be  spread  over  the  lymph  zones  of  the  body  and  then 
u  ai'e  wrapped  in  herbal-infiised  sheets,  creating  your  own 
ivate  sweat  bath."  It  felt  a  little  too  much  as  if  it  were 
;ating  my  own  private  winding  sheet,  and  I  was  relieved 
be  unwound.  But  my  wife,  who  had  chosen  instead  the 
lue  corn  body  polish,"  came  out  looking  as  radiant  and 
)wing  as  the  brochure  had  promised.  "Wasn't  that  great?" 
e  asked.  "Yeah,  really,"  I  said,  hoping  to  sound  sincere. 
Still,  this  was  part  of  the  cycle  of  enlightenment.  The 
i  spa  experience  required  another  few  hours  at  Mii  amo: 
inging  around  the  fire,  sampling  the  herb  and  health 
inks.  I  drifted  into  the  Crystal  Grotto,  where  I  think  I 
gan  to  meditate.  Or  I  may  just  have  been  getting  hun- 
y.  The  scent  from  the  kitchen,  built  into  the  resort, 
is  irresistible,  and  when  we  dined  on  lobster  spring  rolls. 
Id  mushroom  napoleons  and  other  intensely  flavored 
shes  we  understood  why.  I  had  been  raised  with  a 
rtain  "food  as  fuel"  mentality;  but  these  concoctions 
;med  so  precious  that  I  found  myself  simply  staring  at 
z  fork  in  admiration.  Or  maybe  I  was  feeling  the  power 
the  vortex.  And  so  to  bed. 

Another  day,  another  treatment.  After  my  wife  had 
ien  out  swimming,  we  decided  to  hike  in  search  of  a 
Ttex,  near  a  formation  known  as  Kachina  Woman. 
:cording  to  our  official  Vortex  Map,  we'd  found  one! 
tood  right  on  the  vortex,  and  concentrated  on  the  elec- 
c  buzz  I  was  feeling  through  my  feet.  My  wife  tried  it 
id  said  she  felt  the  same  thing.  Then  we  realized  we 
[re  holding  the  map  the  wrong  way.  The  vortex  was 
Tiewhere  else.  Perhaps  we  discovered  a  new  one? 
That  afternoon,  we  felt  ready  for  the  treatment  of 
ifctime.  It  was  from  this  point  that  I  mark  my  life's 
ange  in  an  Enya-esque  direction.  It  came  with  the 
atment  known  as  Soothing  Stones  Massage. 
We  signed  up  for  this  treatment  couples-style,  which 
;ant  that  our  two  torsos  lay  on  discreetly  separated 
»les  in  the  same  room,  as  two  efficient  and  polite  massage 
irapists  worked  us  over.  The  pitch  from  the  brochure 
,s:  "Massaging  the  body  using  smooth,  heated  basalt 
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river  rocks  and  Swedish  massage  techniques,  the  body 
deeply  relaxes  as  the  warm  stones  melt  away  the  tension 
and  stress  of  living.  Come  dance  with  the  special  energy 
of  Mother  Earth  and  reconnect  with  your  spirit."  A  sim- 
pler way  to  put  it  is  that  it  was  the  most  enjoyable  expe- 
rience I  am  comfortable  discussing  in  a  family  magazine. 

The  stones  themselves  were  so  silkily  smooth  that 
when  we  lay  on  a  bed  of  them,  I  never  wanted  to  get  up. 
Through  most  of  the  massage,  I  kept  my  eyes  closed  and 
assumed  that  the  massage  therapists  were  taking  ladle 
after  ladle  of  steaming  hot  mineral  oil  and  rubbing  it 
across  my  back  and  arms.  I  was  puzzled  mainly  by  the  fact 
that  no  oil  was  dripping  off.  When  I  turned  over,  I  real- 
ized that  the  handfuls  of  oil  were  actually  the  hot,  wet 
stones.  At  the  end  of  the  90-minute  treatment,  we  were 
wrapped  in  thick,  fluffy  towels,  and  pinned  down  with  hot 
stones  at  crucial  pressure  points.  In  the  background  was 
some  Aeolian  music  that  made  me  think:  How  restful! 

In  tmth,  I  wasn't  thinking  anything.  We  lay  in  the  room 
for  30  minutes,  or  maybe  five  hours,  after  the  attendants 
left.  We  felt  barely  the  energy  or  motivation  to  make  it  to 
the  restaurant  again.  We  dragged  ourselves,  in  terry-cloth 
robes,  down  to  the  fireplace  in  the  main  hall  of  Mii  amo. 
Attendants  appeared,  bearing  more  of  the  memorable 
food.  My  last  conscious  thought  was,  Whaf  s  "new"  about 
the  New  Age?  The  Emperor  Nero  had  this  figured  out. 

The  real  world  beckoned  the  next  day,  sort  of.  We 
headed  back  out  to  the  mesa-top  airport,  and  then  took 
off  to  conduct  an  aerial  tour  of  the  sights  we  had  seen  from 
the  ground.  What  is  impressive  from  above  often  differs 
from  what  is  enjoyable  at  ground  level,  but  the  rocks 
around  Sedona  were  striking  from  both  perspectives. 
We  had  planned  to  cap  the  natural  splendors  of  the  trip 
by  heading  over  the  Sierra  Nevada  range  and  Yosemite 
National  Park.  But  the  rational  part  of  my  brain  came 
back  into  service  as  I  saw  the  boiling  wave  of  clouds  over 
the  mountains.  We'd  stick  to  the  desert  and  the  Central 
Valley,  and  try  the  mountains  another  time. 

I  usually  like  to  listen  to  jazz  on  the  airplane's  CD 
player.  This  time  we  tried  one  of  my  wife's  CDs,  called 
Tranquility.  This  is  better  than  I  remembered,  I  thought. 
A  nice  complement  to  the  engine  noise.  • 
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AFTER  240  YEARS, 
18™-CENTURY  STUDMUFFI^ 
AUGUSTUS  HERVEY  IS 

STILL  HOT.  BY  JONATHAN  YARDLEY 


Why  is  it  that  Augustus  John  Hervey,  a  singularly  notable  18th-century  British  sea- 
man, is  almost  entirely  unknown  in  this  country?  What  an  injustice!  Hervey  was  a  bold 
commander  who  fought  valiantly  during  the  Seven  Years'  War  and  in  1762  played  a  cen- 
tral role  in  the  British  capture  of  Moro  Castle  in  Havana;  he  was  friendly  with  numer- 
ous bigwigs,  including  Horace  Walpole  (in  whose  famous  journals  and  correspondence 
his  name  is  often  found)  and  the  Earl  of  Sandwich;  his  portrait  was  painted  by  Thomas 
Gainsborough  and  Sir  Joshua  Reynolds;  he  rose  to  the  rank  of  vice  admiral,  and  after  leav- 
ing the  na\y  he  serv  ed  in  both  houses  of  Parliament,  eventually  becoming  Earl  of  Bristol. 


All  of  which  is  reason  enough  to  pur 
him  in  the  nautical  hall  of  fame  but 
none  of  which  matters  in  the  least 
when  weighed  against  his  achieve- 
ments as  "a  womanizer  on  an  epic 
scale."  In  the  1740s  and  '50s,  as  a 
captain  in  the  Royal  Navy,  "he 
used  his  aristocratic  connections, 
his  charm  and  his  money  to  se- 
duce an  astonishing  number  of 
desirable  women."  Women  sim- 
ply could  not  resist  him:  "Society 
beauties  and  opera  stars,  nuns  and 
country  girls  all  fell  victim  to  his 
insatiable  sexual  appetite." 

Those  passages  come  from  David 
Cordingly's  Women  Sailors  &  Sailors' 
Women,  published  last  year.  It  was  in  this 
thoroughly  engaging  book  that  I  first  met 
Hervey,  and  there,  in  Cordingly's  brief  but 
tantalizing  accounts  of  his  exploits,  that  my 
curiosity  was  piqued.  How,  I  wondered,  had 
Hervey  managed  to  go  unnoticed  in  the  recent 
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ished  over  the  intervening  years,  bu 
the  affections  of  all  three  ladie 
were  insufficient.  While  among  th 
Portuguese,  Holmes  writes,  h  (Oi 
bestowed  his  favors  upon  "a  sue 
cession  of  women,  Portuguese 
Italian,  French  and  English 
duchesses  and  dogessas,  0 
high  estate  or  picked  up  in  th  ligni 
streets  and  taverns,  young  an 
not  so  young,  well  proportionei  tnii 
or  well  endowed,  usually  fair  d  m 
face  and  aU  of  easy  virtue,  whic 
would  do  justice  to  the  powers  c 
several  less  energetic  men."  Herve  m 
himself  reports:  "I  cannot  omit  on 
morning's  work  the  Duke  de  Bagncj 
and  myself  had  with  Monsieur  de  Veil 
gennes.  We  went  in  cloaks  to  upwards  0] 
I  verily  believe,  30  ladies'  houses — ladies  c| 
pleasure,  I  mean." 

But  it  was  in  Paris  that  Hervey  found  hj 
captain's  paradise.  Soon  after  arriving  there  i|  ido: 
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fad  for  nautical  tales  and,  even  more  to  the  point,  how  had 
he  managed  to  go  unnoticed  amid  our  eternal  fascination 
with  all  matters  sexual?  Taking  the  bull  by  the  horns,  I 
ordered  a  used  copy  oi  Augustus  Hervey's  Journal  (1953), 
edited  by  David  Erskine,  and  a  new  copy  oi  Augustus 
Hervey:  A  Naval  Casanova  (1996),  by  Michael  Holmes, 
neither  of  which  has  been  published  in  the  United  States. 

At  first  this  apparent  dereliction  of  duty  by  the  Amer- 
ican book  industr}'  puzzled  me;  after  reading  the  books 
I  find  it  understandable.  The  journal  and  the  biography 
have  many  amusing  moments  but  both  are  cluttered 
with  an  excess  of  arcana — Hervey's  nautical  itineraries 
and  battle  strategies,  endless  squabbles  in  the  Admiralty 
and /or  Parliament  over  issues  long  since  forgotten,  man- 
euverings  for  position  within  the  royal  court — as  well 
as  with  anglicisms  that  are  more  likely  to  mystify  than 
enlighten  most  American  readers.  One  has  to  fight  one's 
way  through  a  lot  to  find  the  juicy  parts. 

There  are  plenty  of  them.  Hervey  lost  his  innocence 
in  Portugal  in  late  1740,  when  he  was  16  years  old;  he  met 
Ellena  Paghetti,  "a  very  famous  Italian  singer,  and  not  less 
so  for  her  beauty,"  he  reports,  and  was  soon  "very  intimate 
with  her."  In  Florence  eight  years  later,  after  much  glori- 
ous amatory  experience  elsewher""  '  numbered  among 
his  "intimates"  the  Marchesa  de  Pe  j  the  Marchesa 

Acciaioli.  Returning  to  Portugal,  h  ouewed  his  affairs 
with  Paghetti  herself,  her  charms  api  ^an  ntly  undimin- 
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the  summer  of  1749  he  established  himself  with  royalt 
gaining  introduction  to  the  Queen,  the  Dauphin  an 
Madame  Pompadour,  who  was  "the  handsomest  creatui) 
I  think  I  ever  saw"  but  was  not,  apparently,  available  fc 
"intimacies."  But  "Madame  Coupe  of  the  opera"  was  ir 
deed  willing,  "and  a  most  Iwscious  jouissance  she  was."  Diti 
for  Mademoiselle  Blotin,  who  "came  with  her  mother  t 
me  and  supped  with  me,  and  whilst  the  mother  lay  on 
couch  in  the  antechamber,  the  daughter  went  to  bed  will  litsbi 
me."  There  was  Baronne  Blanche,  "with  whom. .  .1  coul 
not  avoid  being  more  intimate  with  than  I  had  an  incliri 
ation  for;  she  was  a  great,  black,  lewd  woman  aboi 
30. .  .and  amused  herself  in  that  style  with  whom  she  toe 
a  fancy  to."  Madame  de  Mirancourt  "pretended  to  be 
veiy  modest  lady,  yet  she  stayed  with  me  till  near  daylight! 

It  was  during  his  Paris  adventure  that  something  qui) 
unusual  happened  to  Hervey:  He  fell  in  love.  She  was  "tl 
most  beautiful  woman  in  France,  Madame  Caze."  Lil^ 
many  of  those  to  whom  he  turned  his  attentions  she  W3 
married,  but  unlike  most  of  them  she  at  first  resisted  hin 
Eventually  he  and  she  "found  our  inclination  mutual,"  y< 
still  she  "would  not  grant  the  last  proofs  of  her  assertiot 
to  me."  That  happened  about  two  weeks  later,  whe 
her  husband  was  out  of  town.  On  a  Thursday  afternoc 
"she  sent  me  to  come  early  to  her,"  upon  which  "w 
remained  together  all  that  afternoon  and  evening  ti 
midnight,  giving  and  receiving  the  last  charming  prooi 
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m  unbounded  love,  and  I  never  tasted  such  most 
uisite  delight,  nor  was  I  ever  more  fit  for  the  scene." 
Fit"  scarcely  seems  the  word  for  it.  Like  the  Herculean 
irdsman  immortalized  in  a  classic  of  rhythm  and  blues, 
rvey  was  a  "Sixty  Minute  Man."  If  ever  the  spirit  was 
ing  but  the  flesh  weak,  no  mention  of  it  is  to  be  found 
hese  pages.  Instead  we  are  treated,  for  example,  to  this 
ounter  a  few  years  later  in  Genoa  with  Pellinetta 
^nole  (Madame  Caze  was  history  by  then),  another  of 
married  ladies.  They  had  consummated  their  mutual 
liration  but  had  not  spent  a  whole  night  together.  This 
at  last  accomplished  after  Hervey  hid  under  her  bed- 
ers.  Her  husband  "offered  to  bring  a  light  to  the  bed- 
;  to  show  her  some  Indian  handkerchiefs  he  had  that 
rning  brought  for  her,  but  which  she  put  off,  and  away 
kvent,  leaving  me  in  the  arms  of  one  of  the  loveliest 
nen  that  ever  was."  To  which  he  adds:  "I  lay  till  near 
light  and  performed  wonders." 

3y  now  the  reader  will  have  a  couple  of  questions: 
iny  of  this  true,  and  it  it  is,  what  was  the  secret 
"iervey's  success?  The  first  is  easier  to  answer  than 
second.  As  David  Erskine  writes  in  his  witty  intro- 
tion  to  the  journal,  Hervey's  "stories  are  certainly  true; 


Or,  in  the  words  of  a  more  famous  seaman:  "Damn  the 
torpedoes  —  full  speed  ahead!" 

Confronted  with  Hervey's  blithe  self-certainty,  the 
ladies  crumbled  by  the  scores.  The  index  to  the  journal 
is  preceded  by  this  wry  explanation:  "An  asterisk  denotes 
Hervey's  more  particular  lady-friends."  By  my  count 
there  are  fully  58  of  them,  and  these  of  course  are  the 
ones  who  actually  made  it  into  the  journal;  Hervey's 
liaisons  with  them  are  described,  in  Erskine's  felicitous 
phrase,  "with  a  nostalgic  gusto."  Hervey  had  kept  "a 
private  journal"  in  the  1740s  and  '50s,  and  returned 
to  it  —  so  at  least  Erskine  deduces  —  between  1767  and 
1770,  when  his  life  had  calmed  down  somewhat;  he 
then  rewrote  it,  "purely  for  my  own  satisfaction  of  recall- 
ing to  my  memory  most  of  the  events  of  all  kinds  of  my 
life,"  but  it  remained  unknown  until  Erskine  was  allowed 
to  publish  it  half  a  century  ago. 

It  is  no  small  irony  that  until  publication  of  the  journal 
Hervey  was  best  known  not  for  his  own  sexual  escapades 
but  for  his  estranged  wife's.  His  marriage  to  the  equally 
promiscuous  Elizabeth  Chudleigh  was  precipitous  and 
unhappy,  and  aroused  public  ridicule  when,  in  1776, 
she  became  the  only  woman  to  be  tried  by  the  House  of 
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Y  are  so  circumstantial  and 

main  characters  are 
sasily  identifiable  that 
can  accept  them  with 
fidence,"  this  by  con- 
t  with  Casanova,  who 
an  unmasked  liar." 
)ugh  said.  But  the  por- 
ts by  Gainsborough  and 
molds  do  little  to  solve 
mystery  of  Herv^ey's 
»eal.  He  was  pudgy, 
h  a  soft  if  agreeable 
;  and  an  expression  in 
ch  self-confidence  seems 
ched  by  melancholy, 
)ensiveness,  or  perhaps 
boredom.  Probably  the 
-confidence  tells  the 
.  Hervey,  Holmes  writes, 
id  what  he  thought 
hout  fear  or  discre- 
1,  and  in  his  private 
as  well  as  profes- 
nally  acted  promptly 
^rasp  the  opportunities 
t  offered  themselves." 


Lords  on  charges  of  bigamy. 
She  was  found  guilty,  but 
the  wholly  unmerited  stig- 
ma of  cuckoldry  that  there- 
after attached  itself  to 
Hervey  was  far  graver 
than  the  mild  punishment 
inflicted  on  her.  One  can 
only  imagine  how  "the 
English  Casanova"  must 
have  fijmed  in  silence  as  the 
tongues  of  the  gossips  in 
George  Ill's  court  wagged 
merrily  away.  He  well 
knew,  if  the  court  did  not, 
that  cuckoldry  was  not 
done  by  others  unto  him, 
but  by  him  unto  others.  He 
could  have  protested  that 
he  was  no  cuckold,  but  kept 
silent,  so  the  reputations  of 
the  ladies  with  whom  he 
sported  remained  pristine 
until  long  after  his  death 
and  their  own.  The  phil- 
anderer, it  seems,  was  also 
a  gentleman.  • 
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Scientists  tell  us  that  only  a  half  dozen  of  the  more  than  300  species  of  shark  have  been  identified  as  man- 
eaters.  But  they  know  better.  Sharks  are  older  than  the  dinosaurs,  having  spent  the  past  450  million  years 
evolving  into  bizarre  and  extreme  forms,  capable  of  inhabiting  every  ocean  realm  from  deep-sea  trenches  to  th 
coastal  shallows.  These  animals  don't  listen  to  Bartok.  They  don't  read  mutual  fund  tables  or  try  to  nibble  at 
the  lines  with  their  second  serve.  Sharks,  really,  respond  to  just  one  thing:  lunch.  Our  advice  should  you 
encounter  any  of  the  swimming  nightmares  below:  Try  not  to  look  like  a  Meat  &  Three.  BY  RICHARD  NALLE 


lose  things?  Here's  a  good  place  to  look.. ..or  mai 
not.  These  Ginsu-toothed,  ali-but-unfeasibly  blo^i 
fish  anchor  their  massive  jaws  on  the  upper  andi 
lower  lips  of  underwater  caves.  They  employ  povi 
ful  gills  to  exert  a  Hoover  Scale  8  suction  that  in 
sistibly  slurps  in  everything  within  range,  includi 
reef  fish,  rocks  and  small  surface  craft.  Thoughl 
many  students  of  the  subject  implicate  sucker 
sharks  in  the  Bermuda  Triangle  disappearances,) 
most  famous  documented  swallowings  came  frol 
a  32 -footer  hooked  off  Nantes  in  1953.  An  inveri 
of  its  stomach  contents  included  a  Citroen  Deu)i 
Chevaux,  a  Timex  wristwatch  (still  ticking),  andi 
missing  early  stories  of  Ernest  Hemingway,  thow 
to  have  been  left  by  his  wife  Hadley  on  the  back 
seat  of  a  Parisian  taxi  in  1922.  The  manuscript 
disappeared  into  the  hands  of  a  shadowy  intern, 
tional  collector  on  New  York's  lower  Fifth  Aveni| 
The  half-chewed  Citroen  is  now  an  enduringly 
popular  exhibit  at  Nice's  Grand  Musee  Maritim 


Illustration  by  Zohar  Lazar 


iE  GHOST  OR  LURKER  SHARK 


becau 
ghost  sh 

esn't  mean  it  will  let  you  get  away  unscathed, 
ults  have  famously  unappeasable  tempers  when 
mped  or  elbowed.  As  Dr.  Milo  Mellon  of  Scripps  i 
eanographic  Institute  puts  it,  "The  lurker's  a  ^ 
rserker."  During  the  four  to  five  years  they  require 
attain  physical  maturity,  these  supremely  cam- 
flaged  sharks  have  been  inadvertently  jostled  j 
everything  from  skates  to  manatees.  Once  fully  I 
)wn,  it's  payback  time.  Keep  a  sharp  eye  out:  I 
capees  report  noticing  eerie  chunks  of  slowly  | 
composing  fish — or  in  one  case  a  free-frothing  | 
n  of 


Like  the 

hammerhead  and  sawfish  a  member  of  the  tool 
head  sharks,  this  blunt  instrument  stalks  its  prey 
from  below,  closing  to  kill  with  a  sudden,  springlik 
release  of  its  flexible  tail  that  sends  it  twistin 
upward  like  a  gyrating  rocket.  "When  I  seen  t 
eyes  going  round  the  second  time,"  says  Bus 
erty  of  Queensmantle,  Australia,  a  rare  sur- 
f  a  Phillips'  Head  attack,  "I  says  to  myself, 


may  want  to  get  some  sleep  in  the  city  that  still  never  does.Tunku  Varadaraj 
compares  the  current  best  of  the  new-  and  old-style  New  York  hotels. 


NEW  YORK'S  LUXURY  HOTELS  WOULD  APPEAR,  AT  FIRST  GLANCE, 

to  offer  two  starkly  varied  ways  of  life.  On  the  one  hand,  there  are  those  establishments 
with  an  old-world  style  of  attention  to  detail,  and  with  a  visual  and  spatial  aesthetic  that 
is  unwaveringly  classical.  On  the  other,  and  often  no  less  expensive,  are  those  hotels  that 
dispense  a  New  Economy  hipness  of  service  to  go  with  their  ]auntyjei/nesse  of  design. 
These  are  places — you'd  never  caU  them  "establishments" — in  which  minimalist  white 
or  ecru  flirnishings  are  arranged  in  ways  that  make  their  undersized  but  groovy  rooms 
appear  relatively  commodious.  The  facilities  in  the  bathroom  might  include  something 
patented  only  recently,  and  the  sink  might  be  a  postmodern  birdbath,  the  operation 
of  which  requires  a  degree  in  engineering.  The  toiletries  are  likely  to  be  herbal  and  the 
lighting  flatteringly  dim.  What's  more,  the  lobby  probably  abuts  a  seething  bar  and 
restaurant  scene  that's  a  magnet  for  electrifyingly  stylish  New  Yorkers  who  aren't  guests 
of  the  hotel.  •  The  old-fashioned  paradigm  couldn't  be  more  different.  The  living 
room  in  a  suite  is  designed  to  strike  just  the  right  note  of  elegant  neutrality,  and  to  stray 
not  one  inch  from  the  relevant  bourgeois  conventions.  There  will  be  paintings  of  hunt 
scenes  and  anonymous  grandees  on  the  walls,  tassels  on  the  embroidered  cushions 
and  a  floral  bedspread.  The  rug  will  not  be  made  of  jute  or  sisal,  but  will,  instead,  yield 
softly  underfoot  to  guests  who  pad  upon  it,  guests  who  will  be  enveloped  in  soundproof 
privacy  as  they  sink  into  armchairs  as  soft  as  an  old  nanny's  bosom.  The  restaurant 
here  will  probably  be  a  touch  staid,  and  the  career  professionals  on  staff  will  be 
old-world  sorts  who  would  rather  die  than  adopt  the  laid-back  demeanor  displayed 
by  some  of  the  young  attendants  at  New  Economy  hotels.  •  In  an  attempt  to  research 
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local  detail,  I  had  the  rigorous  task  of  playing  guest  at 
a  range  of  New  York's  hest  hotels,  both  Old  and  New, 
and  I  came  to  believe  that  the  aesthetic  divide  can  be  a 
misleading  guide  to  the  differences  between  the  two  gen- 
res. Outstanding  service  can  be  found  in  the  new  breed 
of  hotel,  just  as  no  amount  of  brocade  and  chintz  can 
compensate  for  glitches  at  the  more  grown-up  sort  of 
place.  At  both  Old  and  New  hotels,  there  will  be  times 
when  the  guest  feels  he's  owed  an  apology,  as  when  a 
much-longed-for  room-service  burger  arrives  without 
catsup,  and  is  already  cold  when  the  condiment  finally 


Our  suite  was  decorated  with  antiques,  fine  reprodi 
tions  and  oriental  rugs,  with  a  living  room  the  size  of  ti 
lobbies  at  some  of  the  city's  new  jewel-box  hotels.  Thfl 
was  also  a  paneled  dining  room,  fireplace,  marble  and  m 
rored  dressing  room  and  bath — not  to  mention  a  f 
kitchen.  The  Waldorf  Towers  should  be  the  first  choice 
New  York  for  any  guest  who's  extremely  important, 
thinks  he  is,  or  wants  to  pretend  to  be,  just  for  a  night; 
two.  (A  tip:  When  staying  here,  plan  to  have  friends  o}  g 
for  cocktails  or  room-service  dinner.  There  was  spacei 
our  suite  for  30  couples,  and  our  dining  table  seated  i 


Outstanding  service  can  be  found  in  the  new  breed  of  hotel,  just  as  no  amount  of  bn 
and  chintz  can  compensate  for  glitches  at  the  more  grown-up  sort  of  place 
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comes.  And — why  is  this? — 
not  one  hotel  was  able  to 
deliver  a  satisfactory  cup  of 
brewed  coffee  to  my  room. 
This  one  failing,  alas,  marred 
almost  every  morning  at  each 
hotel.  Kitchen  managers  every- 
where —  if  you're  reading  this, 
smarten  up  your  caffeine. 

Of  course,  there  will  also  be 
occasions  for  the  guest  to  feel 
that  be  should  apologize  —  as 
might  happen,  for  any  number 
of  reasons,  when  one  checks 
in  with  a  toddler.  That  said,  I 
feel  that  I  owe  an  apology  to 
The  Waldorf  Towers  for  a  quite 
different  reason.  There,  my 
wife  and  I  were  installed  in 
rooms  so  grand — maybe  it  was 
the  15-foot  ceilings  —  that  we 
felt  almost  intimidated.  New 
Yorkers  used  to  scaled-down 
living  space,  we  didn't  quite 
know  what  to  do  with  ourselves 
as  we  sat  a  quarter-mile  apart 
on  overstuffed  sofas.  When  I 
went  out  to  the  steam  room, 
my  wife  complained  that  she  felt  like  Princess  Diana, 
isolated  and  dysfunctional  in  her  castle.  But  we  soon 
adjusted  to  this  delicious  ordeal. 

The  Waldorf  T  owers,  opened  in  1931,  is  a  boutique 
hotel  that  occupies  the  28th  through  42nd  floors  of  The 
Waldorf=Astoria  but  maintains  a  private  entrance  and 
special  services.  Then-Senator  and  Mrs.  John  F.  Kennedy 
spent  their  wedding  night  here.  The  Duke  of  Windsor 
made  it  his  New  York  refuge  after  he  relinquished  the 
throne  and  his  right  to  an  abode  that  was  just  a  trifle 
larger.  And  Cole  Poricr,  once  installed,  stayed  for  25  years. 
Some  suites  have  their  own  servant's  quarters. 


By  contrast,  imagine  a  ho 
in  which  the  guests  feel  rig 
at  home  while  unself-cons 
ous  tapping  at  laptops  in  t 
hallways,  sipping  coffee  a 
checking  their  e-mail.  HudS  m 
is  such  a  place,  and  it  defir 
the  post-millennium  approa  gt 
to  innkeeping.  It's  okay 
"hang  out,"  Hudson  seems 
be  saying.  At  The  Waldd 
Towers,  by  contrast,  hangij 
out  in  a  hall  might  get  y 
arrested  for  prostitution. 

It's  unlikely  that  heads 
state  would  grace  Hudson,  t 
in  its  own  way,  the  placet 
capable  of  dazzling.  One  e 
ters  the  hotel  on  a  frankly  uj 
block  near  Columbus  Circ 
passes  under  a  lit  torch  a 
ascends  an  escalator  bath 
in  chartreuse  light  to  a  wo; 
best  described  as  Alice 
Wonderland  for  grown-ups 

The  rooms  are  tiny,  alb 
dashmg,  and  possessed  of  t 


inscrutable  sinks  mention 
earlier.  But  unlike  hotels  of  the  old  school — which  he 
that  a  guest's  suite  must  be  like  a  cocoon  in  which  aU  nee 
are  met — hotels  like  Hudson  believe  that  one's  roorr 
a  mere  pit  stop  (albeit  a  stylish  one)  on  the  path  to  mo 
eclectic  gratification.  Besides,  there  are  several  goi 
reasons  to  step  out  of  one's  room  at  Hudson.  Unli 
New  York's  most  luxurious  old-style  hotels,  one  feels,  hd 
that  one  is  actually  in  New  York.  The  hotel's  brochu: 
describe  the  1,000-room  hostelry  as  "an  inspired  piece 
organized  chaos,"  and  that's  a  fair  assessment.  The  lob 
is  a  lively  neighborhood — Greenwich  Village,  say, 
the  Meatpacking  District  minus  the  grunge.  By  contra 
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le  Waldorf  Towers  is  what 
s — Midtown. 
With  Hudson's  bar,  the 
signer  Philippe  Starck  has 
j  a  creative  seizure,  even  by 
;  own  exuberant  standards, 
le  ceiling  was  painted  by 
incesco  Clemente,  and  the 
ss  floor  is  lit  from  below  and 
.ttered  with  seating  that,  in 
style,  seems  to  span  not 
ly  centuries  but  also  galaxies 
nging  from  Louis  XIV  to 
Di:A  Space  Odyssey). 
But  more  charming  (and 
3  of  a  mosh  pit)  is  the  hotel's 
ivate  Park,  a  vaguely  Arab- 
L,  lantern-lit  courtyard  bar 
lere  recumbent  guests  sip 
irtinis  on  kilims  or  sit 
)und  small  tables,  al  fresco, 
i  a  rare,  expansive,  open-air 
ice  in  Manhattan,  and  is,  on 
rzrm  night,  one  of  the  most 
;asant  spots  in  the  city — provided  you  snag  a  table, 
lere  are  also  outdoor  terraces  and  gardens  scattered 
ough  the  hotel,  some  with  chaises  and  hammocks  —  an 
a  so  sensible  that  one  wonders  why  it's  been  overlooked 
some  of  the  city's  grander  hotels. 

As  if  to  prove  that  service  at  the  newer  joints  can  be 
t  as  admirable  as  that  at  the  oldies,  Hudson  reached 
Idy  heights  in  meeting  my  needs.  I  arrived  with  a  party 
It  would  inspire  fear  in  even  the  most  good-natured 
icierge.  It  comprised  my  wife  and  me,  our  children, 
:s  II,  9  and  2,  and  their  fastidious  grandmother, 
iting  from  Delhi.  Nevertheless,  adjoining  rooms  were 
anged — and  extra  room  keys  delivered  with  a  smile 
en  the  oh-so-sophisticated  preteen  girls  locked  them- 
ves  out,  twice.  And  though  Hudson  Cafeteria  was  fliUy 
Dked,  the  hotel  took  pains  to  squeeze  us  in,  with  a  high 
lir.  Thus  tended  to,  three  generations  tucked  into  Jeffrey 
lodorow's  upscale  comfort  food  and  finished  by  bedtime. 
To  meet  a  guest's  needs  without  being  obtrusive  is  the 
tome  of  hospitality,  and  two  places  in  New  York  are, 
;uably,  the  masters  of  the  art.  The  Carlyle  and  The  Lowell 
;  both  quiet,  understated  hotels.  The  lobbies  are  not 
Drmous,  but  hushed  and  impeccable.  Both  offer  rooms 
nished  with  antiques  and  oil  paintings  and  provided 
th  fresh  flowers,  kitchens  and  private  terraces  with 
ws.  Both  are  pleasantly  decorated  in  a  way  that  makes 
concession  to  ephemeral  trends.  No  object  in  sight  is 
nic,  or  "designy."  Lamps  are  within  reach  and  provide 
ad  light — and,  unlike  the  contraptions  at  the  newer 
ices,  can  be  switched  on  with  no  preambular  head- 
atching  and  befuddlement.  Beds  are  soft  yet  firm  and 


Opposite:  the  bar  at  Hudson;  a  sleek 
suite  at  Dylan  Hotel.  This  page:  shak- 
ing hands  with  the  Chrysler  Building 
at  The  Waldorf  Towers;  the  New  York 
Palace  lights  up  Madison  Avenue. 

made  for  flawless  sleep.  Service 
is  friendly  but  never  obse- 
quious: In  fact,  in  both  places, 
it  reaches  total  perfection. 

The  attitude  of  the  hotel 
management  at  The  Carlyle 
seems  to  be:  We  are  so  good 
that  we  don't  have  to  impress 
\  ou  with  soaring  ceilings,  cut- 
ting-edge design  or  a  bar  that's 
a  babe  magnet.  And  they're 
right.  It  was  impossible  to  find 
tault  with  the  suite  I  stayed  in. 
It  wasn't  vast  and  magnificent, 
but  well-proportioned,  bright 
and  comforting.  The  room- 
service  food  was  delicious  and 
delivered  without  an  excess  of 
bells  and  whisdes.  Central  Park 
and  Madison  Avenue  were  at  my  feet  but  I  barely  left 
the  hotel.  And  why  should  one,  when  there  is  a  bar  as 
profoundly  good  as  Bemelmans  Bar  in  the  building? 

But  even  this  pillar  of  tradition  must  respond  to  the 
demands  of  baby-boomer  guests,  and  has  perhaps  been 
influenced  just  a  little  by  the  downtown  scene.  Kiehl's  bath 
products  line  the  bathroom  shelves  and  room  service 
offers  a  special  menu  for  PB&J-addicted  children.  My 
toddler  smeared  jelly  on  a  handsome  cushion,  but  the  man 
who  came  to  whisk  away  the  debris  of  dinner  took  the 
cushion  away  too,  returning  minutes  later  with  a  clean  one. 

The  lobby  of  The  LoweU  is  perhaps  the  tiniest  of  the 
lot,  and  rather  sleek,  making  it  feel,  at  first  sight,  almost 
like  one  of  the  new  hotels.  But  the  rooms  are  another 
matter.  I've  stayed  in  three  suites  at  The  Lowell  and  all 
have  been  strictly  traditional  and  completely  charming. 
Again,  faded  chintzes,  thick  carpeting  and  neutral  creams 
reign  here  —  a  shade  like  my  old-fashioned  Carolinian 
mother-in-law's  home  on  the  Upper  East  Side.  And  yet, 
The  Lowell  is  my  favorite  New  York  hotel,  beating  out 
even  The  Carlyle. 

There's  no  hint  of  snobbery  in  the  atmosphere  at  The 
Lowell,  though  it's  an  expensive  place.  The  suites  are 
booklined  (with  some  books  that  one  might  actually  want 
to  read)  and  more  personalized  than  at  most  hotels.  The 
Fleur  Cowles  Suite,  for  example,  feels  like  the  pied-a-terre 
of  a  wealthy,  slightly  eccentric  (but  still  conservative) 
aunt.  It's  thoroughly  civilized,  perfectly  kept  and  has  two 
terraces.  In  other  words,  it's  absolutely  nothing  like  home. 

True,  The  Lowell  offers  a  suite  once  occupied  by 
Madonna,  which  also  has  its  own  exercise  room,  an 
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amenity  best  avoided  by  this  author.  But  the  hotel's  great 
virtue  is  that  its  guests  are  left  alone.  There  is  no  security 
force  of  curious  elevator  men,  no  maid  knocking  every 
ten  minutes  with  stacks  of  towels  and  mints,  and  no  op- 
pressive fawning.  When  you're  a  guest  at  The  Lowell,  the 
suite  is  yours,  and  you  won't  want  to  leave  it — .especially 
when  room  service  can  bring  you,  in  a  jiffy,  the  best  tea  and 
scones  in  the  Western  Hemisphere. 

There  was  nothing  understated,  by  contrast,  about  my 
suite  at  the  New  York  Palace,  which  might  best  be  described 
as  "Master-of-the-Universe  bachelor  pad."  The  living  and 
dining  area  was  vast,  with  wraparound  views  of  Manhattan 
and  St.  Patrick's  Cathedral  across  the  street.  In  spite  of  the 
hotel  vaunting  itself  as  a  classic  establishment,  there  was 
a  sleek  and  slightly  corporate  feeling  to  the  whole  scene  — 
particularly  when  it  came  to  a  dining  table  that  resembled 
something  in  a  conference  room  and  a  presidential-look- 
ing desk  in  the  bedroom  with  a  gamut  of  electronic  gear. 

And  yet,  staying  with  two  of  our  children,  I  found  that 
what  had  at  first  seemed  a  setting 
better  suited  to  Gordon  Gekko  was, 
in  fact,  rather  homey.  A  pat  on  the 
head  from  a  jolly  waiter  and  extra 
jam  with  breakfast  go  a  long  way 
when  traveling  with  kids.  But  what 
goes  even  further  is  a  goody  basket 
crammed  full  of  crayons  and  candy 
bars.  And  an  in-room  massage  for 
the  wife.  And  dinner,  delivered  to  the 
room  from  Le  Cirque  2000,  which  is 
the  hotel's  room  service  "kitchen"  op- 
tion for  suites  in  the  hotel's  Towers. 
No  cachet  deficit  here. 

One  is  spoiled,  in  a  rather  cine- 
matic way,  by  places  like  the  Palace. 
And  ironically,  it's  easier  to  bring  a 
toddler  along  to  one  of  these  "trad" 
places  than  to  the  more  casual  hotels. 
There'  s  space  in  a  sprawling  suite  for 
a  little  nipper  to  cavort,  and  the  rooms 
have  a  pre-war  durability.  (Juice 
spilled  on  the  rug  barely  shov/ed  at 
all.  After  a  vigorous  rub  with  the  sole 
of  my  shoe,  all  traces  vanished!) 

At  Dylan  Hotel,  a  striking  little  nou- 
veUe  establishment  on  East  41st  Street, 
our  two-year-old  climbed  the  walls  of 
our  pint-sized  room,  meeting  hazards 
at  every  turn.  A  full-length  mirror 
rested  atilt  against  a  wall — a  loveh' 
design  statement  that  kept  his  moth- 
er, fearful  that  he  might  bring  it  down 
upon  his  head,  in  a  state  of  anxious 
red  alert.  His  favorite  diversions  were 
trying  to  lock  himself  in  the  slipper}' 


The  Scoop 

The  Carlyle,  35  East  76th 
Street,  New  York,  NY, 
10021;  (888)  ROSEWOOD, 
www.thecarlyle.com;  suites 
are  $850-$3,200  per  night. 

Chambers,  15  West  56th 
Street,  New  York,  NY  10019; 
(866)  204-5656,  www.cham- 
bershotel.com;  suites  are 
$900  $  1,600  per  night. 

Dylan  Hotel;  52  East 
41st  Street,  New  York,  NY, 
10017;  (866)  55-DYLAN; 
www.dylanhotel.com;.suites 
are  $495-$l,150  per  night. 

Hudson,  356  West  58th 
Street,  New  York,  NY, 
10019;  (800)  444-4786, 
www.hudsonhotel.com;  suites 
are  $125-$450  per  night. 

The  Lowell,  28  East  63rd 
Street,  New  York,  NY, 
10021;  (800)  221-4444, 
www.lhw.com,  then  type 
"lowell"  into  search  engine; 
suites  are  $895-$l,595 
-per  night. 

•  New  York  Palace,  455 
Madison  Avenue,  New  York, 
NY  10022;  (800)  NY-PALACE, 
www.newyorkpalace.com; 
suites  are  $395-$12,000 
per  night. 

Waldorf  Towers,  100  East 
50th  Street,  New  York, 
10022-6897;  (888)  WATOW- 
ERS,  www.hilton.com/hotels/ 
NYCWTHH;  suites  are 
$750-$7,500  per  night. 


bathroom  and  playing  with  the  tangle  of  wires  by  the  phon 
Once  the  boy  was  asleep,  however,  it  was  a  relief  1 
spend  a  quiet  evening  in  a  place  more  in  line  with  oi 
normal  lifestyle.  The  hotel  attracts  guests  who  can  U 
described  as  somewhere  in  between  the  unbridled  swingei 
at  Hudson  and  the  grave  CEOs  at  The  Carlyle.  In  oth< 
words,  they  fall  somewhere  within  the  range  of  tasteful  bi) 
interesting  normalcy. 

Unfortunately,  Dylan's  once-promising  restauraiu 
Virot,  has  closed,  and  no  in-hotel  dining  will  be  availab 
until  sometime  in  the  spring.  A  suite  serving  a  continent! 
breakfast  is  open  to  guests,  and  the  staff  can  suggest  res' 
aurants  in  the  area  (there  are  several  in  Grand  Centr 
Terminal,  which  also  houses  a  gourmet  food  market).  T] 
compensate  for  its  lack  of  room  service,  the  hotel  has  lo\i 
ered  its  rates,  but  let's  face  it,  a  few  dollars  is  no  substitu 
for  breakfast  in  bed. 

Women  of  taste  will  no  doubt  be  pleased  that  the  gue 
room  phones  at  Chambers  can  direct-dial  to  Henri  Bendl 
around  the  corner  on  Fifth  Avenue  and  to  th 
Garren  New  York  hair  salon  therein.  As  for  m 
the  bellman's  words  as  he  left  my  pleasing  bi 
unremarkably  square-shaped  room  were  just  ; 
reassuring:  "Sir,"  he  purred,  "these  rooms  have  tH 
best  showers  in  New  York  City." 

He  was  right.  The  colossal  shower  head  imi 
tated  a  driving  rain,  and  my  head,  woozy  after  a  ra 
alcoholic  lunch,  was  swiftly  set  right  for  the  nighi 
amusements.  These  comprised  a  long,  lingerin 
dinner  at  Town,  the  hotel's  in-house  restauran 
which  has  been  reviewed  glowingly  by  architectu: 
and  food  critics  alike.  Its  three-story  ceilings,  cusl 
ioned  seating  and  a  style  reminiscent  of  Linco 
Center's  mid-century  glamour  make  Town  a  rath 
swanky  place,  and  arguably  better  known  th 
the  hotel  itself.  We  had  to  pull  strings  with  tl 
manager  to  get  a  table,  having  neglected — our  mi 
take — to  make  a  reservation. 

After  a  substantial  dinner  of  lamb  shank  ar 
rib  eye  with  ribs,  my  wife  and  I  needed  an  equal 
substantial  bed  in  which  to  sprawl.  Alas,  as  with  tl 
other  new  hotels,  the  bed  at  Chambers  was  on  tl 
small  side.  But,  to  its  credit,  the  hotel  tries,  wii 
some  success,  to  smooth  out  the  rough  edges  an 
extend  small  comforts  to  its  guests.  Two  packag; 
FedExed  in  time  for  Christmas  and  a  bellman  wl 
helped  load  bags  into  a  taxi  were  examples. 

Actually,  that  last  service  did  stand  out 
there's  one  thing  they  do  better  at  the  older  hotel 
it's  the  fine  art  of  opening  doors,  as  well  as  bearii 
the  load  of  your  luggage.  At  the  newer  place 
front  doors  are  strictly  DIY,  and  luggage  is  oftt 
that  way  too.  A  small  difference,  perhaps,  but  01 
that  encapsulates  how  the  two  ideas  of  civilizati( 
are,  ultimately,  at  variance.  • 
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oveny.com 

iTATEOFNEWYORK 
eorge  E.  Pataki,  Governor 

RESTATE  DEVELOPMENT 
irles  A.  Gargano,  Chairman  > 


The  tragic  events  of  September  11th  awakened  the  world  to  what  we, 
as  New  Yorkers,  had  known  all  along.  Embodied  by  the  spirit  of  our  people. 
Defined  by  our  breathtaking  beauty.  There  is  no  place  in  the  world  quite 
so  special.  Today,  as  New  Yorkers,  we  thank  you.  And  we  welcome  you..v 
with  open  arms  and  open  hearts.  Discover  for  yourself  ail  there  is  to  love  in  a 
New  York  State  vacation.  For  a  firee  travel  guide  call  1-800-1  LOVE  NY  (CODE  I60I). 
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BELVEST:  Barneys,  New  York; 
Stanley  Korshak,  Dallas; 
and  Barcclino,  San  Francisco 

BOSS  HUGO  BOSS:  Hugo  Boss, 
New  York,  (800)  484-6267 

BOTTEGA  VENETA:  Bottega 
Veneta,  (877)  362-17x5 

CARTIER:  All  Cartier 
boutiques,  (800)  CARTIER 

CHRISTIAN  LOUBOUTIN: 

Christian  Louboutin,  New  York 
and  Los  Angeles;  Stanley 
Korshak,  Dallas;  and  select  Saks 
Fifth  Avenue  stores 

DUNHILL':  All  dunhill'  stores, 
(800)  541-0738 

GIORGIO  ARMANI: 

Giorgio  Armani,  New  York 
and  Los  Angeles, 
www.giorgioarmani.com 

GUCCI:  select  Gucci  stores, 
(800)  234-8224;  top  also  at  select 
Neiman  Marcus  stores 


HERMES:  all 

Hermes  boutiques,  j^' , 
(800)  441-4488      >IF  / 


J.M.  WESTON:  ■ 

J.M.  Weston,  New  York, 
(877)  4-WESTON 

JOHN  VARVATOS: 

John  Varvatos,  New  York, 
(212)  965-0700 

JOHNSTON  &  MURPHY: 

Johnston  &  Murphy, 

(888)  792-3272;  and  select  Macy's 

and  Dillard's  stores 

JUTTA  NEUMANN:  Jutta 
Neumann,  New  York, 
(212)  982-7048 

LOST  ART:  Lost  Art 
Studio,  New  York,  and  Fred 
Segal,  Los  Angeles 

LOUIS  VUITTON:  Louis 
Vuitton,  New  York,  Beverly 
Hills,  San  Francisco,  and  Costa 
Mesa,  CA,  (866)  VUITTON, 
www.vuitton.com 


MARTIN  DINGMAN:  Martin 

Dingman,  (800)  955-2358; 

Stanley  Korshak, 

Dallas;  Mitchells  of  Westport, 

Westport,  CT;  and 

select  Neiman  Marcus  stores 

MISSONI:  Missoni,  New  York 
(212)  517-9339 

PANERAI:  Tourneau,  New  Yoi 

PAUL  STUART:  Paul  Stuart, 
New  York  and  Chicago, 
(800)  678-8278 

SONY  ERICSSON:  Ericsson, 
(800)  ERICSSON, 
www.sonyericssonmobile.com 

TONY  DUQUETTE:  Bergdorf 
Goodman,  New  York, 
and  Tourneau,  Palm  Beach 


VAN  CLEEF  &  ARPELS:  Van 

Cleef  8c  Arpels,  New  York, 
Palm  Beach,  Bal  Harbour  ancjj''*' 
Beverly  Hills,  (800)  VCA-579I 


■m 


YVES  SAINT  LAURENT  RIVl 
GAUCHE:  Yves  Saint  Laurent: 
Rive  Gauche,  New  York,  Cos 
Mesa,  San  Francisco  and  Bal 
Harbour;  shoes  also  at  BergdoE 
Goodman,  New  York  and 
select  Neiman  Marcus  and  Sai 
Fifth  Avenue  stores 


On  Locatioi 

Photographed  at  Chambers,  15 
West  56  St.,  New  York,  in 
room  122,  a  duplex  suite  with 
private  terrace.  Designed  by 
the  Rockwell  Group,  Chambers 
features  original  art  and  custon 
made  furniture  in  both  the  gue 
rooms  and  public  spaces  of  th£ 
hotel.  For  information  or  reser- 
vations, contact  (212)  974-565 
or  www.chambershotel.com 
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essones 

den  Shoe 

jfacturer  of  custom-quality  shoes  and  boots 
iscriminating  gentlemen  since  1884.  Call 
D-325-4252  or  visit  www.AldenShoe.com 

'ses 

Iversea  Cruises 

istently  rated  World's  Best,  Silversea  Cruises 
res  all  ocean-view  suite  accommodations, 
with  veranda,  and  all-inclusive  value.  For  a 
brochure  call  1-800-722-9955  or  visit 
.sllversea.com 

tination  Hong  Kong 

!St  Western  Rosedale  on  the  Park 

Western  Rosedale  on  the  Park  is  located  in 
eway  Bay  and  a  total  of  274  elegant  rooms 
suites  are  equipped  with  broadband  internet 
;s.  Visit  www.rosedale.com.hk 
and  Stanford  Inter-Continental  Hong  Kong 
rious  5-star  hotel  with  579  exquisitely  deco- 
rooms  and  suites  offers  deluxe  business 
leisure  facilities:  swimming  pool,  Health  & 
less  Centre,  and  first  class  restaurants. 
www.grandstanford.com 
)ng  Kong  Tourism  Board 
www.DiscoverHongKong.com 


6.  Hotel  Miramar  Hong  Kong 

Ample  meeting  venues  equipped  with  advanced 
facilities  and  the  latest  in-room  Broadband 
Internet  Access  System,  Hotel  Miramar  offers  an 
unrivaled  choice  to  business  travelers. 
Visit  www.miramarhk.com 

Hotels 

7.  The  Peninsula  Group 

At  The  Peninsula  Group  of  hotels  in  Asia  and 
North  America,  guests  are  assured  ot  the  highest 
standards  of  excellence  that  have  been  synony- 
mous with  the  Peninsula  name  for  over  70  years. 
Visit  www.peninsula.com 

Jewelry/Watches 

8.  Audemars  Piguet  (NA)  Inc. 

Since  1875,  Audemars  Piguet  has  maintained  a 
unique  place  in  the  world  of  haute  horlogerie,  pro- 
ducing some  of  the  finest  and  most  complex  lux- 
ury timepieces.  Call  1-888-214-6858  or  visit 
www.audemarspiguet.com 

9.  Rado  Switzerland 

Rado  is  one  of  the  most  prominent  Swiss  watch 
manufacturers  and  the  leading  producer  of  ultra- 
durable,  scratchproof  design  watches. 
Call  1-800-283-RADO  or  Visit  www,rado,com 


Retail 

10.  General  Cigar 

Macanudo  and  Partagas  Cigars 
Visit  www.cigarworld.com 

Travel/Tourism 

11.  British  Tourist  Authority 

Britain  2002  Have  a  great  time  with  good  friends 
during  the  Queen's  Golden  Jubilee  Year  For  infor- 
mation, call  1-866-376-1199  or  visit  us  at 
www.travelbritain.org/ukok. 

12.  Holland  America 
1-800-336-2687 

Holland  America's  Europe:  Visit  the  most  ports- 
of-call  on  the  highest  rated  cruise  fleet  in  Europe. 
Call  1-877-SAIL  HAL  x657  for  a  free  brochure  or 
visit  www.hollandamerica.com 

13.  Scottsdale,  Arizona 

With  over  300  days  of  sunshine  a  year,  Scottsdale 
is  the  premier  American  Southwest  destination. 
Call  the  Scottsdale  Convention  &  Visitors  Bureau 
tole-free  at  1-866-227-0307 
or  visit  www.scottsdalecvb.com 
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The  cloning  of  an 

American  racing  classic. 
By  Patrick  Cooke 


Cunnin 


REDU 


Can  you  name  America's  very  first  sports  car? 

The  Chevrolet  Corvette  (1953)  would  be  a  great  guess — 
a  wrong  guess,  but  a  great  guess.  So  would  the  Shelby 
Cobra  (1962).  No,  the  Cunningham  was  arguably 
America's  first,  and  Larry  Black,  current  director  of  the 
revived  Cunningham  Company,  is  just  the  guy  to  argue 
the  point  if  you  like. 

"I  defy  you  to  come  up  with  a  car  that  came  before," 
he  says.  "America  made  a  lot  of  great  family  sedans  and 
station  wagons  after  the  war,  but  no  sports  cars  until  this 
baby  came  along." 

The  Cunningham's  golden  era  lasted  but  a  brief  three 
years,  from  roughly  1951  to  1954,  racing  well  against 
the  likes  of  Jaguar,  Aston  Martin,  Maserati  and  Ferrari, 
before  troubles  with  the  IRS  black-flagged  the  company. 
Today,  the  legacy  continues  in  Lime  Rock,  Connecticut, 
where  modern-day  fabricators  are  once  again  building 
the  400-hp,  all-aluminum  Cunningham  C4R  racer. 
You're  welcome  to  call  these  $180,000  models  "reintro- 
ductions"  if  you  like,  or  a  "continuation  series"  or  a  "revival 
car,"  but  never  call  them  "repUcars,"  at  least  around  Black. 
"Any  bozo  can  build  a  replicar,"  he  insists.  "These  are 
the  real  car  built  under  the  authentic,  authorized  company 


name.  Nine  thousand  man-hours  go  into  making  ea 
one  from  the  exact  original  design.  Even  the  chas 
numbers  pick  up  where  they  left  off  in  the  1950s." 

After  decades  of  slumber,  it  wasn't  easy  finding  t 
tools  necessary  to  begin  manufacturing  again.  The  j 
and  the  blueprints  had  been  lost,  which  meant  that  evi 
detail  had  to  be  gleaned  from  the  handful  of  vinta 
C4RS  in  existence.  Amazingly,  Black  discovered  that 
of  the  originals  were  accounted  for.  It  was  just  a  mat 
of  gaining  access. 

"We  started  going  to  owners  to  ask  if  we  could  t2 
some  measurements,"  Black  recalls.  "From  there  we  si: 
ply  reverse-engineered  the  new  cars." 

After  digitally  scanning  the  exterior  shell,  ban 
tooled  aluminum  alloy  panels  were  formed  in  the  sha 
of  the  1952  C4R — the  car  that  won  Sebring  in  1953 
and  bolted  to  an  exact  duplicate  of  the  car's  rig 
tubular  frame.  Black,  meanwhile,  unearthed  a  cac 
of  1952  Chrysler  331-cubic-inch  Hemi  V8  short  blo« 
identical  to  the  original  power  plant.  He  machin 
pistons,  heads,  cranks,  valves,  et  ceteras,  and  pretty  sc 
what  emerged  was  a  clone  so  close  in  driving  charact 
istics  to  an  original  1950s  model  that  it  was,  and  remai 
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arly  impossible  to  tell  the  difference. 
Except  that  the  new  incarnations  may  be  ever  so 
jhtly  improved.  "We  didn't  want  to  make  any  modern- 
y  improvements  over  the  old  Cunninghams,"  says 
ack.  "But  there  were  two  areas  that  the  technology 
s  so  much  improved  it  just  made  sense.  First,  a  newer 
ering  box  took  all  that  dangerous  travel  out  of  the 
leel.  Second,  disk  brakes.  We're  talking  about  stopping 
0  horsepower  here." 

It's  ironic,  says  Black,  that  if  there  was  any  one  thing 
It  held  the  C4RS  back  in  their  heyday  in  racing  it  was 
ikes.  "The  Cunningham  was  faster  than  its  nemesis,  the 
;uar  C-Types.  But  the  Jags  had  disk  brakes  and  that 
ide  all  the  difference  at  the  checkered  flag." 
It  was  millionaire  sportsman  and  founder  Briggs  S. 
mningham  II's  dream  to  win  Le  Mans  in  one  of  his 
-American  racers.  He  took  third  in  1953  but  never 
Lched  the  winner's  circle.  He  is  still  alive  today,  in  his 
s  and  living  in  Las  Vegas,  while  his  son  Briggs  S.  Cun- 
igham  III  funds  the  Cunningham  revival  and  other 
tomotive  ventures.  The  spotlight  may  have  shone 
efly  in  the  '50s  on  the  C4R,  but  more  importantly  the 
■  has  defined  the  characteristics  of  the  American  sports 


car  to  this  day.  "From  the  Cobra,  the  Corvette  and  the 
Can-Am  cars  to  today's  Dodge  Viper,  they're  all  light 
two-seaters  with  large  displacement  overhead  valve 
V8s  in  the  nose,"  says  Black.  "And  they  all  go  like  hell." 

Briggs  Cunningham  II  should  be  remembered  for 
one  more  contribution  to  racing,  however.  He  invented 
the  racing  stripe.  "In  the  early  days  of  racing,"  says  Black, 
"the  European  [sanctioning  body]  determined  that  each 
car  should  be  turned  out  in  national  colors  for  intern- 
ational competition:  The  British  wore  British  racing 
green,  or  BRG.  There  was  Italian  racing  red.  The  Ger- 
mans— the  Mercedes  and  the  Audis — were  silver  and 
the  French  were  blue."  The  American  cars  had  white 
bodies  with  blue  frame  rails  running  along  the  bottom 
of  the  coachwork.  Cunningham  moved  the  blue  stripes 
and  put  them  right  down  the  center  ot  the  car.  "And  so 
racing  stripes  were  born,"  Black  says.  "Now,  isn't  that  a 
kick?  Another  first."  • 


The  Cunningham  Company  builds  each  C4R  individually, 
a  process  that  takes  roughly  a  year  from  day  of  order  to  de- 
livery. Open  cockpit  racer,  $180,000;  coupe,  $200,000. 
Call(860)  435-6430  or  (888)  733-3687.  ^ 
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Photographs  by  Dominique  Tarle;  Genesis  Pubhcations; 


The  Beatles  had  Abbey  Road 
Studios;  Elton  John  had 
his  Honky  Chateau,  but  no 
studio  had  the  mystery  or  the  aloof 
cache  of  the  Villa  Nellcote,  where 
the  Rolling  Stones  recorded  what 
some  consider  to  be  their  finest 
album,  Exile  on  Main  St.  This  lav- 
ish new  book  exquisitely  captures 
that  moment  in  time — the  steamy 
summer  of  1971 — when  high  society, 
showbiz,  youth  culture  and  the  un  - 
derworld all  became  one  fabulous, 


decadent  melange.  At  least,  that's 
how  it  looked  from  the  outside. 
Judging  from  the  photos  in  Exile,  it's 
pretty  much  how  it  felt  on  the  inside, 
too.  Intrepid  photographer  Dom- 
inique Tarle  bunked  up  for  four 
months  at  Nellcote,  on  the  French 
Riviera,  which  the  Stones'  guitarist/ 
heart-and-soul/hoodlum  manque 
Keith  Richards  rented  when  he  and 
the  other  Stones  fled  England  for  tax 
reasons.  His  pictures,  accompanied 
by  frank,  surprisingly  lucid  remem- 


brances from  those  who  were  tb 
document  the  record's  painstakj 
birth  HI  Nellcote's  dank,  hot  bai 
ment,  and  the  parade  of  fellow  rfl 
stars,  drug  dealers,  girlfriends,  si 
sion  players,  hangers-on  and  cli 
dren  who  floated  into  the  villa  a 
out  again.  Unlike  the  pop  cybo 
that  dominate  the  music  indus 
today,  these  people  all  seem  to  h; 
had  one  heU  of  a  good  time.  To  or(\\ 
call  Govinda  Gallery,  (800)  JJS'^A 
— Lorraine  KormiI 
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Required   Reading   stud  Adventures  m  Breeding, 


by  Kevin  Conley;  Bloomsbury;  $24.95 


PMWhen  the  thoroughbred 
\a\m  stud  Storm  Cat  mates 
W  ml  with  a  mare,  there  are  at 
ast  five  people  helping  him.  Two 
•e  charged  with  soothing  the  mare, 
jseeching  her  not  to  wallop  Storm 
at  in  the  shins,  while  another  stead- 
s  him  as  he  rears,  mounts  and  per- 
aps  grabs  her  neck  with  his  teeth, 
he  fourth  person  lifts  the  mare's 
lil,  and  the  fifth  sees  Storm  Cat 
3wn  the  stretch.  The  whole  affair 
ikes  just  a  few  moments,  but 
le  stallion's  rearing,  neighing  and 
lorting  makes  it  one  of  the  most 
'amatic  30  seconds  in  sports.  When 
s  over.  Storm  Cat  gives  the  mare  a 
izzle,  has  a  hose-down  and  prances 
ick  to  his  stable  to  rest  before  the 
;xt  go.  Not  a  bad  life,  really. 

Among  studs,  Storm  Cat  is  king 
:  the  hill.  He  is  the  grandson  of  the 
:eat  Secretariat  and  a  high  per- 
;ntage  of  his  offspring  are  proven 
inners  at  the  track,  including 
abasco  Cat,  who  won  the  Preak- 
iss  and  Belmont  Stakes  in  1994. 
here  can  hardly  be  a  thorough- 
■ed  mare  owner  in  the  world  who 
ouldn't  love  to  borrow  a  few  min- 
:es  of  his  time,  which  they  can  do 
IT  $500,000,  his  fee  for  a  successfijl 
ipregnation.  Storm  Cat  will  prob- 
)ly  make  $20  million  this  year, 
Doking  up  with  the  strongest,  fast- 
t,  richest  mares  in  the  world.  If  he 
ere  in  the  NBA,  he  would  be  the 
lird-highest-paid  player  in  the 
ague,  and  maybe  the  most  promis- 
lous.  So  far,  he  has  sired  the  sultan- 
orthy  figure  of  714,  and  he's  only 
1  years  old,  mid-career  for  a  stud. 

The  general  reading  public  got  its 
:st  peek  into  the  breeding  shed  in 
om  Wolfe's  recent  novel,  A  Man  in 
ull,  and  it  was  shocked  by  what  it 
.w.  His  description  ot  thorough- 
"ed  breeding  was  so  graphic  that 


some  readers  may  have 
decided  to  abandon  the 
subject  altogether.  But  for 
the  strong  of  heart,  Kevin 
Conley,  an  editor  at  The 
New  Yorker,  has  written 
this  intriguing  new  book 
on  the  lives  of  elite  studs. 
Beginning  with  Storm 
Cat,  Conley  profiles  all 
manner  of  them,  from 
an  awkward  first-timer 
named  Cat  Thief,  to  the 
louche,  Ron  Jeremy-like 
Woodman,  a  "shuttle 
stallion"  who  does  200 
jobs  in  tAvo  hemispheres 
yearly.  He  also  introduces 
a  few  standardbred  studs, 
and  for  a  natural  perspec- 
tive, a  pony  named  Her- 
bie,  top  sire  among  62 
semiferal  Shetlands  living 
on  a  1,000-acre  reserve  in 
Pennsylvania. 

Some  of  the  studs  Conley  visits 
will  be  familiar  names  to  racing 
fans,  like  Seattle  Slew,  winner  of 
the  Triple  Crown  in  1977.  At  the 
advanced  age  of  26,  Slew  is  a  testa- 
ment to  the  lengths  owners  will  go 
to  to  keep  their  prize  studs  healthy. 
When  he  developed  a  neurological 
problem  called  "wobbles"  a  few  years 
ago,  a  condition  that  for  most  horses 
would  have  resulted  in  being  taken 
out  behind  the  barn,  he  got  medical 
treatment  to  rival  King  Hussein's. 
His  owners  called  in  a  small  army 
of  veterinarians  and  surgeons  to 
perform  a  radical  spinal  operation 
usually  reserved  for  younger  horses 
and,  well,  humans. 

Other  gambles  have  failed,  such 
as  giving  stallions  Viagra.  "[Njobody 
who  works  in  the  breeding  shed," 
writes  Conley,  "wants  to  fool  around 
with  a  rearing,  half-ton,  hormon- 


ally  enraged  animal  trying  to  set 
a  personal  endurance  record." 

The  studs  of  standardbred  rac- 
ing, an  American  sport  in  which 
horses  trot  or  pace  harnessed  to 
two-wheeled  carts  called  sulkies,  are 
not  as  lucky  in  love  as  Storm  Cat  and 
Seattle  Slew,  who  do  things  the  old- 
fashioned  way  because  The  Jockey 
Club,  the  organization  that  oversees 
thoroughbred  racing,  prohibits  arti- 
ficial insemination.  There  is  no  such 
rule  for  standardbreds.  Instead  of  a 
live  mare,  a  top  stud  like  Western 
Hanover  has  to  settle  for  a  pommel 
horse,  an  object  utterl}'  indifferent 
to  his  passions.  The  product  of  his 
exertions  is  collected  by  veterinar- 
ians, cooled,  placed  in  a  Thermos 
and  FedExed  to  the  mare  owner  who 
requested  it.  Virile  as  he  is,  poor 
Western  Hanover  will  die  a  virgin. 

Beyond  the  breeding  shed,  Conley 
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Who  said 

the  world  is  getting  smaller? 

Not  Forbes  Global. 


visits  the  Keeneland  sales  in  Lexing- 
.ton,  Kentucky,  where  a  motley  cast  of 
sheikhs,  breeders,  moguls,  bookies, 
veterinarians  and  trainers  converge 
to  carve  up  the  next  generation  of 
thoroughbreds.  The  bidders  examine 
each  horse  obsessively:  They  watch 
it  walk  to  and  fro,  they  assess  its 
conformation,  the  articulation  ot 
its  knee  joints  and  the  angle  of  its 
hooves.  They  examine  its  X  rays  and 
they  pore  over  its  pedigree  with  Jane 


Austen-like  intensity.  Among  th 
horses  for  sale  when  Conley  is  thei 
is  a  chestnut  colt  sired  by  Storm  Ca 
out  of  Hum  Along,  called  "Hi 
Number  356."  He  goes  for  $6.8  mi 
lion,  but  his  chances  of  success  a: 
still  slim:  Of  the  approximate 
15,000  thoroughbred  colts  born  eve 
year,  just  one  or  two  will  retire  to 
life  of  rest,  relaxation  and  sex,  twii 
daily.  Best  of  luck  to  him. 

— Thomas  Jacksc: 


Keep  Your  Eyes  Peeled 


VREELAND  MEMOS: 
Visionaire;  $175 


Reading  this  collection  of  memos 
Diana  Vrceland  wrote  to  her  staff 
at  Vogue  magazine  in  the  late  1960s 
and  early  '70s,  one  enters  the  fertile 
mind  of  a  micromanaging  vision- 
ary. In  December  1967,  she  wrote:  "I 
repeat  again  the  importance  of  knee 
socks. . .  The  white  knee  sock  and  the 
white  shoe  will  again  look  divine  this 
spring...  Don't  let  us  forget  this."  In 
May  1969:  "I  have  just  sent  in  some 
fake  leather  to  Mrs.  Ingersoll  from 
France.  1  think  it  is  absolutely  superb. 
Please  don't  miss  it.  It  comes  in  every 
known  color.  It  will  change  the 
course  of  history."  Really,  she  was 
not  kidding,  and  she  was  obses- 
sively specific  in  her  ideas,  some- 
times hammering 
her  staff  on  a  single 
issue.  On  June  5, 
1967,  she  wrote:  "I 
am  extremely  dis- 
appointed that  no 
one  has  taken  the 
slightest  interest  in 
freckles  on  mocT 
els...,"  and  on  Mav 
12,  1969,  "Are  we  using  freckles? 
Don't  forget  them,"  and  yet  again  on 
May  16,  "I  have  not  yet  seen  any 
freckles."  Visionaire  Publishing;  has 
reproduced  these  fascinating  memos 
as  they  were,  complete  with  original 
coffee  rings  and  handwritten  notes. 


According  to  the  introduction,  Vre 
land  dictated  many  of  them  by  phor 
from  her  bathroom  at  home,  clear  ispat 
the  case  with  this  one  from  April  i 
1970,  the  subject  of  which  is  "Iron 
ing  one's  hair  with  an  iron."  It  read  mi 
"What  has  happened  to  this  deligh 
ful  idea,  we  have  not  heard  about 
lately."  As  a  secretary  scribbled  0 
a  later  memo,  "Where  do  you  fii 
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this  one?"  To  order,  call  (212)  2j4-8g^  i.G 


-T. 


DEATH  AT  THE  PRIORY: 
Love,  Sex  and  Murder  in 
Victorian  England,  by  James  Ruddicl 
Atlantic  Monthly  Press;  $24 

 —  I 


The  granddaddy  of  all  murder  my) 
teries  occurred  125  years  ago 
Balham,  south  of  London,  wh4 
someone  slippe 
30  or  40  grains  1 
antimony,  a  high 
corrosive  type  1 
poison,  into  x\ 
bedside  drinkir 
water  of  a  barristi 
named  Charh 
Bravo.  Was  it  h 
beautiful,  rich  wit 
Florence,  or  Mrs.  Cox,  Florence  drej 
paid  companion?  Was  it  the  rt  nai 
nowned  Dr.  Gully,  physician  1 
Dickens,  Disraeli,  Gladstone  ar  learc 
Darwin,  or  could  it  have  been  Georj  ten' 
Griffiths,  the  former  coachman  mt) 
Each  of  them  had  a  fine  motive  ftBtcasi 
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That's  a  1  50%  increase 
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patching  Bravo.  Florence  had 
;n  physically  and  psychologically 
rorized  by  him  for  the  five- 
mth  duration  of  their  marriage, 
inly  as  a  result  of  his  attempts 
^ain  control  ot  her  fortune.  Mrs. 
IX  had  been  given  notice  by 
ivo  just  days  before  the  murder. 
.  Gully  was  Florence's  thwarted 
lover,  and  Griffiths  was  publicly 
ter  about  his  recent  sacking  by 
ivo.  The  most  fascinating  aspect 
the  story,  although  gruesome,  is 
;  prolonged  manner  in  which 
ivo  died.  It  took  55  excruciating 
jrs,  ample  time  for  the  physicians 
ending  him  to  figure  out  that 
d  been  poisoned,  and  to  say  to 
n,  in  effect,  "You've  been  mur- 
■ed,  sir,  any  idea  who  did  it?"  He 
d  none.  In  fact,  no  one's  quite 
■e  to  this  day,  which  is  why  the 
avo  case  has  been  the  source 
so  many  articles,  books  and 
:umentaries  over  the  years.  But 
w  journalist  James  Ruddick  has 
covered  fresh  evidence,  and  he 
ieves  he's  got  the  mystery  licked, 
his  book,  he  takes  the  case  apart 
i  reassembles  it,  examining  each 
iracter  in  turn,  Agatha  Christie- 
le.  Then  he  introduces  his  own 
earch,  including  one  major  dis- 
/ery,  a  rather  surprising  detail 
)ut  Mrs.  Cox  that  arguably  cracks 
;  case.  — T.J. 


HOPE: 
Adventures  of  a  Diamond, 
by  Marian  Fowler;  Ballantine;  $26 

The  Hope  diamond,  that  flawless 
chunk  of  blue  rock,  treasure  of  the  Sun 
King,  has  been  entrusted  to  the  United 
States  Postal  Service  on  two  separate 
occasions — first  in  1949,  when  Harry 
Winston  purchased  it,  and  second 
nine  years  later,  when  he 
donated  it  to  the  Smith- 
sonian. "If  you  can't  trust 
the  United  States  mails," 
he  asked,  "who  can  you 
trust?"  Other  perilous 
journeys  included  a  sail- 
ing voyage  in  1662  from 
India  to  France  with  a 
merchant  named  Tav- 
ernier,  and  a  furtive  trip 
in  1792  from  Paris  to 
London  with  a  brigand 
called  Guillot.  It  was  as 
glorious  around  the  neck  of  Louis  XIV 
as  it  was  bouncing  above  the  bosom 
of  the  hard-drinking,  laudanum- 
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addicted  Evalyn  Walsh  McLean,  wife 
of  the  Washington  Post's  former  pub- 
lisher. In  this  prodigiously  researched 
new  book,  Marian  Fowler,  whose  pas- 
sion for  the  diamond  rivals  that  of  its 
namesake,  Philip  Hope,  recounts  the 
diamond's  checkered  biography  from 
the  mines  of  southern  India  centuries 
ago  to  its  current  home,  a  revolving 
pUnth  at  the  Museum  of  Natural  His- 
tory in  Washington.  In 
the  process,  she  traces  the 
myths  that  gave  the  dia- 
mond its  celebrity  status: 
In  1909,  a  correspondent 
tor  the  London  Times 
spun  a  yarn  about  a  curse 
on  the  Hope,  starting  a 
chain  reaction  of  more 
newspaper  reports  and 
books,  filled  with  tall 
tales  of  murder,  suicide 
and  death  by  fever  for  aU 
who  possessed  it. The 
real  story  is  not  so  bloody,  but  the 
main  character  is  just  as  beguiling.  • 

-T.J. 


We  say  "Jubilee." 
You  say,  "Year-long,  countrywide  blowout  bash." 


OTher  tlian  thaT,"'We'tS'^ViSlfyttittcn  aiiiKe.  Ainn^Bor 

reason  we'd  love  for  you,  our  special  friends,  to 
onored  guests  at  our  Queen's  Golden  Jubilee.  It's  at  our 
place.  It  lasts  all  year.  And  it's  our  biggest  party /bash 
in  a  half  century.  Do  say  you'll  come. 

Ring  1-866-376-1199  or  visit  www.travelbritain.org/ukok 
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The  History  of  f 
The  Hotel  Mini-bai 

(Vol.  II:  Rome  to  the  Present  Dai 

By  Christopher  Buckley 


78  B.C. — Hiltonus,  an  innkeeper  weary  of  being  rudely 
woken  in  the  middle  of  the  night  by  Roman  legionnaires 
demanding  wine  and  salted  nuts,  re-creates  the  concept  of 


the  mini-bar  by  installing  in  each  room 
a  chest  containing  miniature  bottles  of 
wine  and  salted  nuts.  Guests  are  asked 
to  write  down  what  they  consume  on  a 
slate,  but  instead  write  taunting  sent- 
iments— "We  came,  we  saw,  we  ate  your 
cashews" — causing  Hiltonus  to  abandon 
his  experiment  and  ushering  in  a  1,000- 
year  hiatus  in  further  attempts  at  in- 
room  hospitality. 

1096  A.D. — Crusaders  passing  through 
Malta  en  route  to  demonstrating  their 
Christianity  by  slaughtering  Muslims 
overwhelm  island  hotel-keepers  with 
middle-of-the-night  requests  for  armor 
repair  kits  (forerunner  of  the  modern 
sewing  kit)  and  yew  tree  bark  (forerunner 
of  modern  aspirin  tablets).  When  check- 
out clerks  attempt  to  charge  the  crusaders 
for  the  items,  they  are  beheaded.  Pope 
Suburban  II  issues  a  bull  excommun- 
icating "any  who  pilfer  salted  almonds 
and  beverages  without  just  recompense," 
but  Antipope  Inclement  III  counter- 
asserts  a  divine  right  to  free  snacking 
(Jus  Pretzelonis)  by  anyone  engaged  in 
the  holy  work  of  kiUing  Muslims.  The 
issue  becomes  mired  in  canonical  courts 
and  is  not  resolved  until  1922. 
1400 — The  proprietor  of  London's 
Tabard  Inn,  a  gathering  place  for 
Chaucer's  pilgrims,  installs  "minnv 
barres"  in  the  rooms.  Inside  are  minia- 
ture bottles  of  holy  water  "Personally 


blest  by  St.  Thomas"  (actually  unblessed 
Thames  water),  pints  of  ale  and  capon 
drumsticks.  Ingeniously,  the  drumsticks 
are  tied  to  strings  that  ring  a  bell  at  the 
front  desk,  signaling  clerks  with  clubs 
to  burst  into  the  room  and  beat  the  guest 
until  payment  is  tendered. 
1570 — Hamburg  clockmaker  Johannes 
Gluck  devises  his  famous  "Honor  Bar" 
for  local  hotelmeister  Adolphus  Kemp- 
inski.  Something  of  a  misnomer,  the 
Honor  Bar  contains  a  hidden  steel  trap 
similar  to  those  used  to  snare  beavers  and 
water  rats  that  clamps  down  violently 
on  the  hand  ot  anyone  reaching  for  cock- 
tail wieners  or  beer,  unless  they  have  first 
inserted  coins  into  a  slot. 
1772 — The  manager  of  Paris'  famed 
Hotel  de  Luxe  stocks  his  bars-de-minuit 
with  prophylactic  sheepskin  "envelopes" 
for  the  convenience  of  his  male  customers 
wishing  to  avoid  le  syph  or  le  clappe. 
1861 — On  the  eve  of  his  inauguration, 
a  thirsty  Abraham  Lincoln  attempts  to 
open  the  mini-bar  in  his  room  at  the 
WiUard  Hotel,  only  to  find  that  the  key 
will  not  fit.  His  bodyguard,  Pinkerton, 
offers  to  shoot  off  the  lock,  but  Lincoln 
demurs  on  the  grounds  that  this  might 
flirther  divide  the  nation.  Lincoln's  gaunt 
and  drawn  appearance  during  his 
inauguration  is  attributed  to  his  lack 
of  refreshment  the  night  before,  but 
the  incident,  widely  commented  upon. 


enhances  his  aura  of  selflessness  ; 
nobility.  An  early  sketch  for  the  Line 
Memorial  by  sculptor  Daniel  Che- 
French  depicts  the  President  philosoj 
ically  contemplating  a  locked  mini-l 
1905 — Senator  Robert  "Fighting  B 
Smollett  of  Wisconsin  denounces  he 
mini-bars  that  require  keys  to  open  th 
as  "un-American"  and  campaigns 
President  on  a  platform  of  outlaw 
them.  His  campaign  fizzles,  howc 
when  it  is  pointed  out  to  him  that  th 
is  no  presidential  election  in  1905. 
1924 — F.  Scott  Fitzgerald  pubHshes 
roman  a  clef  A  Mini-Bar  as  Big  as  The  B 
about  Princeton  man  Biff  Billingtl 
whose  beautifiil,  crazed  Southern-bed 
wife  Zouella  ruins  him  financialh 
opening  a  sealed  jar  of  macadamia  ni 
1975 — Mini-bar  fraud  reaches  a  ct 
as  more  and  more  hotels  report  t 
guests  are  emptying  the  contents 
refilling  bottles  of  scotch  with  iced 
and  bags  of  M&Ms  with  gravel.  H 
owners  petition  the  government  to  rr 
mini-bar  abuse  a  federal  crime.  Dui 
heated  Senate  hearings.  Democrats  a; 
the  high  prices  of  items,  which  t 
say  drives  normally  honest  guest; 
"desperate  acts."  Republicans  coui 
that  hotels  have  the  right  to  charge  vl 
the  market  will  bear,  "and  then  sor  j 
The  issue  becomes  key  in  the  i 
Presidential  election,  but  unfortiin.i 
"Fighting  Bob" Smollett  died  in  ly:. 
is  ineligible  to  run,  except  in  Chici 
1995 — The  luxurious  Encomium  H 
in  Bangkok  becomes  the  first  to  st 
its  mini-bars  with  live  prostitutes. 
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Today: 

HP  is  #5  in  enterprise  storage 
HP  is  #4  in  Windows  servers 
HP  is  #2  in  Unix  servers 
HP  is  #3  in  PCs 

HP  is  #1  in  management  software 

HP  is  #1  in  printing  and  imaging 

HP  is  #8  in  IT  services  with  30,000  professionals 

HP  fields  a  sales  force  of  ;^000 

HP  R&D  investment  is  approximately  $2.7  billion  annually 
HP  enterprise  computing  operating  margins  are  -3% 
HP  PC  and  access  device  operating  margins  are  -4% 
HP  operating  margins  for  IT  services  are  5% 
invent 


For  important  inlormaTion  about  the  merger,  see  HP's  registration  statement  on  Form  S-4,  dated  February  5,  2002,  which  is  available  free ; 
charge  on  the  SEC's  website  at  www.sec.gov.  This  advertisement  contains  forward-looking  statements,  such  as  future  cost  savings,  earninc 
growth  and  profitabilit\'  Including  statements  marked  by  an  *  above,  which  are  based  upon  a  number  of  assumptions.  These  forward-lookin' 
statements  are  subject  io  risks  and  uncertainties,  including  the  risks  described  in  HP's  registration  statement  referred  to  above.  If  any  of  thes 
risks  or  uncertainties  maten        actual  results  could  differ  materially  from  the  expectations  in  these  forward-looking  statements. 
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PC  and  access  device  operating  margins  are  3%* 
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operating  margins  for  IT  services  are  14%* 

invent^ 

To  vote  in  favor  of  the  HP/Compaq  merger,  please  checl<  tl^e  FOR  box  on 
your  WHITE  proxy  card  or  voting  instruction  form  and  sign,  date  and 

return  it  in  tlie  pre-addressed  envelope  provided.  If  you  have  questions  or 
need  assistance  voting  your  shares,  call  Innisfree  M&A  Inc.  toll-free  at 
(877)750-5836  or  Georgeson  Shareholder  toll-free  at  (888)921-5724. 
For  more  information  about  the  merger,  visit  v/ww.VotetheH Pway.com. 
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;urities  products.  ©2002  Teachers  Insurance  and  Annuity  Association-College  Retirement  Equities  Fund  (TIAA-CREF),  New  York,  NY_  10017:  ' 
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We  accomplished  a  lot  in  2001. 
(More  importantly,  so  did  our  clients.) 


Greater  Resources 


Satisfied  Clients 


4th  largest  bank  in  asset  size. 

5th  largest  brokerage  firm  based  on  registered  representatives. 

10  top -3  rankings  earned  by  equity  research  team  for  stock 
picking  and  earnings  accuracy. 

Ranked  9th  for  domestic  equity  underwriting. 

Leading  M&A  advisor  to  growing  companies. 

Ranked  6th  for  domestic  high  yield  underwriting. 

Ranked  6th  for  total  lead  arranged  loan  syndications 
transactions  by  number  and  dollar  volume. 

Second  largest  cash  management  provider. 

Top  10  in  overall  secondary  convertible  trading  volume. 

Top  10  ABS  issuer,  full  credit  to  book  manager. 

Leading  investment  grade  debt  provider. 

Leading  provider  of  interest  rate,  equity  and  currency  risk 
management. 


f1 

Dean. 

"Wachovia  Securities  has  demonstrated  their  total  comm 
to  our  business  —  and  their  capacity  to  execute  flawki 
even  amid  turbulent  marlcet  conditions.  We're  proud  to 
them  on  our  team" 

Gregg  L.  Engles,  Chairman  and  CEO 


KINDER^MORGAN 

"Energy  is  a  tricky  business.  Wachovia  Securities  has  si 
they  understand  our  complexities  to  the /idlest.  And  they 
provided  us  the  tools  to  propel  our  company  to  the  next 

Richard  D.  Kinder,  Chairman  and  CEO 


Province 

Healthcare 


"Wachovia  has  been  our  fmancial  partner  since  our  fount 
Their  team  fidly  integrates  the  concept  of  a  one-stop-sha 
investment  bank,  providing  Province  with  attractive fina 
insightful  research  and  strong  aftermarket  trading  suppi 

Martin  Rash,  Chairman  and  CEO 


The  above  deal  information  reflects  the  combined  activities  of  First  Union  Securities.  Inc.  (  -FUSI")  and  Wachovia  Securities,  Inc.  ("WSI").  members  NYSE.  NASI: 
FUSI  and  WSI  both  are  wholly  owrieu  subsidiaries  of  Wacho\na  Corporation.  "Wachovia  Securities"  is  the  trade  name  under  which  Wachovia  Corporation  ci 
investment  banking,  Institutional  secu.nues  and  capital  markets  businesses  through  its  vanous  bank,  broker-dealer  and  nonbank  subsidianes.  Debt  and  equity  un 


Impressive  Results 


New  Company 


$25.4  Billion 
Raised  in  Equity  and  Convertibles 

$134.9  Billion 

Raised  in  Investment  Grade  Debt 

$15.5  Billion 

Raised  in  High  Yield  Debt 

$25.2  Billion 

In  Lead  Arranged  Syndicated  Loans 

$33.0  Billion 

In  Asset-Backed  Security  Issuance 

$11.6  Billion 

In  Commercial  Mortgage  Backed 
Security  Issuance 


N' 


SECIRITIHS 
Corporate  &  Investment  Banking 

+ 

\j^ACHQVIA 


^CHOviA  Securities 


esearch  jnd  insiuutional  sales,  loan  syndications  agent  services,  and  corporate  finance  and  M&A  advisory  services  are  offered  by  FUSI  and  WSl.  Retail  brokerage 
re  provided  b)  f-USI  and  WSL  IVlezzanine  capital,  private  equity,  cash  management,  credit,  international,  leasing  and  risk  management  products  and  services  arc 
r  various  non-broker  dealer  subsidiaries  of  Wachovia  Corporation.  ©2002  Wachovia  Corporation. 
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Honesty  Pays— How  Much?  Pity  Mikhail  khc 

kovsky.  Russia's  richest  man  is  worth  $3.7  billion,  but  he| 
worth  more  like  $25  billion  if  the  stock  market  accorde 
Yukos  oil  company  a  Western  valuation.  Notwithstanding  a 
man  is  doing  to  west- 
ernize his  finances — 
with  a  Pricewaterhouse- 
Coopers  audit,  a  cash 
dividend  and  an  ADR — 
investors  still  apply  a 
transparency  discount 
to  the  whole  Russian 
market.  In  his  story  on 
page  110,  Paul  Kleb- 
nikov  explains  what 
Khodorkovsky  is  doing 
to  live  down  his  coun- 
try's reputation  for 
gangster  capitalism. 

Russian  stocks,  in  fact,  provide  a  laboratory  for  testii 
proposition  that  honesty  is  the  best  policy.  In  a  fascinating  j. 
published  last  year,  Stanford  law  professor  Bernard  S.  Black 
relates  market  discounts  for  Russian  firms  with  their  tenc 
toward  uncouth  behavior  (such  as  stripping  assets  or  sha 
minority  shareholders).  A  move  of  a  mere  single  standard 
ation  up  the  honesty  scale.  Black  calculates,  is  worth  an  e 
fold  gain  in  market  value.  (On  Black's  scorecard  Yukos  is 
one  of  the  stinkers,  but  the  data  points  are  for  September 
and  the  company  has  come  a  long  way  since  then.) 

There  are  times  when  dishonesty  pays.  An  insider  tryi 
buy  in  shares  would  benefit  from  a  bad  reputation,  sin« 
could  buy  more  cheaply.  At  some  point,  though,  most  can 
ists  go  out  in  search  of  capital,  and  they  can  get  it  on  better  t 
if  they  have  good  reputations.  BiU  Gates,  number  one  oi 
world  wealth  roster  (see  p.  120),  pays  himself  only  a  trifle.  ^ 
He's  in  the  market  for  human  capital;  he  pays  for  it  with  : 
options,  and  the  options  are  more  valuable  if  he  sends  a  s 
that  he  does  not  plan  to  loot  his  own  company. 

Number  two  on  the  list  is  Warren  Buffett.  The  price  c 
Berkshire  Hathaway  includes  a  premium  for  frank  and  hi 
shareholder  reports.  Perhaps  he  doesn't  care  much  aboi 
share  price,  but  he  is  in  the  market  to  expand  his  empire 
reputation  for  fair  dealing  makes  it  easier  for  him  to  buy 
vately  held  firms  at  good  prices. 

We  still  have  gangster  capitalists,  and  every  now  and  tH 
court  blesses  some  scheme  they  have  to  enrich  themselves  r 
expense  of  minority  shareholders.  But  it's  hard  to  climb  t' 
top  of  the  billionaires  list  with  such  tactics,  and  in  the  d 
Enron  world  it  wLU  get  only  harder. 
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READERS  SAY 


Accounting  Deals 

The  statements  appearing  in  "Street- 
walker" (Feb.  18,  p.  108)  regarding  TMP 
^yorldwide  are  inaccurate.  Contrary  to 
what  FORBES  reported,  merger  and 
integration  costs  have  been  disclosed  in 
all  quarterly  earnings  press  releases. 
Our  accounting  for  the  Definitive 
Group  acquisition  is  appropriate  under 
GAAP.  The  restatement  of  prior  period 
results  under  the  pooling  of  interests 
method  facilitates  comparability  quar- 
ter over  quarter.  On  an  apples-to- 
apples  comparison,  without  the  Defin- 
itive Group  acquisition  TMP's  adjusted 
EPS  would  have  grown  by  29%  in 
2001 — not  the  9%  reported  in  your 
magazine. 

JIM  TREACY 
President,  TMP  Worldwide 
New  York,  N.Y. 

Our  9%  figure,  based  on  an  analyst's 
incorrect  assumption  that  Definitive 
broke  even  in  the  third  quarter  2001, 
should  have  been  reported  as  16%.  We 
disagree  with  TMP's  reported  29%  EPS 
growth  rate  from  the  third  quarter  of 
2000  to  2001  because  the  company  bases 
this  number  on  "adjusted"  net  income, 
which  excludes  merger-integration 
expenses.  We  also  made  a  mistake  in  a 
definition:  The  $200  million  we  called 
"net  income  plus  depreciation"  should 
have  been  described  as  "adjusted  earn- 
ings before  interest,  taxes,  depreciation 
and  amortization."  — ED. 

Taxing  Matters 

"Tax  Doctors"  (Feb.  18,  p.  20)  states 
that  the  world  would  be  a  better  place 
with  no  capital  gains  taxes  and  free 
trade,  but  that  if  "we"  are  going  to  tax 
capital  gains  and  restrict  trade,  better 
to  foil  the  financial  planners  and 
lawyers  who  would  help  their  cli- 
ents hurdle  these  barriers,  because 
not  everyone  would  overcome 
them.  If  slavery  still  existed,  would 
FORBES  criticize  abolitionists  and 
lawyers  who  helped  some  slaves  escape 
the  dragnet? 

WILLIAM  I STEPP 
New  York,  N.Y. 


Numbers  Game 

We  take  strong  exception  to  "Is 
counting  Dead?"  (Mar.  4,  p.  J 
questioning  Emerson's  accou 
ing.  The  $377  million  in  inc 
mental  charges  in  2001  were  d 
en  by  the  dramatic  econoi 
downturn  in  2001  and  the  2i 
outlook.  They  were  includec 
our  financials  and  discussed  se 
rately  in  three  detailed  ways. 
First  Call  analysts  covering  En- 
son  excluded  the  charges  fr' 
2001  operating  results.  You  nojl 
$187  million  in  gains  were 
eluded  in  operating  results,  but 
glected  to  mention  that  additio 
rationalization  expenses  beyc 
the  $377  million  offset  these  ga; 

WALTER  J.  GAU 
Chief  Financial  Off. 

Emer 
St.  Louis,  ? 


You  ask  why  some  capital  gains  s 
be  exempt  from  tax?  Most  farmer 
bought  land  decades  ago  were  nc 
to  make  a  "killing."  Why  should 
be  possible  for  them  to  make  a  ta 
exchange  in  order  to  continue  far 
If  they  want  to  cash  out  and  retirt 
then  let  them  pay  the  tax.  But  it 
fair  to  make  them  pay  a  tax  on  ; 
they  never  wanted. 

DALE  E.  E 
Lovingti 


Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/leners.  Letters  will  be  edited. 
Please  Include  address  and  phone  number. 
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For  guides  like  Gene  Kranz,  failure  is  nqt  an  opHpn. 


iarnecrais  craft  in  the  early  days  of  the 
:ury  program,  as  the  U.S.  struggled  to  catch 
oviets  in  space.  Then,  as  flight  director  for 
lo,  he  guided  the  first  man  to  the  moon.  And, 
ist  all  odds,  brought  back  the  crew  of  the 
cen  Apollo  13  using  intelligence,  nerve  and 
second  decisions  rooted  in  long  experience. 


We  too  have  spent  years  guiding  clients,  perfecting 
our  skills,  building  a  team  that's  second-to-none. 
We  were  the  top-performing  bookrunner  of  2001.^ 
Guided  clients  on  deals  valued  in  excess  of  $20 
billion.  And  maintained  our  #1  ranking  in  after- 
deal  IPO  support.^^  A  few  facts  to  consider  before 
your  next  giant  leap. 


Guides  for  the  journey.^ 


[J^bancorp 

Piper  Jaffrayo 


-KPOLIS    MENLO  PARK    SAN  FRANCISCO    LOS  ANGELES    SEATTLE    CHICAGO    NEW  YORK    LONDON    TEL  AVIV* 


1  year-end  rt;turn  from  offer  price  for  all  IPOs  and  follow-on  offerings  completed  in  2001.  Rankings  include  all  bookrunning  managers 
leted  at  least  10  transactions  in  2001.  Source:  Dealogic.  ft  Based  on  IPOs  underwritten  from  1-1-00  to  12-31-01.  Securities  products 
e%  are  offered  through  U.S.  Bancorp  Piper  Jaffray  Inc.,  a  subsidiary  of  U.S.  Bancorp,  member  SIPC  and  NYSE,  Inc.  *Strategic  .alliance. 


www.piperjaffray.com 
01/02  00-1764 


There  are  people  m  this  world  who  know  a  good  horse  when  they  see  one,  usually  from  a  lifetime  of  association 
They  see  something — something  m  the  carriage,  the  movement,  the  gait,  the  speed. 


Knowing  a  good  horse  flows  from  experience.  Looking  to  the  future,  over  generations. 

Bessemer  has  been  looking  to  the  future  for  over  95  years,  successfully  managing  the  assets  of 
Americas  wealthiest  families  through  wars,  economic  cycles  and  changing  tax  and  estate  laws. 
Ij  you  have  $10  million  or  more  to  invest  and  are  looking  to  the  future,  and  would  like 
to  receive  our  booklet,  "A  Guide  to  Investing  for  the  Wealthy",  please  wnte  or  call. 


Bessemer  Trust 

ENHANCING  PRIVATE  WEALTH  FOR  GENERATIONS 


630  Fifth  Avenue,  New  York,  New  York  101 1 1 

New  York  (212)  708-9141  •  Washington,  DC  (202)  659-3330  •  Chicago  (312)  220-9898 
Palm  Beach  (561)  655-4030  •  Miami  (305)  372-5005  •  Naples  (941)  435-0034  •  Atlanta  (404)  965-9300  •  Dallas  (214)  981-9400 
Los  Angeles  (213)  892-0900  •  San  Francisco  (415)  291-1810  •  Menlo  Park  (650)  233-9202  •  London  011-44-207-290-9300 

www.bessemertrust.com  •  wealth@bessemercom 
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iCT  AND  COMMENT 

)teve  Forbes,  editor-in-Chief 

th  all  thy  getting  get  understanding" 


NEXT  VICTIM:  SOUTH  AFRICA 


CONTENT  WITH  WHAT  IT  HAS  DESTRUCTIVELY  WROUGHT 
e  Pacific  Rim,  Russia,  Argentina  and  Turkey,  the  International 
etary  Fund,  an  equal-opportunity  wrecker,  is  working  hard 
?end  a  country  whose  success  is  critical  to  a  long-troubled 
inent.  After  mediocre  growth  in  the  mid-  and  late  1990s, 
h  Africa  is  now  headed  toward  debili- 
g  inflation  and  recession,  a  downturn 
A^ill  be  only  partly  cushioned  by  higher 
prices.  Tax  rates  are  too  high,  and  there 
;gal  and  regulatory  obstacles  to  a  true 
■preneurial  boom. 

m  ailing  economy  is  especially  un- 
3me  in  a  country  that  is  reeling  from 
5  and  that,  unlike  neighboring  Zim- 
ve  and  other  African  nations,  has 
;n  mightily  to  keep  itself  multiracial, 
nstead  of  constructively  advocating  a 
growth  program  of  low  taxes,  sound 
ey  and  deregulation,  the  IMF  is  fan- 
the  flames  of  an  economic  crisis  by  urging  South  Africa  to 
inue  floating  its  currency,  the  rand,  instead  of  stabilizing  it. 
outh  Africa  is  printing  too  much  money.  The  rand  has 
1  more  than  40%  against  the  dollar.  Interest  rates  are  rising. 


Unrest  in  democratic  South  Africa  will 
increase,  as  it  did  in  Argentina,  as  South 
Africa's  IMF-afflicted  economy  falters. 


a  crippling  blow  to  thinly  capitalized,  minority-owned  busi- 
nesses. South  Africa's  central  bank  has  more  than  enough  assets 
to  fix  its  currency  to  the  dollar,  the  euro  or  its  glittering  mainstay, 
gold.  Rather  than  having  the  central  bank  mop  up  excess  rand 
by  selling  dollars  or  government  bonds,  though,  the  government 
has  imposed  a  new  wave  of  capital  con- 
trols that,  long  term,  will  only  drive  peo- 
ple to  find  ways  to  ship  money  abroad, 
not  to  mention  inhibit  foreign  invest- 
ment. Egged  on  by  people  from  the  busi- 
ness community  who  should  know  better, 
Pretoria  rails  against  "nefarious  specula- 
tors." Yet  the  IMF  applauds  a  weakening 
rand,  in  the  mistaken  notion  that  it  will 
keep  South  African  exports  competitive, 
ignoring  the  fact  that  any  temporary  cur- 
rency advantage  will  be  more  than  lost  by 
the  higher  cost  of  capital. 

Why  can't  anyone  in  the  White  House 
or  in  the  Treasury,  State  or  Defense  departments  wake  up  to  the 
utterly  unnecessary  havoc  the  IMF  is  inflicting  on  countries, 
many  of  which  are  important  to  our  safety  and  security?  Where 
are  the  human  rights  advocates  here? 


SAVE  THE  CHILDREN 


SUPREME  COURT  WILL  DECIDE  BEFORE  SUMMER  THE  MOST 
)rtant  education  civil  rights  case  since  Brown  v.  Board  of 
:ation  banned  segregation  in  our  schools  in  1954.  This  case 
erns  Cleveland's  school  choice  program.  Ohio  provides 
;  than  4,400  scholarships  to  families  who  wish  to  send  their 
ren  to  nonpublic  schools.  (The  demand  is  far  greater  than 
apply.)  The  stipend  is  modest,  up  to  $2,250;  thus  many  par- 
end  up  having  to  dig  money  out  of  their  own  pockets  to 
he  balance  of  tuition  at  independent  or  parochial  schools, 
he  program  is  immensely  popular  for  those  lucky  enough 
irticipate.  Not  surprisingly,  kids  in  Cleveland's  program  are 
ing  to  outpace  their  peers  who  remain  in  public  schools, 
nts  see  these  scholarships  as  their  youngsters'  Hfeline  for 
^ing  the  American  dream. 

'he  labor-union-education-bureaucracy-political-complex  is 
g  all  it  can  to  kill  this  and  similar  efforts.  Opponents  hysteri- 
claim  that  school  choice  undermines  public  schools;  violates 
ation  of  church  and  state,  since  many  parents  choose  to  send 
children  to  parochial  schools;  and  that  such  schools  do  well 
by  creaming  off  the  best  students  from  the  public  schools. 
Tiese  objections  are  balderdash.  Most  Cleveland-like  projects 


choose  participants  by  lottery.  Choice  means  competition,  which 
means  public  schools  start  getting  their  act  together.  In  Milwau- 
kee some  10,000  pupils,  or  about  10%  of  the  public  school  enrol- 
ment, go  to  choice  schools.  Lo  and  behold,  in  recent  years  the 
city's  public  school  system  has  made  major  reforms  to  improve 
the  education  it  provides.  For  the  last  two  years,  in  fact,  Milwau- 
kee's public  schools  ran  ads  on  radio  and  television  to  lure  par- 
ents into  signing  up.  This  experience  proves  that  choice  makes 
public  schools  better.  Suburban  schools  are  generally  better 
because  middle-class  parents  effectively  employ  choice  by  decid- 
ing where  to  live  and  in  having  the  means  to  consider  alternatives. 

The  religious  argument  is  equally  spurious.  The  tuition 
assistance  money  goes  to  parents,  who  then  select  which  school 
to  send  their  child  to.  Conceptually,  it  is  no  different  than  the 
federal  government's  Pell  Grants  that  provide  money  to  college- 
bound  students  for  tuition  or  the  GI  Bill  of  Rights  that  did  the 
same  thing  for  millions  of  veterans.  Recipients  could  pick  any 
college  they  wished,  including  religious  ones. 

Antichoicers  whme  that  most  choice  chOdren  go  to  parochial 
schools.  So  what,  particularly  if  there  are  no  other  alternatives? 
(Suburban  schools  won't  take  kids  from  Cleveland.)  More  to  the 
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point,  when  choice  is  available  new  schools  rise  up. 

The  Cleveland  case  is  about  breaking  up  America's  most 
destructive  monopoly.  Millions  of  poor  children  are  consigned 
to  hideously  inferior  schools,  and  their  parents  lack  the  power 
and  the  means  to  do  anything  about  it.  School  choice  is  about 
empowerment,  about  civil  rights.  Why  should  any  parent  in  this 
country  be  forced  to  send  his  child  to  a  lousy  school? 

Choice  experiments  in  Cleveland,  Milwaukee,  Dayton  and 
elsewhere  have  demonstrated  that  school  choice  is  fervently 
grasped  when  offered.  In  1999,  for  instance,  Ted  Forstmann  and 
John  Walton  launched  a  major  program  to  provide  money  for 
40,000  scholarships  for  low-income  families  across  America  to 
send  their  children  to  independent  schools.  Parents  had  to  pony 
up  an  average  of  $1,000  of  their  own  money  to  participate. 
Despite  the  substantial  monetary  obligation,  these  four-year  schol- 
arships attracted  more  than  1 .2  million  applicants.  That  says  it  all. 


America's  education  monopoly  is  not  lacking  money.  Inn 
city  schools  in  New  Jersey — in  Newark,  Jersey  City,  Camden  c 
elsewhere — typically  spend  $15,000  per  pupil,  but  performan 
are  dreadful  and  dropout  rates  sky-high.  A  grassroots  organi 
tion,  Excellent  Education  for  Everyone,  is  rallying  minority  si 
port  for  school  choice.  Not  a  moment  too  soon.  The  Garc 
State's  new  education  commissioner,  William  Librera,  is  cutt 
back  school  testing,  claiming  that  tests  stress  students  and  p 
vent  teachers  from  employing  "creative"  methods.  The  comn 
sioner  has  reassured  educrats  that  he  does  not  want  to  use  test 
to  compare  elementary  schools'  performances  with  one  anotl 

If  "equal  opportunity"  means  anything,  the  Supreme  Co 
must  let  Cleveland's  school  choice  plan  stand.  And  if  it  dc 
someday  soon  America's  primary  and  secondary  schools  will 
world  leaders,  instead  of  the  disgraceful  laggards  too  many 
them  are  today. 


SOCIALIZED  MEDICINE:  HAZARDOUS  TO  YOUR  HEALTH 


IF  YOU  WANT  TO  SEE  WHY  GOVERNMENT  SHOULDNT  DOMINATE 
the  provision  of  health  care,  look  at  Britain,  the  mother  of 
socialized  medicine.  No  major  country  is  more  top-down,  com- 
mand-and-control  than  this  one.  Unlike 
Western  Europe,  the  U.K.  rarely  charges 
patients  a  thing  for  health  care.  Ger- 
many, France  and  others  require  patients 
and/or  employers  to  ante  up  at  least  a 
small  part  of  the  costs.  (Britain  permits 
private  care  at  your  own  expense,  but 
government  care  is  "free.") 

Not  surprisingly  Britain's  National 
Health  Service  is  the  worst  of  the  large 
industrial  nations'  health  care  services. 
Newspapers  continually  run  horror  sto- 
ries about  how  people  have  been  need- 


British  emergency  room  patients  smoke  while 
they  wait  and  wait  and .... 


lessly  harmed  or  killed  because  of  inadequate  or  almost  crimin , 
delayed  care.  Patients  are  virtually  forced  to  use  their  local  hoei 
tal,  even  if  a  facility  in  another  area  has  a  shorter  waiting  tim| 
There  is  another  negative  aspect 
this  socialized  system  in  which  cc 
sumers  have  no  power:  inadequl 
spending.  The  U.S.  public  sector  speii 
more  money  as  a  percent  of  GDP 
health  care  (mostly  on  Medicare  aj 
Medicaid)  than  does  Britain — 5.8% 
5.6%.  The  Sceptred  Isle  lays  out  anot; 
1.1%  in  the  private  sector;  the  U.S.,  7.. 
France,  2.3%;  Germany,  2.7%.  Gove 
ment  encourages  passivity;  free  marl 
encourage  consumer  control  and,  her 
better  products  and  services. 


McDonald's 
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UNDIETETIC  DINING 

Why  are  Americans  so  fat  compared  with  people  elsewhere?  Since  we  don't  like  to  blame  ourselves, 
we  can  point  an  accusing  finger  instead  at  U.S.  restaurants.  Servings  here  are  bigger  by  far  than  they 
are  overseas.  Last  summer  Se// magazine  made  that  point  graphically  with  examples  such  as  these: 
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A  La  Cloche  des  Halles 

Paris 

6.5 
ounces 

510 

calories 


Subway 

New  York  City 

18.0 

ounces 

720 

calories 


HAM  SANDWICH 


Poujauran 

Paris 

2.0 

ounces 

215 
calories 


Ess-a-Bagel 

New  York  City 

4.0 

ounces 

430 

calories 


CROISSANT 


"Just  order  the 
standard  computers. 


Translation:  By  standard  I  mean  configured  just  like  mine. 


www.cdw.com 


800.778.4239 


At  CDW,  we  understand 

what  it  can  be  like 
for  your  IT  department. 


That's  why  we  offer  all  the  brand  name 
technology  solutions  you  might  need. 
Like  software,  PCs,  storage,  networking, 
telephony  and  more.  Plus,  all  the  services  to 
support  them.  You  name  it  and  we've  got  it. 


^1 


One-Stop  Solution:  From  systems 
software  to  networking,  no  matter 
what  you  need,  CDW  is  your  one- 
stop  solution.  In  a  flash,  we'll  get 
you  what  you  need,  and  get  it 
shipped  out  -  usually  the  same  day. 


Personal  Expertise:  CDW  assigns  an 
account  manager  and  a  team  of  product 
experts  to  your  business.  So  we  better 
understand  your  IT  needs  and  know 
how  to  make  your  day  a  little  easier. 


Reliable  Resource:  CDW  is  your  Direct 
Solutions  Providerr  delivering  com- 
puting solutions  at  competitive  prices. 
Plus,  the  technical  expertise  to  support 
every  purchase  and  the  backing  and 
reliability  of  a  Fortune  500'  company. 


>m;:ulor  Ceniers 


Computing  Solutions 
Bliilt  for  Business"" 


■R0DUCIN6  E-BUSINESS  ON  DEMAND 
NEXT  UTILITY 


ongratulations.  If  youVe  ever  turned  a  knob 
or  flipped  a  switch,  you  are  now  an  e-business 
Because  e-business  has  just  become  as 
able,  flexible  and  manageable  as  a  utility. 
With  e-business  on  demand^'  everything  from 
installation  and  security  to  delivery  and  upkeep 
managed  for  you.  You  don't  make  huge 
ront  investments.  You  just  get  a  predictable 
nthly  bill.  It's  The  Next  Uility."'  Turn  it  on.  Watch 
w.  Visit  ibm.com/e-business/onclemand  or 
ask  for  on  demand  at  800  IBM-7080. 


OIHEBJIDMMENTS 


Knowledge  is  the  only  fountain  both  of  the  love  and  the  principles  of  human  liberty. 

—DANIEL  WEBSTER 


Dirty  Little  Secret  it's  tempting  to  argue  for  the  aboli- 
tion of  the  IMF,  but  this  approach  is  a  dead  end  from  a  political 
standpoint.  The  IMF  carefrilly  cultivates  congressional  support. 
IMF  and  World  Bank  frinding  don't  show  up  on  the  U.S.  budget, 
giving  them  a  major  advantage  over  U.S.  programs.  And  Wash- 
ington views  the  IMF  as  a  valuable  front  group  for  projecting  U.S. 
influence  abroad.  The  fact  that  it  systematically  impoverishes  for- 
eigners is  ignored,  and  has  been  for  decades.  The  issue,  then,  is 
how  to  get  the  IMF  to  condition  its  loans  on  constructive  eco- 
nomic programs.  Instead,  the  IMF  keeps  using  its  money,  much 
of  it  from  the  U.S.  taxpayer,  to  support  economic  policies  that 
would  never  be  tolerated  in  the  U.S.  Every  time  an  important  IMF 
client  collapses,  the  agency  blames  the  country  and  the  private 
sector,  and  proposes  a  bigger  role  for  itself  in  overseeing  the  world 
financial  system.  Lost  on  the  IMF  is  the  irony  of  having  itself 
become  the  bankruptcy  arbiter  while  it  is  the  biggest  creditor  and 
principal  economic  adviser.  The  U.S.  should  break  this  cycle. 

—DAVID  MALPASS,  chief  global  economist. 
Bear  Stearns,  Wall  Street  Journal 

Heart  of  the  Matter  In  ending  state- imposed  racial 
segregation  v«th  the  landmark  Brown  v.  Board  of  Education  deci- 
sion in  1954,  the  Supreme  Court  took  into  account  research  show- 
ing the  deleterious  effect  on  African-American  children  of 
enforced  separation  of  the  races.  Writing  for  a  unanimous  Court, 
Chief  lustice  Earl  Warren  concluded  that  for  the  children  to  be 
segregated  solely  because  of  their  race  "may  affect  their  heart  and 
minds  in  a  way  unlikely  ever  to  be  undone."  The  Cleveland 
[school  voucher]  case  could  become  the  landmark  in  the  struggle 
for  equal  educational  opportunity  that  Brown  was.  The  case  calls 
on  this  Court  to  decide  if  publicly  funded  vouchers  that  enable 
parents  to  move  their  children  from  failing  public  schools  to  bet- 


^Vf_n  (Til '  I 
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"Of  course,  all  the  good  ones  care  fixed." 


ter-performing  private  or  parochial  schools  offer  a  workable 
to  realize  a  dream  too  long  deferred.  The  Supreme  Court  will 
from  an  educationist  old  guard — reminiscent  of  the  segregal 
ist  old  guard  in  1954 — imploring  that  a  system  be  preserved 
the  rights  of  the  individual.  In  pondering  the  psychological  im 
of  decreeing  that  4,000  children  must  get  the  boot  from  I 
schools  of  choice,  the  justices  ought  to  weigh  careflilly  what  C 
justice  Warren  said  about  discriminatory  actions  against  chile 
—ROBERT  HOLLAND,  Lexington  Institute,  Washington  J 


Connoisseurs  of  hypocrisy  will  appreciate  the  fact  that  over  ha 
Cleveland's  public  school  teachers  don't  send  their  own  kids  to  | 
lie  schools.  In  other  words,  a  good  portion  of  the  salaries  of  pi 
school  teachers  go  to  private  schools  as  soon  as  the  paychecks  c 

—CORNELIUS  CHAP^ 
Coalition  for  Parental  Choice  in  Education,  Boston  He 

Balancing  Act  War  is  a  riveting  story.  It's  terrifying,  gi 
ing,  traumatic,  exhilarating.  When  you  get  a  story  out  to  the  w 
exposing  some  misery  or  brutality,  and  thereby  usually  making 
pie  less  brutal  or  miserable,  you  feel  pride  at  having  saved  1 
Danny  Pearl's  death  should  teach  us  something  about  our  owni 
nerability,  about  the  primacy  of  life  over  work.  To  be  a  repc 
abroad  is  to  make  constant  judgments  about  risk — "How  far  do 
to  get  the  story?" — and  Pearl's  death  reminds  us  all  of  the  impi 
bility  of  getting  that  balance  right,  and  the  risks  of  getting  it  wro 
—NICHOLAS  D.  KRISTOF,  New  York  T 

Calling  the  Shots  Let  no  one  suppose  that  the  w 
doctor  and  patient  can  disguise  from  the  parties  the  fact 
they  are  employer  and  employee. 

—GEORGE  BERNARD  SI 

Hold  the  Gravy,  Sir!  America's  armed  forces  are  Ic 
the  battle  of  the  bulge,  says  Dr.  Richard  Atkinson,  president  oi 
American  Obesity  Association.  More  than  half  of  all  service  per 
nel  currently  weigh  more  than  the  National  Institutes  of  He 
standard,  and  that  number  is  on  the  rise.  Overall,  the  proportic 
overweight  military  personnel  increased  from  50%  in  1995  to : 
in  1998.  The  proportion  of  those  considered  to  be  obese  also  i 
from  4.9%  to  6.2%.  All  those  extra  pounds  matter.  Each  year 
armed  forces  dismiss  between  3,000  and  5,000  service  mem 
because  they  can't  keep  their  weight  within  the  military's  stand; 

—RICHARD  MORIN,  Washington 

Ring  of  Truth  Few  of  us  can  stand  prosperity.  Ano 
man's,  I  mean. 

— NLARK  TWAINi 
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We'll  manage  a  portfolio  of  mutual  funds 
according  to  your  goals. 


If  managing  your  investments  J 
has  become  a  fuli-time  job. 
Fidelity  offers  a  solution:  the 
Fidelity  FundsManager  Program?'^ 
Basically,  our  team  of  experts 
will  manage  a  model  portfolio 
of  mutual  funds  for  you,  making 
the  necessary  investment  deci- 
sions to  help  you  pursue  your  goals 


and  objectives.  So  now  if  you  don't 
have  the  time  or  the  desire  to  invest 
on  your  own,  you  can  leave  all  the 
work  to  us.  And  if  you're  going  to 
trust  anyone  with  your  portfolio 
of  funds,  who  better  than  Fidelity? 
To  enroll,  call  1-800-FIDELITY. 
Find  out  how  we  can  help  you 
see  yourself  succeeding. 


Fidelity 

FundsManager 

Program" 


Let  the  professionals  at  Fidelity  manage  your  portfolio. 

•  Tell  us  your  goals  and  objectives 

•  Funds  from  Fidelity  and  other  families  of  funds 

•  Consider  the  Fidelity  FundsManager  Program  for  your  retirement  savings 


Inuesimenis' 


1-800-FIDELITY  Fidelity.com/pas 


io  Advisory  Services^"  Fidelity  FundsManager  Program  is  a  service  of  Strategic  Advisers,  Inc.,  a  registered  investment  adviser  and  a  Fidelity 
nents  company.  Strategic  Advisers  identifies  a  model  portfolio  for  each  customer  based  on  his/her  goals,  risk  tolerance  and  time  horizon, 
may  vary.  Certain  restrictions  apply.  This  service  provides  discretionary  money  management  for  a  fee.  -idelity  Brokerage  Services,  Member 
SIPC  149230 


world  where  it's  a  different  kind  of  threat  every  day,  you  need  a  different  kind  of  security. 

threats  can  blow  right  through  any  firewall  or  anti-virus  software.  That's  where  we  come  in.  Our  dynamic  protection 
s  you  conduct  business  safely  in  the  face  of  ever-changing  threats  and  increased  risk.  From  proactive  research  and 
'd-winning  software  to  24/7  protection  and  response  services,  our  solutions  detect,  prevent  and  respond  to  online 
:ks  and  misuse.  No  matter  who  you're  up  against.  To  learn  more,  call  800-776-2362.  Or  visit  www.iss.net/ad/forbes. 


Driven  to  suco.  : 
business  partne; 
much  value.  Wit'^ 
comes  with  the  wo 


Find  out  more.  In  North  Am 

'  Registered  trademark  of  Bombardier  i 


,  ;o  get  the  job  clone  and  a  reputation  of  reliability  make  Bombardier  Challenger*  the 
^i!  seize  the  day,  evei^  day.  No  other  business  jet  works  harder  for  you  or  delivers  so 
ii^p:itch  reliaJjility,  atrSiner  maintainability  and  competitive  operating  costs,  Challenger 

■vor     :.:  .cpger.  The  business  asset  that  keeps  building. 

p/ease  ask  us  about  the  all  new  PrecisionPlus" avionics  upgrade. 
"C".  '0.30.  Elsewhere,  o&ll  'bM)  ^  35-7698.  www.aero.bombardlercom 
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URRENT  EVENTS 

Paul  Johnson 


PUTTING  TOO  MANY  EGGS  IN  THE  CHINA  BASKET 


ON  MAY  BE  GETTING  THE  HEADLINES— IT'S  A  JUICY  TALE— 
it's  of  no  real  significance  to  the  American  economy,  which  is 
inning  to  revive.  Of  much  greater  geopolitical  importance  is 
ig  Xuebing's  getting  sacked  by  the  China  Construction  Bank. 
Wang  was  the  former  president  of  the  Bank  of  China  and  a 
shot  in  the  "Chinese  economic  miracle."  China  appears  to 
;  made  this  move  at  the  behest  of  U.S.  regulatory  authorities 
stigating  the  bank's  American  activities  for  loan  fraud. 
The  world's  biggest  mystery  today  is  the  Chinese  economy, 
the  surface  it  appears  to  have  survived  the  Far  East's  eco- 
lic  turbulence  intact  and  to  be  expanding  at  the  rate  of  8%  a 
.  Meanwhile,  Japan's  economy  is  contracting  and  the  Nikkei 
I  permanent  decline.  The  purported  reason  for  this  is  that 
in's  banking  system  is  technically  bankrupt,  with  $266  billion 
onperforming  loans.  But  China's  banking  system  is  rumored 
e  in  a  similar  state,  having  kept  afloat  countless  inefficient 
;-owned  businesses  with  loans  that  cannot  possibly  be  repaid. 
)00  billion  figure  has  been  mentioned,  though  the  true  total, 
cealed  by  Communist  accounting,  cannot  be  known.  How, 
1,  does  China  continue  to  expand — if  it  reaUy  does? 

reign  Investment 

cent  account  in  The  China  Dream — by  Joe  Studwell  (Atlantic 
ithly  Press,  $27)  claims  that  $300  billion  has  been  swallowed 
]hina  in  the  last  ten  years  alone.  The  reason  Western  banks  and 
nesses  have  been  willing  to  invest  so  heavUy  in  this  Commu- 
state,  despite  their  dreadfiil  experiences  in  the  former  Soviet 
on,  is  that  they  are  mesmerized  by  the  magic  phrase  "a  market 
billion  consumers" — the  largest  market  in  world  history. 
But  aU  the  evidence,  historical  and  actual,  shows  this  market 
e  a  mirage.  Since  Roman  times  China  has  tended  to  swallow 
West's  gold,  selling  silks  and  other  luxury  consumer  goods 
buying  virtually  nothing  in  return.  In  the  18th  and  19th 
turies  Britain  tried  hard  to  crack  the  China  market  and 
:d.  It  was  driven  to  create  a  huge  tea  industry  in  India  to  cut 
m  imports  of  Chinese  tea.  Eventually  Britain  discovered  that 
only  product  it  could  sell  on  a  large  scale  to  the  Chinese  con- 
ler  was  opium.  Hence  the  Opium  Wars,  to  keep  the  China 
■ket  open  to  this  product,  a  product  detested  by  Chinese 
aorities  for  economic  as  well  as  moral  reasons. 
China's  is  an  ancient  civilization,  and  it  retains  some  primitive 
lomic  notions.  The  Chinese  believe  that  it  is  a  sign  of  eco- 
nic  strength  to  sell  foreign  buyers  vast  quantities  of  goods 


while  buying  few  in  return — and  that  this  will  make  their  country 
wealthy.  In  their  hearts  they  refuse  to  accept  (although  they  may 
profess  it  in  theory)  that  healtliy  world  trade,  from  which  all  ben- 
efit, depends  on  give  and  take.  The  Japanese,  who  have  adopted  so 
much  from  Chinese  civilization,  share  this  compulsive  reflex.  The 
last  200  years  provide  many  examples  of  repeated  failures  of 
Western  business  to  crack  the  Far  East's  markets,  despite  much 
effort.  Yet  the  myth  of  the  largest  consumer  market  persists. 

For  instance,  in  the  early  1990s  General  Motors — not  having 
learned  from  history's  lessons — expected  to  be  selling  1  million 
vehicles  a  year  to  China  by  the  end  of  the  decade.  In  2000  it  only 
sold  30,000.  Other  big  and  successful  exporters  have  fared  as 
badly.  China's  deep-rooted  cultural  hostility  toward  buying  for- 
eign consumer  goods  may  continue  for  the  foreseeable  future. 
Yet  the  chimera  still  exerts  its  fascination.  The  fact  that  China  is 
a  Communist  tyranny  is  ignored,  while  the  West  makes  it  easy 
for  China's  firms  to  sell  us  cut-price  consumer  goods — often 
copies  of  Western  products — whose  influx  has  put  many  of  our 
own  manufacturers  out  of  business.  China  maintains  innumer- 
able labor  camps  for  political  prisoners.  One  account  puts  the 
slave-labor  total  as  high  as  20  million.  Certainly  many,  if  not 
most,  Chinese  exports  contain  some  slave-labor  content,  one 
reason  goods  are  so  cheap.  But  the  West  ignores  this  fact,  too. 

Take  Off  the  Blinders 

China,  at  the  beginning  of  the  21st  century,  appears  to  be  the 
hare.  But  what  of  the  tortoise — India?  India  appears  to  have 
moved  extremely  slowly  in  its  nearly  60  years  of  independence. 
But  it  is  sure  on  fundamentals:  It  has  kept  its  working  democ- 
racy; maintained  the  rule  of  law;  and  has,  in  recent  years, 
scrapped  many  of  the  socialist  controls  that  held  its  economy 
back.  India's  people  enjoy  freedom  of  speech,  assembly  and 
worship,  and  India  has  a  free  press — all  rights  China  lacks.  India 
is  a  natural  ally  of  the  U.S.  in  its  war  against  terrorism.  India's 
population  is  virtually  as  big  as  China's  and  will  soon  surpass  it. 

Financiers — and  especially  bankers — far  from  being  hard- 
headed,  are  often  incurable  romantics  when  it  comes  to  making 
key  investment  decisions.  But  such  attitudes  could  change  if,  as 
I  expect,  the  Chinese  market  mirage  reveals  its  baselessness. 
Wliat  happens  when  a  Communist  pseudo-market-state  goes 
into  economic  free  fall  is  unknown — it  has  not  so  far  happened. 
We  may  soon  be  observers  of  such  an  event.  Let  us  hope  it  top- 
ples what  is,  by  any  criterion,  an  odious  regime.  F 
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Paul  Johnson,  eminent  British  historian  and  author:  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and  Ernesto  Zedillo,  former  president  of  Mexino, 
are  now  periodically  writing  this  column  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger,  To  see  past  Current  Events  columns,  visit  our 
Web  site  afwww.forbes.com/currentevents. 
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LANCE  IS  HEAD  OF  SALES.  HE  PUSHED 
HARD  FOR  A  WIRELESS  PROVIDER 
WHOSE  SYSTEM  WILL  BE  OBSOLETE 
IN  A  YEAR.  LANCE  SHOULD 
HAVE  RECOMMENDED  THE  SPRINT  PCS 
CLEAR  WIRELESS  WORKPLACE. 


It's  wireless  web  access,  advanced  voice  services, 
management  tools,  smart  devices  and  crystal-clear  calls. 

it's  custom-packaged  for  your  company's  needs.  It's  also  supported 

by  the  largest  ali-digital,  all-PCS  nationwide  network 

built  from  the  ground  up,  reaching  more  than  230  million  people. 

It  can  make  your ,    -pie  more  productive.  Get  the 
whole  Clear  Wireless  Workplace  story  at  sprintpcs.com 


Sprint 
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INCOMPARABLE  CARVER 


;E  your  eyes  and  picture  a  visitor  from  the  year  2410, 
eorge  Lucas  might  envision  him.  Give  him  Spock's  IQ  and 
rows.  Make  his  clothing  odd — a  space  alien  trying  to  pass  as  a 
brnian  after  studying  American  sitcoms  from  the  1960s.  Now 
1  this  fellow  onto  a  high  perch  at  a  major  university,  such  as 
^ch,  so  the  world  can  see  him  and  he  can  see  the  world, 
le  there,  rub  a  bit  of  Richard  Feynman  sly  magic  on  him. 
Ve  need  a  plot  for  our  story?  Okay.  Have  a  young  chip  inven- 
-let's  call  him  Gordon  Moore — fly  down  to  Pasadena  for  a 
one  spring  afternoon  in  the  early  1960s.  Just  a  cozy  talk 
een  geeks  about  a  new  computational  medium:  silicon, 
'ou  don't  know  Carver  Mead?  The  snapshot  of  this 
rthly  physicist  and  inventor  is  about  to 
learer — much  clearer.  Carver  has  in- 
sd  color  processing  chips  that  do  for 
r  photography  and  video  what  Dolby 
for  sound.  The  company  developing 
!  chips  is  called  Foveon — Carver  is  its 
rman — a  pure  chip-design  house. 
Dnal  Semiconductor  will  actually  pro- 
:  the  chips.  Japan's  Sigma  Corp.  will 
cet  the  first  cameras  this  spring. 
•ilm  is  toast.  Carver  Mead  killed  it.  His- 
ns  will  note  that  film  lasted  1 14  years, 
1  1888  to  2002.  What  a  fine  run  it 
/edl  It  put  a  dagger  into  daguerreotype, 
ought  us  Eastman  Kodak  and  Hollywood.  It  turned  Ansel 
ns  and  Abraham  Zapruder  into  household  names.  It 
red  us  the  evil  of  Hitler,  the  glory  of  Apollo  II.  An  intimate 
d,  film  showed  us  the  trajectory  of  our  lives.  Then  it  died  in 
.  Oh,  film  will  stumble  on,  like  record  albums  and  the  type- 
;r.  But,  really,  film  died  this  year. 

bu  might  protest  and  cite  the  lofty  $3,000  price  tag  of  the 
Sigma  cameras.  Three  grand's  not  mainstream.  True 
igh.  But  consider  what  any  product  built  on  silicon  does 
time.  The  cost-curve  skis  down  a  silicon  Everest,  while  the 
analog  ancestors  never  get  off  the  bunny  slope.  Pocket  cal- 
ors  hit  the  market  in  1972.  They  cost  $495,  or  about  $2,000 
day's  dollars.  Open  a  checking  account,  and  you'U  get  the 
;  technology  for  free  today.  Same  goes  for  cell  phones, 
...  if  it's  built  on  silicon  and  not  regulated  by  Washington, 
•rice  will  drop  30%  a  year.  Moore's  Law  hasn't  slowed  yet. 

ud  Buster 

er  Mead  never  seems  to  stop,  either.  At  67  he's  at  his  peak.  A  few 
ago,  around  the  time  he  was  hatching  Foveon  to  kill  off  film, 
er  got  another  puckish  idea.  This  one  was  a  Feynman-size 


Carver  Mead  has  invented  chips  that  do 
for  color  photos  what  Dolby  did  for  sound 


whopper  Wouldn't  it  be  cool.  Carver  mused,  to  overturn  the  last  75 
years  of  physics?  Carver  thought  so,  and  he  got  busy  writing  a  book 
called  Collective  Electrodynamics,  published  by  MIT  Press  in  2000. 

In  his  book  Carver  takes  direct  aim  at  Niels  Bohr.  Carver  thinks 
the  great  Bohr  put  physics  on  a  wrong  path  in  the  1920s,  after  its 
most  fruitftil  30-year  period  in  history.  Bohr  was  an  imperious  fig- 
ure and  a  ferocious  debater.  Twice  in  Copenhagen,  surrounded  by 
an  audience  of  the  world's  great  physicists,  Bohr  argued  Albert  Ein- 
stein off  the  stage.  Einstein  had  objected  to  Werner  Heisenberg's 
uncertainty  principle  and,  in  general,  to  the  statistics-based,  ulti- 
mately random  foundation  of  life  Bohr  was  promoting.  "God 
doesn't  play  dice"  with  the  universe,  Einstein  protested. 

Why  did  Carver  write  this  book?  As  he 
explained  to  me  over  dinner  last  month, 
Richard  Feynman  was  his  hero.  They  both 
arrived  at  Caltech  in  the  early  1950s — Carver 
the  freshman  whiz  kid  from  the  Sierra 
foothills  outside  of  Fresno,  Feynman  a  young 
professor  from  Cornell.  Carver  says  Feynman 
was  the  Mozart  of  physics,  a  gifted  intuitive, 
one  in  a  billion.  Feynman  could  have  been  as 
great  as  Einstein,  Carver  believes,  but  he  oper- 
ated in  the  background  radiation  of  Bohr,  the 
great  intimidator.  Bohr  died  in  1962,  but  "he 
set  a  style  of 'proof  by  intimidation'  in  physics 
that  has  lasted  up  to  die  present,"  says  Carver. 
It  gets  worse.  Bohr's  signature  contribution  to  physics,  com- 
plementarity, "is  crap,"  Carver  tells  me.  "That  was  Bohr  the 
politician,  the  dictator,  feeling  the  need  to  resolve  apparent  con- 
flicts between  classical  physics  and  theoretical  physics.  There  is 
no  conflict — there  is  only  one  reality.  The  supposed  conflicts  of 
Bohr's  day  were  a  result  of  limited  instrumentation.  But  instead 
of  being  patient,  Bohr  forced  the  issue  and  declared  all  problems 
solved.  He  silenced  two  generations  of  physicists." 

As  you  can  tell,  Carver  loathes  Bohr's  legacy.  He  thinks  Bohr 
perpetrated  one  of  those  monstrous  intellectual  frauds  that 
every  now  and  then  slip  through  the  asylum  gates  and  confuse 
people  for  decades.  Think  Freud  and  Marx. 

If  Carver  is  trying  to  rescue  physics  from  Niels  Bohr,  he's 
working  as  hard  to  change  how  the  computer  industry  thinks 
about  intelligence.  "Software  can  beat  Kasparov  in  chess,  but  it 
can't  yet  recognize  Mom.  Something  is  deeply  wrong  with  the 
way  software  people  have  gone  about  artificial  intelligence." 
Solution?  Start  over.  "Let's  bring  in  the  neurobiologists,  hook 
their  ideas  to  Moore's  Law  and  have  fun!"  W 
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Smart  and  Smarter 

With  Chinese  labor,  no  factories  and  no  engineers,  two  U.S.  entrepreneurs  are  making  the  cheap 
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BY  DANIEL  LYONS 

THESE  DAYS  SONY'S  BIGGEST  Vil- 
lain isn't  some  freakish  alien 
from  Men  in  Black  II  (its  up- 
coming summer  flick).  It's  two 
guys  operating  out  of  a  40,000- 
square-foot  headquarters/warehouse  in 
Ontario,  Calif  Last  November  David  Ji  and 
Ancle  Hsu  sold  almost  1  million  low-price 
Apex  Digital  DVD  players  through  Wal- 
Mart  alone — and  thereby  surpassed  Sony 
in  North  American  unit  sales,  claiming 
23%  of  the  market,  compared  with  13.6% 
for  the  $58  billion  (sales)  lapanese  giant. 

In  doOar  volume  of  DVD  players,  Sony 
is  ahead,  with  an  18%  share  in  North 
America,  versus  12%  for  Apex  in  the  fourth 
quarter  of  2001,  reports  NPD  Techworld,  a 
market  research  firm.  But  it  must  hurt  that 
Apex  Digital  stole  a  march  on  lapanese 
companies  by  being  first  to  produce  a  DVD 
player  that  could  play  MP3  files,  the  contro- 
versial format  used  to  pirate  music  on  the 
Internet.  While  other  hardwaremakers  were 
afraid  of  legal  battles  over  record-company 
rights,  li  and  Hsu  plunged  ahead.  (A  mi- 
crochip that  allowed  hackers  to  sidestep  en- 
coding that  prevents  copying  a  DVD  onto 
a  videocassette  brought  threats  of  suits 
from  Macrovision  and  the  Motion  Picture 
Association;  Apex  replaced  tlie  chip.) 

Apex  has  been  early  to  market  with 
other  gizmos,  like  a  new  Kodak  format  for 
showing  photos  on  a  DVD  player,  and  a 
new  audio  format  from  Microsoft.  "We 
don't  have  the  bureaucracy  and  overhead 
that  lapanese  companies  have,"  says  Hsu, 
Apex's  chief  operating  officer. 

The  folks  at  Sony  pooh-pooh  Apex 
Digital  as  a  low-quality  competitor.  "The 
question  is,  will  these  folks  be  around  for 
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Ancl0  Hsu  and  Davidi  Ji; 
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long  haul?"  says  William  Cubellis,  mar- 
ng  director  for  Sony's  home  entertain- 
it  division.  Critics  gripe  that  Apex  Dig- 
and  the  Chinese  manufacturers  it  uses 
letimes  fail  to  pay  licensing  fees  for 
inologies  that  go  into  DVD  players.  Hsu 

1  Ji  admit  they  haven't  always  paid  up 
insist  they  want  to  make  good.  They 
in  negotiations  now  with  different  li- 
sing  groups. 

Who  are  these  guys?  Hsu,  born  in  Tai- 

on  the  planet.  Sony  doesn't  li 

1,  and  Ji,  raised  in  Jiangsu  province  on 
mainland,  met  while  working  at  a  scrap 
tal  company  in  Los  Angeles  after  each 
igrated  to  the  States  in  the  1980s.  In 

2  they  teamed  up  to  form  their  own 
ip  metal  company,  selling  to  recyclers  in 
na.  Since  then  they  have  made  and  sold 
-stereo  speakers,  herbal  supplements 
I  even  disposable  rubber  gloves. 

But  they  struck  the  big  time  when  they 
ided  to  manufacture  DVD  players  in 
9.  They  first  planned  to  assemble  the 
:hines  in  the  U.S.,  then  learned  it  was 
aper  to  let  Chinese  partners  do  that.  The 
t  model,  introduced  two  years  ago,  cost 
'9,  when  rival  players  cost  twice  that. 
:e  then  Apex  Digital  has  driven  prices 
ow  as  $70,  teaming  up  with  Best  Buy, 
:uit  City,  Wal-Mart,  ICmart  and  others. 
:x  Digital  did  around  $120  million  in 
s  in  2000,  about  $500  million  last  year, 
s  year.  Apex  predicts  it  will  rake  in  more 
n  $1  billion  and  turn  a  small  profit. 
Not  without  scratches.  Last  year  a  Chi- 

In  the  Up  and  Up  

ilk  about  quick  acceptance.  Buyers 
e  giving  DVD  players  a  fast  embrace. 

Unit  sales  (mil),  first  five  years 
~  DVD:  1997-2001  ♦* 


VCR;  decks.  ^* 
CD:  Factory  sales  of  home,  ♦ 
car  and  portable  players. 
DVD:  Factory  sales  of 
players,  including  audio 
players. 

Source:  Consumer 
Electronics 
Association. 


nese  exporter  sued  Apex  Digital,  claiming 
it  owed  $  1 8  million.  In  February  a  ware- 
house company  tried  to  auction  off  a 
stash  of  Apex  gear,  alleging  Apex  was  in  ar- 
rears by  $2  million.  Hsu  says  in  both  cases 
Apex  was  wronged  by  partners.  Hsu  had  a 
scrape  with  the  law  1 1  years  ago;  he  pleaded 
nolo  contendere  to  not  keeping  proper 
payroll  records,  a  misdemeanor. 

And,  Sony  points  out.  Apex  has  had 
quality-control  glitches.  Wliile  analysts  say 
that  on  average  Apex 
ke  it  one  bit.     Digital  machines  are 

  about  as  reliable  as  any 

other,  the  company  has  had  problems  with 
some  models.  Its  $340  high-end  7701  DVD 
player  offered  advanced  features  like  pro- 
gressive scan,  which  produces  a  better  pic- 
ture quality,  and  support  for  multiple  audio 
and  video  formats.  But  the  audio  popped 
and  hissed.  And  players  couldn't  recognize 
some  discs.  In  February  Apex  halted  pro- 
duction of  the  7701  and  arranged  for  cus- 
tomers to  get  refunds.  Richard  Feirstein,  a 
lawyer  in  Albany,  N.Y.,  returned  four  of  the 
7701  players  before  giving  up  and  taking  a 
refund.  "My  wife  would  divorce  me  if  I 
tried  again,"  he  said.  He  bought  a  Sony 
player,  which  works  fine. 

With  only  eight  technical  support 
staffers.  Apex  can't  keep  up  with  the  likes  of 
Sony.  But  Ji  and  Hsu  are  trying.  They  paid 
$9  million  to  buy  60%  of  a  Chinese  DVD 
factory.  They're  also  planning  to  hire  en- 
gineers to  design  their  own  machines. 

Meanwhile  Apex  Digital  has  struck  a 
joint  venture  with  a  Chinese  television 
manufacturer,  Changhong  Electric  Ltd., 
and  in  January  introduced  18  new  TV 
models.  Also  planned  for  later  this  year:  a 
digital  camera  that  will  play  MP3  files. 

Can  a  pair  of  hustling  immigrants  with 
little  experience  build  an  electronics  giant? 
Demand,  at  least,  is  on  their  side.  Sales  of 
DVD  players  wOl  reach  $3.5  bUlion  in  the 
U.S.  this  year.  And  75%  of  U.S.  households 
still  have  not  bought  a  DVD  player. 

Ji,  50,  and  Hsu,  41,  insist  they  are 
merely  doing  what  Sony,  Hitachi  and  oth- 
ers disdain:  making  new  technology  af- 
fordable to  the  masses.  They  say  Japanese 
companies  have  lost  touch  with  U.S.  con- 
sumers. "We  are  the  only  real  American 
brand,"  Ji  says.  That  should  give  the  Japan- 
ese the  willies.  F 


Flip  'em 
The  Bird 

Now  that  a  federal 
appeals  court  ruling 
allows  cable  operators 
to  own  a  broadcast  property 
in  the  same  market,  General 
Electric's  NBC  unit  has 
become  even  more  desirable. 
Given  that  they  already  own 
a  network,  Viacom  and  News 
Corp.  will  likely  sit  this  one 
out.  But  what  about  these 
media  giants? 

AOL  TIME  WARNER  About  the 
only  thing  this  media 
monster  doesn't  own  is  a 
major  broadcast  network. 
The  fact  that  it  already  sup- 
plies some  of  NBC's  top  shows, 
such  as  £R  and  Friends,  may 
give  it  the  inside  track. 

COMCAST  Comcast  stands 
to  become  the  biggest  cable 
provider  in  the  country, 
pending  its  acquisition  of 
AT&T  cable,  a  deal  partly 
financed  with  Microsoft 
money.  The  two  could  join 
together  to  buy  NBC. 

DISNEY  Already  owns  ABC, 
but  Disney  Chief  Eisner  says 
he's  looking  for  acquisitions. 
Unfortunately,  Eisner  is 
known  as  a  bargain  shopper, 
and  NBC  won't  be  bargain- 
priced.  Plus,  Disney  itself 
could  be  a  takeover  target. 

VIVENDI  UNIVERSAL  Foreign 
ownership  rules  get  in  the 
way,  but  USA  Networks'  Chief 
Barry  Diller  is  said  to  still  be 
interested  in  acquiring  NBC. 
If  anyone  can  figure  out  a 
way,  it's  the  wily  Diller 
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So,  Where's 
The  Star  Witness? 

Enron's  corporate  secretary  has  information  very 
useful  to  investigators.  Good  luck  getting  her  story. 

BY  LYNN  J.  COOK 

s 


MONC;  THE  CAST  OF  CHARACTERS  IN 
Enron's  tragicomedy,  Rebecca  Carter 
Iseems  to  have  played  a  bit  part.  As 
corporate  secretary,  she  recorded  board 
meeting  minutes,  acting  as  liaison  between 
executives  and  directors  until  she  left  on 
Dec.  5,  three  days  after  the  company  de- 
clared bankruptcy.  But  the  42-year-old  was 
no  mere  paper-shuffler.  For  a  reported 
$600,000  compensation  package  last  year. 
Carter  worked  with  former  Chief  Execu- 
tive Jeffrey  Skilling  on  deciding  which  is- 
sues to  bring  to  the  board's  attention.  She 
also  administered  the  company's  2,500 
legal  entities.  Carter,  in  other  words,  is 
uniquely  qualified  to  describe  what  Skilling 
knew  and  when  he  knew  it — which  is  sure 
to  interest  criminal  investigators  sorting 
out  conflicting  testimony  from  people  at- 
tending the  same  meetings. 

Carter  was  present  and  taking  notes  at 
the  infamous  finance  committee  meeting 
at  The  Breakers  in  Palm  Beach,  Fla.  in 
October  2000.  That's  when  Andrew  Fas- 
tow  reassured  everyone  there  were  no  con- 
flicts of  interest  between  his  LJM  partner- 
ships and  his  duties  as  Enron's  chief 


jar 


Jeffrey  Skilling's  fiancee 
may  Iqiow  the  inside  poop, 


financial  officer,  because 
Skilling  had  to  approve 
any  transactions  between 
the  company  and  off-the- 
book  entities.  Skilling  has 
testified  that  he  can't 
recall  if  he  heard  Fastow's 
declaration — or  even  if  he 
attended  the  whole  meet- 
ing; an  early-morning 
power  outage  at  the  resort 
and  the  ensuing  chaos,  he 
claimed,  clouded  his  memory  of  that  day. 
Carter  could  probably  jog  his  recollection: 
An  Enron  insider  who  contacted  Skilling 
by  phone  several  times  was  repeatedly 
patched  through  to  Carter's  hotel  room. 

If  criminal  indictments  come  down 
against  Skilling,  Carter  would  make  an 
ideal  witness  for  the  prosecution.  Unless, 
that  is,  she  has  a  spousal  exemption  from 
compulsory  testimony. 

A  few  weeks  before  Skilling  abruptly 
resigned  as  Enron's  chief  executive  in 
August,  he  put  a  hefty  diamond  on 
Carter's  hand  after  a  four-year  courtship. 
While  there's  no  marriage  exemption 


speOed  out  in  federal  rule  books,  says  U 
versity  of  Texas  law  professor  Ste\ 
Goode,  it  is  customary  for  federal  jud 
to  respect  the  Supreme  Court  ruling  t 
says  wives  and  husbands  do  not  have 
testify  against  each  other  in  criminal  ca; 

Skilling  spokesperson  Judy  A.  Le 
confirms  that  the  couple  is  engaged  1 
says  she  has  no  idea  when  the  wedd 
will  take  place.  But  surely  they  have  cc 
sidered  the  practical  benefit  of  a  spot 
privilege?  "That  sounds  so  unromant; 
Leon  says.  "Jeff  Skilling  has  no  reason 
believe  he  will  be  criminally  indicted, 
it's  a  moot  point." 


Wise  Guy 

Actor  James 
Gandolfini  as  a 
corporate 
spokesman? 
Global  Crossing 
thought  the  good- 
fella  would  make  a 
good  endorser. 

BY  MELANIE  WELLS 


This  was  one  job  Tony  Soprano  would  be  glad  he 
missed.  The  offer  came  from  now-bankrupt  Global 
Crossing,  where  chairman  Gary  Winnick  wanted 
James  Gandolfini,  the  actor  who  plays  the  ruthless 
mobster  on  HBO's  The  Sopranos,  to  appear  in  ads 
for  the  fiber-optics  company. 

That  association  made  some  marketing  execu- 
tives at  Global  nervous— but  not  Winnick.  Before 
his  company  came  under  real-life  investigation  by 
the  FBI  for  accounting  improprieties,  Winnick  was  so  eager  to 
use  Gandolfini  that  HBO  brass  was  asked  about  a  deal.  And  Global's  ad  agency,  Gotham  Inc.,  a 
New  York  shop  owned  by  Interpublic  Group,  created  mock-up  ads  to  show  to  Gandolfini's 
agents.  There  was  even  talk  inside  the  company  of  offering  the  actor  $3  million. 

Gandoif  '  -li's  handlers  took  a  pass.  Smart.  Part  of  the  compensation  was  going  to  be  in  stock.  I 
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Free  Trade  Trade-Off 

Nafta  may  force  you  to  pay  the  cost  of  an  outrageous  jury  award. 
Blame  the  tort  lawyers :  by  michael  freedman 


HOMEIOWNEU."  THAT'S  THE  TERM 
lawyers  use  to  describe  what  hap- 
pened to  Raymond  Loewen,  owner 
of  a  Vancouver  funeral-home  company 
who  tried  to  compete  in  Mississippi.  A 
local  home  operator  hauled  Loewen's 
company  into  state  court  in  1995  to  resolve 
what  looked  like  a  routine  contract  dispute 
amounting  to  no  more  than  $5  million. 
But  plaintiff  lawyer  Willie  E.  Gary,  casting 
the  Loewen  Group  as  an  evil  foreigner, 
turned  in  a  performance  of  such  drama 
(Warner  Bros,  is  developing  a  film)  that 
the  jury  handed  down  the  largest  award  in 
state  history:  $500  million  in  compen- 
satory and  punitive  damages.  Loewen's 
company  later  filed  for  banki^uptcy. 

There's  little  debate  that  the  case  rep- 
resents everything  wrong  with  punitive 
damages  and  runaway  juries.  But  here's  a 


tougher  question:  Should  an  interna- 
tional tribunal  be  allowed,  in  effect,  to 
overturn  a  verdict  (even  an  outrageous 
one)  rendered  in  U.S.  courts?  It's  a  long 
shot,  but  it  could  happen  here,  under  an 
obscure  provision  of  the  North  American 
Free  Trade  Agreement. 

In  an  ongoing  complaint  filed  against 
the  U.S.  government  before  a  trade  tri- 
bunal in  1998,  Loewen  argues  tliat  the  law- 
suit and  verdict  amounted  to  an  unfair 
expropriation  of  its  property — and  that 
the  federal  government  is  responsible 
under  Nafta.  The  company's  lawyers  at 
Jones,  Day,  Reavis  &  Pogue  say  the  judge 


allowed  xenophobic  rhetoric  that  whipped 
up  race  and  class  bias  and  resulted  in  state- 
sponsored  discrimination.  Loewen  says  it 
would  have  appealed  but  for  a  rule  requir- 
ing appellants  to  post  125%  of  the  judg- 
ment as  bond.  Loewen  wants  the  feds  to 
hand  over  $725  million — $175  million  it 
paid  in  a  settlement,  plus  damages  to  its 
business  and  reputation. 

It  was  the  first  time  a  foreign  com- 
pany filed  a  Nafta  complaint  against  the 
U.S.  government.  The  irony  is  that  the 
Nafta  provision  Loewen  is  employing — 
known  as  Chapter  1 1 — was  developed  by 
the  U.S.  to  protect  American  companies 
abroad  from  illegal  expropriation  and 
discrimination  in  courts.  And  indeed 
U.S.  companies  have  filed  dozens  of 
complaints  using  Chapter  1 1  and  simi- 
lar clauses  in  45  trading  agreements, 
often  to  protect 
assets  in  less  sta- 
ble countries. 

But  now  the 
shoe  is  on  the 
other  foot.  Four 
foreign  compa- 
nies, including 
Loewen,  have 
filed  cases  against 
the  U.S.  under 
Nafta.  Methanex, 
a  Vancouver- 
based  chemicals 
manufacturer,  filed  a  $1  billion  complaint 
in  1999  alleging  that  California  Governor 
Gray  Davis  outlawed  its  product  merely  to 
protect  ethanol-maker  Archer  Daniels 
Midland.  The  state  says  Methanex's  prod- 
uct caused  environmental  damage.  All  the 
complaints  are  pending. 

It's  rather  amusing  to  think  that  we've 
got  our  own  little  Fidel  Castros  at  work  ex- 
propriating private  property  in  places  like 
Jackson,  Miss.  It  won't  be  so  amusing  to  fed- 
eral taxpayers,  however,  if  they  have  to  cough 
up  $725  million  to  repair  the  damage.  At 
that  point  Congress  might  be  moved  to  do 
something  about  the  U.S.  tort  system.  F 
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Sex  Toy 

BY  BRIGID  MCMENAMIN 

Gorgeous  newlyweds  chatting  ir 
greenhouse  on  the  groom's  far 
ily  estate.  An  alarm  goes  off.  P( 
bride  glances  at  her  watch,  then  at  h 
husband,  and  gushes,  "That's  my 
ovaries!  I'm  ovulating!"  Groom  tears  • 
his  pants.  They  get  busy  on  the  gree 
house  floor,  trampling  mom's  orchids 
Science  fiction?  No,  an  episode  c 
HBO's  Sex  and  the  City.  The  actress 
knows  she's  ready  to  conceive  becai 
she's  wearing  a  PSC  Fertility  Monitor, 
black  wristwatch-like  device  sold  by 
Pheromone  Sciences  Corp.  The  Mon 
tor  contains  a  sensor  that  detects 
changes  in  the  acidity  of  a  woman's 
sweat  caused  by  fluctuations  in  hor 
mones  before  ovulation.  A  liquid  crys 
tal  display  shows  how  much  prime  ti 
the  couple  has  to  conceive. 

Most  companies  would  kill  for  sui 
exposure.  Rick  Keppler,  who  speciali2 
in  placing  products  in  movies  and  TV, 
says  Sex  and  the  City  is  the  ideal  sho 
case  for  this  one.  Many  of  the  12  mill!' 
viewers  are  the  kind  of  women  who 
tend  to  put  off  motherhood  until  their 
late  30s,  when  they're  only  52%  as  fe 
tile  as  at  20.  The  folks  at  PSC  say  the 
free  spot  fell  in  their  laps  when  a  writ 
heard  about  the  Fertility  Monitor  and 
wrote  it  into  the  script. 

Unfortunately  PSC  didn't  enjoy  a 
sales  spike.  The  Monitor  won't  go  on 
the  market  until  it  gets  approval  frorr 
the  Food  &  Drug  Administration,  ex- 
pected sometime  in  the  fall. 
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Virgin  Ears 

How  can  a  different  logo  make  a 

cell  phone  sound  better?  i  by  scott  woolley 


WHEN  ASKED  TO  NAME  THEIR  COUNTRY'S  HIGH- 
est-quality  cell  phone  network,  Brits  in  a  survey 
picked  Virgin  Mobile.  They  were  unaware,  evi 
dently,  that  the  network  didn't  exist. 

Such  is  the  magic  of  Richard  Branson's  Virgin  brand.  Slap 
Virgin's  logo  on  spiffy-looking  cell  phones  and,  presto,  people 
believe  he  controls  a  network.  In  fact  Branson  has  never 
acquired  a  license  or  built  a  tower.  Virgin  phones  send  calls  over 
the  same  network  as  One  2  One,  Britain's  fourth-largest  carrier 
(which  ranked  fourth  in  the  same  survey). 

Sometime  in  the  next  few  months.  Virgin  Mobile  will  open 
for  business  in  the  U.S.,  piggybacking  on  Sprint  PCS.  Branson 
hopes  to  sway  currently  cell-phone-less  15-to-30-year-olds  with 
furbelows  and  marketing  gimmicks  galore.  A  tie-in  with  Virgin 
Entertainment  Group  will  give  users  access  to  the  latest,  hippest 
songs.  Virgin  also  will  take  any  photograph  a  customer  sends  in 
and  imprint  the  image  onto  a  faceplate  for  the  user's  phone. 
If  that's  not  enough  to  attract  customers,  Branson  thinks 


Acacia 

RESEARCH 

iRPORATI 


Patent  Play 


Acacia's  growth  strategy:  Hire  more  lawyers  by  doug  donovan 


ANTITRUST  WATCHDOGS  ARE  BUSY 
checking  out  two  partnerships 
forged  by  m.ost  of  the  h\'^  media 
companies  that  plan  to  sell  new  >  ideo-on- 
demand  services.  But  the  two  partnerships, 
Movies.com  and  Movielink,  might  face  an 
even  bigger  obstacle  in  Acacia  Research,  a 


Newport  Beach,  Cahf.  outfit  that  owns 
patents  on  certain  technologies  that  enable 
digital  streaming  of  music  and  movies  over 
the  Internet  and  cable  television. 

"We're  doing  an  analysis  to  see  what 
companies  are  infringing  [on  Acacia's 
patents],  and  then  putting  together  a 


prepaid  phone  plans,  widely  used  in  Europe  but  rare  in  the 
will  attract  pubescent  subscribers.  Parents,  too — they  won't 
to  worry  about  limitless  bills. 

There's  one  problem  with  Branson's  ambitions,  and 
big  one.  Thanks  to  government  regulations  that  effective!), 
consolidation,  the  U.S.  wireless  market  has  more  operators 
it  needs.  The  resulting  price  wars,  combined  with  slowing 
scriber  growth,  have  pounded  cell  phone  operating  margin: 
surprise  that  the  stock  of  Virgin's  partner  Sprint  PCS  is  off 
in  the  past  two  months. 

But  don't  underestimate  the  Branson  novelty  effect.  Tl 
the  guy  who  launched  Virgin  Mobile  in  London  by  appej 
with  nude  models.  Maybe  Virgin  is  just  what  the  U.S.  wii 
business  needs. 


Suits  behind  the  suits:  Rob  Berman,  seci 
from  left,  and  his  legal  dream  team— Rot 
ick  Dorman,  Roy  Mankovitz  and  LeRoy  F 

strategy  to  license  our  patents  to  t 
companies,"  says  Robert  Berman,  p 
dent  of  Acacia's  Media  Technolc 
Group.  If  deals  can't  be  made,  Acac 
prepared  to  sue,  which  is  how  it  genei 
much  of  its  $25.6  million  in  revenue 
year.  Acacia  has  settled  lawsuits  anc 
deals  with  a  dozen  TV  manufacturer 
its  patents  on  television  v-chips. 

Sound  familiar?  In  the  early  20th 
tury  Motion  Picture  Patents  Co. 
immense  sway  in  the  film  business  ur 
was  busted  up  by  antitrust  lawyers, 
recently  Henry  Yuen  became  a  billioi 
in  part  by  suing  anyone  he  thoi 
infringed  on  the  patents  owned  b^ 
interactive  TV-guide  service,  Gemstar. 
only  did  Acacia  purloin  a  page  f 
Henry  Yuen's  patent  playbook,  it  also 
three  of  the  Gemstar  attorneys,  inclui 
Roy  I.  Mankovitz,  a  former  Gen- 
board  member  and  lead  in-house  col 
for  patent-licensing  strategy. 

Perhaps  Yuen  can  sue  Berman 
infringing  on  his  legal  ideas. 
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Accounting:  It's 
Not  just  a  job,  it's 
A  misdemeanor 

BY  JOANNE  GORDON 

IN  FEBRl'ARY  ACCOUNTING  FIRM 
PricewaterhouseCoopers  kicked  oft  a 
recruiting  campaign  to  make  the 
accounting  profession  appear  more 
"interesting"  to  college  students.  In  auN 
other  year  this  might  be  needed.  But 
accounting  has  gotten  plenty  interesting 
with  Arthur  Andersen's  Enron  problems. 
Here's  a  w  ant  ad  \  ou  ll  never  see. 


iS 


fetalis  at  ext.  2251     '  ''"'^'o^sprii.^ 


WANTED  ~  ■ 

accounting  profe^^inn        ^  schemer>  if  cn  fh. 


Insert  Foot 


When  dealing  with  rebellious  shareholders,  it's  best  to  keep  your  mouth  shut  by  tomas  kellner 


RIMIMBER  SOCIALLY  RESPONSIBLE 
iinesting?  This  is  the  stock-picking 
approach  in  \vhich  politiciil  correct- 
ness matters  «ilmost  more  th.ui  profits.  In 
ca.se  you  hadn't  noticed,  it's  a  booming 
business.  Since  l')')9  assets  invested  in 
"responsible "  porttolios  have  grown 
to  $601  billion.  The  iiiN^estment  niiuiagers, 
moreover,  are  no  longer  passive  players 
who  exhibit  their  displeasure  with  a 
naughts-  tobacco  or  \\'eapons  producer  by 
dumping  the  shares.  Instead,  they  mav 
wage  a  proxA  battle  to  m,ike  their  point. 

Some  700  prox)'  resolutions  address- 
ing social  and  corporate  governance 
issues  ha\e  been  filed  witli  companies  for 
their  2002  annual  meetings.  Maiiy  are 
fikxl  bv  gadflies  like  environment;ilists  or 
anim,\l  defenders.  But  son\etiines  a  signif- 
icant shareholder  is  the  instigator.  EMC 
Corp.,  the  Hopkinton,  Ntass.  informa- 
tion-storage company,  is  finding  that  out. 

Walden  .\sset  Management,  a  Boston 
mone\-  manager  that  runs  $1.2  billion  in 
"socially  screened  assets,"  is  on  the 
w-arpath.  EMC's  sin:  an  all-w^ite,  all-male 
bo,uxi.  In  earl\-  2tX)l  W^ilden  and  a  score 
of  other  in\  estors,  which  together  owned 
0.1%  of  EMC  stock,  implored  the  com- 


pany to  diversitA-  its  board,  a  plea  com- 
pany ofticials  said  they'd  consider. 

When  nothing  happened  by  Novem- 
ber, W  alden  and  other  investors  tiled  three 
shareholder  resolutions  in  an  effort  to 
push  a  \t)te  on  the  issue  at  E.MC's  share- 
holder meeting  in  May.  "Filing  a  resolu- 
tion is  the  last  card  w^  play,"  sa^-s  Stefanie 
Haug,  whose  title  at  Walden  is  socially 
responsi\  e  investment  officer.  "W'e  alwa\-s 
trv  to  collaborate. " 


EMC  fought  back.  In  1 
cember  the  company  filet 
300-page  tome  with  the  Sea 
ties  &  Exchange  Commissioi 
keep  the  resolutions  off 
prox'v,  claiming  the  boiird 
plent)'  diverse,  since  its  direct 
"range  in  age  from  43  to 
and  hold  positions  "acros 
number  of  industries."  It  \m 
on  to  say  that  efforts  to  mak^ 
board  race-  and  gender-di\  ti 
"may  aiuse  the  comp^my  to  j] 
o\'er  an  available  male  candicj 
with  outstanding  experie( 
[and]  select  a  less  qualified 
male  or  minority  candidal 
EMC  iUso  pointed  out  that 
bocU-d  used  to  ha\-e  a  temale  member.  I 
tbrtunateh;  it  failed  to  mention  that  shi 
the  wite  of  LMC's  tbunder,  Richard  Egai 
The  dissidents  jumped  all  ox  er  EM 
jvtition,  calling  the  statements  a  "disturb 
definition  of  diversit)  ."  .\n  E.MC  s{X>kesni 
insists  the  company  is  open  to  di\  ersitx; 
that  the  actiWsts  are  "interested  in  findir 
company  that  they  can  make  a  public  sp 
tade  out  of.  That's  how  they  operate. " 
No  word  vet  fivm  the  SEC, 
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Aren't  there  enough  things  to  worry  about  losing  besides  money? 

Tie  things  are  beyond  your  control.  The  trick  is  to  focus  on  what  isn't.  Like  your  financial 
ll-being.  That's  why  Neuberger  Barman  provides  a  wide  range  of  wealth  management  and  trust 
vices  designed  to  protect  and  enhance  your  hard-earned  money.  All  from  a  national  company 
t's  small  enough  to  give  customized  service  and  personal  attention,  yet  big  enough  to  offer 
tertise  on  asset  allocation,  tax  planning,  trust  services  and  investment  products.  So  if  you  have 
least  $2  million  of  investable  assets,  we  can  develop  a  plan  to  help  you  sustain  your  current 
style.  That  way  money  won't  be  something  you  only  reminisce  about.  For  a  complimentary 
>chure  on  trusts  and  wealth  management,  or  to  learn  more,  call  866.988.5473  or  visit  nb.com. 


tD]  nb.com 


NEUBERGER  BERMAN! 


Trust  Company,  N.A. 

J  ©2001.  Neuberger  Berman,  LLC.  Al!  rights  reserved.  7/01. 
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WHEN  CATHY  SCHENKER 
took  her  2-month-old  son, 
Andrew,  to  see  his  Wash- 
ington, D.C.  pediatrician,  she  ran 
into  a  surprisingly  common  prob- 
lem: The  doctor  was  out  of  a  vac- 
cine normally  given  at  that  age. 
"They  said,  'Sorry,  but  there's  a  na- 
tionwide shortage,  and  so  we're 
waiting  for  the  supply,' "  says  the  as- 
tonished new  mom. 

hicredibly,  in  a  rich  country 
spending  13%  of  its  gross  domestic 
product  on  health  care,  there's  a 
shortage  of  vaccines  to  protect 
against  a  host  of  serious  and  once- 
common  diseases,  including  tetanus, 
diphtheria,  whooping  cough, 
measles,  mumps  and  chicken  pox. 
"We  have  had  a  great  deal  of  diffi- 
culty being  able  to  ensure  supply  for 
all  our  chOdren,"  says  Dr.  Suzanne 
Westman,  a  federal  vaccine  specialist 
now  wt)rking  as  a  public  heath  ad- 
viser to  the  state  of  New  Mexico. 

Predictably,  members  of  Con- 
gress are  demanding  tougher  reg- 
ulation and  an  investigation  by  the 
General  Accounting  Office.  But  who 
needs  an  investigation?  All  you  need  to 
know  is  that  federal  and  state  govern- 
ments combined  buy  more  than  half  of 
the  country's  childhood  vaccines,  and 
that  payments  are  stingy. 

The  government  pays  vaccinemakers 
just  60%  of  the  market  price  for  the  com- 
bination diphtheria,  tetanus  and  whoop- 
ing cough  vaccine  (DTaP,  the  updated 
"acellular"  version  of  the  old  DTP).  For  the 
combination  vaccine  covering  measles, 
mumps  and  rubella  (MMR),  it  pays  55%  of 
the  market  price.  For  some  other  vaccines 
the  government  pays  as  little  as  38%. 


Duh! 

The  government  cut  the  price  of 
vaccines.  Now  it's  hard  to  find  them. 

BY  IRA  CARNAHAN 


Result:  Few  drug  companies  want  to 
participate.  During  2001  the  number  of 
commercial  makers  of  DTaP  dropped  from 
four  to  two,  while  the  number  of  tetanus 
vaccine  manufacturers  dropped  from  two 
to  one.  The  MMR  vaccine  is  also  down  to  a 
single  maker.  Overall,  the  number  of  vac- 
cine manufacturers  has  dropped  from  37 
in  the  mid-1960s  to  just  4  major  makers 
today,  with  only  2  headquartered  in  the  U.S. 

"They've  pretty  much  taken  the  money 
out  of  the  vaccine  market,  at  least  for  most 
categories  of  vaccines,"  says  John  Calfee, 
an  economist  at  the  American  Enter 
prise  Institute.  "They  are  produced 


GOING  FOR  THE  GREEN 


Tiger  Woods 


on  very,  very  thin  profit  margins." 

How  did  the  vaccine  market  get  toi| 
such  a  mess?  In  the  1970s  and  1980s 
open-ended  threat  of  tort  suits  scared  phi 
maceutical  companies  out  of  vaccine  mil 
ufacture.  Congress  responded  in  1986 
setting  up  a  system  of  no-fault  compenl 
tion  for  people  injured  by  childhood  \" 
cines.  Having  solved  the  liability  probkl 
legislators  moved  on  to  put  the  governml 
more  deeply  into  the  market.  Now,  in 
states,  the  government  provides  free  \' 
cines  to  every  child,  no  matter  how  weal  | 
or  how  well  insured  his  parents  are. 

With  profit  margins  slim  it  makes  sc  | 
for  the  few  remaining  producers  to  \\ 
their  capital  budgets  with  an  eyedropJ 
They  have  just  enough  production  capall 
ity  and  inventory  to  meet  demand,  if  evel 
thing  goes  without  a  hitch.  In  a  process 
complex  as  manufacturing  vaccines  it  rail 
does;  the  predictable  result  is  shortages  ;  l 
quality  problems.  Adding  to  the  diffictl 
is  a  1999  decision  to  stop  using  a  mercul 
based  preservative  known  as  thimerosall 

The  shortages  aren't  limited  to  vacci 
for  kids.  About  75  million  adults  seek  vaol 
nation  against  flu  each  year,  including  nl 
lions  of  old  people,  who  face  serious  rl 
from  flu-related  complications.Yet  suppj 
were  delayed  last  fall,  for  the  second  yeail 
a  row.  It's  no  coincidence  that  local,  scl 
and  federal  governments  buy,  either  direJ 
or  through  Medicare  reimbursement,  an 
timated  three-fourths  of  flu  vaccine. 

The  National  Academies'  Institute! 
Medicine  has  a  grand  idea  for  solving 
problem:  a  government-run  National  V 
cine  Authority  that  would  oversee  the 
dustry  and  even  produce  its  own  vaccinj 
Now  that's  a  great  way  to  draw  rl 
manufacturers  into  an  alrec| 
:arv  business. 


began  making  over  $50  million  annually  three  years  ago  endorsing 
products  like  Buicks  and  Rolex  watches.  He's  one  year  into  a  five-year 
contract  that  could  net  him  as  much  as  an  additional  $9  million  a  year  for 
anchoring  a  series  of  golf  trading  cards.  Richard  McWilliam,  founder  of  card- 
maker  Upper  Deck,  hopes  golf  fans  who  grew  up  with  the  advertising  bro- 
mide "I  am  Tiger  Woods"  will  buy  $35  million  worth  of  the  cards  this  year 
Players  like  Sergio  Garcia  and  David  Duval  should  help  keep  the  cards  from  becoming 
a  one-Tiger  pony,  but  will  anybody  be  saying  "I  am  Jasper  Parnevik?   —Daniel  Kruger 
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percentage  of  our  business 

that  comes  from  repeat  customers 


'hink  our  numbers  are  impressive,  wait  until  you  see  what  we  can  do  for  yours. 

ow  almost  all  industry  leaders,  including  most  of  the  world's  largest  consumer  product  companies,  rely  on  Active  International 
eir  underperforming  assets  into  financial  opportunities'  Corporate  trade  is  big  business.  And  it  could  be  your  chance  to 
)p  value  from  an  impaired  asset  and  use  it  to  pay  for  goods  and  services  -^■^^^■^ 
other  corporate  expenses,  cost-of-sale  and  capital  expenditures.  Find  out  *    ^  T    I   \/  C!  ^'^"^'SS^^^i 

tive     can     do     for     you.     Call     Michael     Lake     at     800-44-TRADE         ^ *  V»    I     I    V  tl 
?33)  Welcome  to  the  Surprising  World  of  Corporate  Trade.       I  N  T  E  R  N  A  T  I  C)  N  A 
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Playing  at  the  Wrong  Court 

The  Inleinal  Revenue  Service  says  Boslon  Celtics  player  Eric 
Williams  filed  his  1996  federal  tax  return  nearly  a  year  late,  took 
improper  deductions  and  didn't  include  $139,000  of  income 
from  sources  like  Nike  and  the  National  Basketball  Players  Asso- 
ciation. In  a  U.S.  Tax  Court  filing,  Williams,  29,  is  fighting  an  IRS 
demand  for  $11 5,637  in  back  taxes,  interest  and  penalties  for 
negligence  and  inaccuracy.  He  argues  the  feds  erred.  The  IRS  fig- 
ures that  Williams'  taxable  income  in  his  first  full  tax  year  as  a 
pro  was  really  $958,000.  —Janet  Novack  and  W.P.B. 

Call  It  the  Arthur  Andersen  Effect 

As  if  Arthur  Andersen's  relationship  with  Enron 
hasn't  shown  this  already,  a  new  academic  study  says 
public  companies  buying  lots  of  consulting  services 
from  their  auditors  are  more  likely  to  report  dubious 
earnings.  Professors  Richard  Frankel  of  MIT,  Marilyn 
Johnson  of  Michigan  State  and  Karen  Nelson  of 
Stanford  say  that  such  relationships  increase  a  com- 
pany's odds  otmeeting  or  just  beating  analysts'  earn- 
ings estimates  by  8%.  But  when  word  gets  out  about 
the  fees,  the  stock  price  takes  a  hit.  The  profs  say  in- 
vestors fear  poorly  done  audits.     — Ira  Carnahan 

See  No  Axis 

Despite  a  recent  visit  by  President  Bush,  don't  expect 
Japan  to  be  fighting  against  his  Iraq-Iran-North  Korea 
"axis  of  evil."  The  Japanese  government  is  about  to 
spend  an  estimated  $100  billion  bailing  out  "credit 
cooperatives,"  lightly  ro  juUned  banks  that,  among 
other  things,  are  said  to  hel^.)  send  gambling,  counter- 


feiting and  drug  proceeds  to  North  Korea  f 
Japan's  350,000-person  underprivileged  Koi 
community.  A  mob  source  tells  FORBES  Ji 
nese  politicians  have  taken  $8  billion  to  \ooV 
other  way.  — Benjamin  Ful 

Too  Much  Fun  in  the  Sun 

A  securities  arbitration  panel  says  promii 
discount  brokerage  Muriel  Siebert  &  Co.  ' 
nificantly  failed"  to  supervise  its  Florida  op 
tions  and  committed  "numerous  violations 
rules.  The  rare  explicit  findings  came  after  1 
York-based  Siebert,  which  had  paid  $232, 5C 
a  couple  who  claimed  their  broker  pedc 
unauthorized  options,  tried  to  recoup 
money  from  the  by-then  ex-broker.  But 
panel  gave  Siebert  only  $40,000,  in  effect  h 
ing  that  gaps  in  the  firm's  broker-monito 
system  worsened  the  damage.  Boss  Ml 
Siebert  blames  "our  first  rogue  broker  it 
years,"  but  says  she  has  strengthened  procedures.      — W. 

How  Bill  Gates  Stays  Number  One 

Music  industry  sources  say  Microsoft,  seeking  entertainn 
content  to  drive  its  online  services,  has  been  pondering  a  bi 
buy  EMI  Music  Group.  That's  the  British  record  giant  whose 
alog  includes  the  Rolling  Stones,  Janet  Jackson,  the  Beatles 
Frank  Sinatra.  EMI  became  available  when  antitrust  regula 
nixed  a  merger  with  Warner  Music  Group.  Since  January  ] 
EMl's  market  value  has  fallen  60%  to  $3.5  billion,  a  temp 
target  for  buyers  with  large  bank  accounts.         — Brett  Pi 


Think  that  the  recent  market  turmoil  has  dramatically  toughened  the  resol 
of  securities  analysts  to  make  gutsy,  unambiguous  recommendations  to  si 


a  company's  stock?  Think  again. 


—Victoria  Mur\ 


BROKERAGE 

TOTAL 
CALLS 

NUMBER 

OF  "SELLS " 

NONSELL  CALLS 
AS  %  OF  TOTAL 

Bear  Stearns 

1,147 

14 

98.8% 

Credit  Suisse  First  Boston 

1,421 

11 

99.2 

Goldman  Sachs 

1,304 

21 

98.4 

J.P.  Morgan 

1,085  ' 

10 

99.1 

Merrill  Lynch 

2,011 

54 

97.3 

Morgan  Stanley  DW 

1,130 

8 

99.3 

Prudential 

504 

24 

95.2 

Raymond  James 

494 

5 

99.0 

Salomon  Smith  Barney 

1,460 

29 

98.0 

Lehman  Brothers 

1,126 

12 

98.9 

UBS  Warburg 

1,003 

9 

99.1 

Data  as  of  Jan.  31,  2002.  Source:  Zacks  Investment  Research. 
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How  do  you  get  daily  updates 
on  your  business  health? 

Give  employees 
well-defined  objectives? 


And  respond  quickly  to 
changing  market  conditions? 


SAS'  is  all  you  need  to  know. 


Only  SAS  provides  you  with  a  total  enterprise 
view  for  aligning  HR,  finance  and  other  business 
units  to  meet  strategic  goals.  So  you  can  keep 
stakeholders  happy,  employees  productive  and 
competitors  on  the  defensive.  To  fmd  out  how 
leading  companies  are  reaping  the  rewards  of 
SAS  enterprise  intelligence  sofh^^are,  call  toll  free 
1  866  270  5722  or  visit  www.sas.com/enterprise 


OUTFRONT 

Fnllnw-Through 

EDITED  BY  SUSAN  ADAMS 
NOVEMBER  13,  2000 

Credit  Due 

Affinity  credit  card  issuer  MBNA  was  showing  signs  of  strain 
16  months  ago.  Its  high-income  customer  base  was  getting 
more  expensive  to  generate.  In  a  recession,  we  predicted, 
defaults  would  put  a  dent  in  MBNA's  thin  receivables  cushion. 
But  the  Wilmington,  Del.  company's  low-risk  borrowers  are 
helping  it  weather  the  weak  economy  better  than  most  cred- 
itors. It  wrote  off  only  4.7%  of  its  loans  in  2001,  compared 
with  an  industry  average  of  6.9%.  Though  we  doubted  MBNA 
could  maintain  its  25%  average  yearly  earnings-growth  rate, 
it  recently  announced  it  had  profits  of  $1.7  billion  in  2001 — 
a  25%  increase  over  the  previous  year.  — S.A. 


Holding  on  to  profits  in  a  tough  economy:  MBNA  President  Charles  Cav 


Ji;i.V  ?K  t999 

Plea  for  "Con  Juan" 

Three  years  ago  FORBES  exposed  Enrique 
Perusquia,  the  suave  former  PaineWebber 
broker  who  defrauded  clients  out  of  more 
than  $68  million,  .\fter  prolonged  negotia- 
tions with  the  feds,  in  February  he  pleaded 
guilty  to  two  counts  of  fraud  and  agreed  to 
cooperate  in  further  investigations. 
Perusquia  faces  up  to  six-and-a-half  years 
in  prison.  Dubbed  "Con  Juan"  by  the 
tabloid  New  York  Post,  between  1992  and 
1998  he  funneled  tens  of  millions  of  dol- 
lars from  his  wealthy  Mexican  clients  into 
shady  Canadian  gold  stocks  in  exchange 
for  $1.3  million  in  kickbacks.  PaineWeb- 
ber settled  with  some  of  Perusquia's 
clients  for  an  amount  estimated  to  be  in 
the  high  eight  figures.  — Daniel  Fisher 


We're  All  Indebted 

A  year  ago  we  predicted  that  Clark 
McLeod's  telecom  startup,  McLeodUSA, 
would  flourish  amid  the  industry  wreck- 
age. McLeod's  phone  book  business  was 
generating  plenty  of  cash  and  fueling 
acquisitions  of  other  regional  local- 
phone-service  providers.  Bui,  crippled  by 
a  huge  debt  load  and  faci;;,-:  slumping 
demand  for  telecom  services,  the  Cedar 
Rapids,  Iowa-based  compj  ;-^  put  its 
phone  book  division  on  the  hh  ck  m;  Jan- 


uary and  then  filed  for  Chapter  1 1  bank- 
ruptcy protection.  McLeodUSA's  stock 
had  imploded,  from  $13  when  our  story 
ran  to  18  cents  a  share  when  Nasdaq 
halted  trading  in  late  January.  Share- 
holder suits  are  starting  to  pile  on.  — S.A. 

SEPTEMBER  17.  2001 

Down  on  the  Pharm 

FORBES  sounded  an  early  warning  about 
Irish  drugmaker  Elan's  accounting  prac- 

.  Flashbacks  


tices.  We  said  the  Dublin-based  compai 
many  joint  ventures  inflated  finan 
results  by  reclaiming  investments  as  lice 
ing  fees.  The  stock  price  has  collap 
from  $53  when  our  story  ran  to  a  ret 
$14.  The  Securities  &  Exchange  Comr 
sion  is  investigating  Elan's  accounting ; 
lawyers  have  filed  more  than  a  do 
shareholder  suits.  Moody's  downgra 
Elan's  debt  to  just  above  junk  bond  sta 
A  spokesman  has  said  Elan's  account 
will  withstand  scrutiny. 


9  YEARS  AGO  IN  FORBES/MAY  24,  1993 

Enron's  Hidden  Risks  On  Wall  Street 

and  in  the  oil  patch.  Ken  Lay's  Enron  Corp.  has  been  a 
smashing  success.  But  overlooked  in  this  euphoria  are 
some  big  risks  Lay  is  taking  as  he  pushes  Enron's  profits 
up  so  fast. 

Lay  and  his  protege,  Enron  Gas  Services  Group 
Chairman  Jeffrey  Skilling,  have  adopted  some  very 
aggressive  accounting  practices.  In  1991  Enron  became 
the  first  and  only  nonfinancial  public  company  to  adopt 
mark-to-market  accounting  principles.  For  Enron,  this 
means  it  books  the  discounted  present  value  of  future  profits  from  fixed-price  gas  c 
tracts  as  soon  as  the  contracts  are  signed. 

What's  wrong  with  this  mark-to-market  accounting?  Nothing— as  long  as  not! 
major  happens  to  impair  the  value  of  the  contracts.  But  if  something  unpleasant  does  1 
pen,  thi ;!  Enron  would  be  forced  to  book  losses  as  it  wrote  down  the  contracts. 

AT  ';■;;]  risk  involvcs  Enron's  ability  to  keep  signing  more  and  more  new  contn 
yeaf  ,-r.  Explains  Jake  Ulrich,  senior  vice  president  of  Enron's  biggest  rival,  i 

billioi  !  .  ,  .  ;  '  ■  Natural  Gas  Clearinghouse:  "If  you  accelerate  your  income,  then  you  hav 
keep  C  O:  .-  v-jrs  and  more  deals  to  show  the  same  or  rising  income." 
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Chapter  6  Managing  Taxes 


How  a  couple  of  investors 

avoided  being  bitten  by  taxes 

by  choosing  a  fund  that  knew  how  to  hold  still. 


^4ien  comparing  mutual  fund  tax  advantages,  how  a  fund 
is  managed  can  make  a  big  difference.  What  should  you 
watch  for?  A  high  turnover  rate. 

Aggressively  managed  funds  that  are  constantly  adjusting 
their  positions  turn  over  a  lot.  And  all  that  turnover  can 
mean  higher  raxes. 

Tax-managed  funds,  on  the  other  hand,  stay  the  course 
to  keep  turnover  low.  Which  can  make  for  less  churning  in 
your  stomach  around  tax  time. 

If  smaller  bites  sound  better,  call  us  at  1-800-643-9998 
or  visit  us  at  Vanguard.com.™  We  can  help. 


1-800-643-9998 
www.  vanguard. com 


THj^fenguardGRoup 

Im'cst  ill  oiir  way  of  investino 


3rmation  including  nsks    h  ^^^^^'IRR^^^^^^^^^^^^^B 
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IntePs  Stephen  Saltzman  thinks  he's  looking  at  the  next  big  thing. 


The  Grea 


Bold  hackers  with  "junk"  spectrurr 


SKY  DAYTON  IS  ALWAYS  LOOK- 
ing  for  what's  next  in  tech.  In 
1994,  when  he  was  all  of  22, 
he  started  reselling  Internet 
access  leased  from  a  big 
backbone  operator  named 
Uunet.  The  company  he 
founded,  Earthlink,  still  thrives  today  as 
the  number  three  Internet  service  provider. 


His  3.2%  stake  is  worth  $42  million. 

Now  Dayton  is  eyeing  the  next  revo- 
lution, a  wireless  gold  rush  so  bold  and 
sweeping  that  it  inspires  rapture  in  even 
hardened  Silicon  Valley  veterans.  Best 
known  for  its  engineering  spec — 802.1 1 
("eight-oh-two-dot-eleven") — and  the 
nickname  Wi-fi  (for  wireless  fidelity),  it 
offers  lightning-fast  data  links  around  the 


home,  in  the  office  and  across  a  neigh 
hood  and  beyond. 

The  Wi-fi  wave  has  already  linke; 
an  estimated  10  million  laptops,  I 
handhelds  and  other  gadgets  in  1! 
dreds  of  small,  extremely  local  wir 
networks.  Some  of  these  are  comi 
cial — one  firm  put  them  in  several  1 
dred  Starbucks  coffee  shops.  Many 
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EarthLink  founder  Sky  Dayton,  now  at  Boingo,  couldn't  agree  more. 


Vi-Fi  Hope 

I  high  tech,  reaping  the  next  round  of  big  bucks.  BY  QUENTIN  HARDY 


:  "freenets,"  access  points  provided 
by  802.11  devotees  vs^ho  are,  in 
;e,  seeding  the  business.  Mesh 
h  of  these  networks  together  and 
ave  a  mini-Net  free  of  the  phone 
ible  monopolies  that  control  the 
nile"  of  wiring  into  your  house, 
why  802  threatens  them  the  most, 
lis  revolution  promises  to  offer  new 


things  we  didn't  even  know  we  wanted, 
from  instant  video  on  your  laptop  in  an 
airport  lounge  (10%  of  the  30  million 
laptops  sold  worldwide  in  2001  are  802- 
ready)  to  a  peek  through  every  TV  cam- 
era at  a  football  game.  Schools  and  hospi- 
tals can  build  their  own  networks, 
shipping  sound  and  video  across  the 
room  at  up  to  1 1  million  bits  per  second. 


196  times  as  fast  as  a  PC  modem. 

"This  is  the  next  frontier,"  says  Day- 
ton, who  in  late  2000  founded  a  new  firm, 
Boingo,  to  offer  802  access.  It  is,  in  short, 
just  what  the  depressed  denizens  of  Sili- 
con Valley  need  most.  The  Nasdaq  has 
begun  its  third  year  of  declines.  Some  $1 
trillion  in  value  has  vanished  in  telecom 
alone,  a  number  so  big  that  few  investors 
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WI-FI 


Subfcrlb«r 


SubKrIbar 


"St«d" 


802  110 
$02  lib 


BO2.II0 


:  Ndthborhood  Accni  Point 


802.11a 


$ub*<rlb«r 


Subscriber 


Neighborhood  Acceii  Point 


Metro  Acceft  Point 


Empire  jrfJheAiL 


^JL"  802.11a 

1^      9  «l 

"Seed"  <iih«/'fi» 

Subtcrlber  '>  ; 


802.1  lb  Subscriber 


Wi-fi  networks  start  with  a  fiber  or  other  speedy 
link  from  the  Net  to  the  'hood,  where  data  goes 
wireless.  The  first  "seed"  subscribers  afford  access 
to  others,  and  so  on.  The  cool  part:  The  network 
gets  faster,  cheaper  and  hardier  as  users  sign  up. 


C«bleTV 


Internet  Acccii         Wlreleit  LAN 


are  unscathed.  It  has  been  hard  to  find 
hope — until  now.  The  Wireless  Ethernet 
Compatibility  Alliance,  an  industry  group 
with  members  like  Intel  and  Cisco,  says 
that  worldwide  sales  of  Wi-fi  equipment 
will  reach  $5  billion  by  2005.  Sales  were 
$1.5  billion  last  year. 

The  Wi-fi  wave  arose  in  stealth  in  the 
past  few  years,  with  none  of  the  usual 
proclamations  by  industry  analysts  or 
promises  from  big  companies.  It  was  nur- 
tured by  thousands  of  programmers 
working  in  the  netherworld 
of  "junk"  spectrum,  a  nar- 
row stitch  of  free  bandwidth 
set  aside  by-  the  Federal 
Communications  Commis- 
sion for  things  like  microwave  ovens  and 
streetlamps. 

Cellular  service  typically  uses  a  central 
swath  of  spectrum  that  is  heavily  regu- 
lated and  highly  priced;  telecom  titans 
had  to  pay  billions  for  federal  licenses  and 
invest  billions  more  to  erect  their  net- 
works. The  802  spectrum,  by  contrast, 
comes  free  of  charge  and  is  largely  unreg- 
ulated by  the  FCC,  and  the  gear  costs 


thousands  of  dollars,  not  millions. 

That's  why  Wi-fi  is  catching  on  like  a 
prairie  fire.  Dozens  of  startups  are  work- 
ing on  the  building  blocks  that  will  let  this 
new  wave  proliferate.  Venture  capitalists 
see  a  spate  of  new  investment  prospects. 
Even  telecom  incumbents — the  fat  and 
unhappy  titans  vulnerable  to  an  802 
uprising — are  placing  bets  on  the  Wi-fi 
threat.  Intel  has  committed  several  hun- 
dred million  dollars  to  Wi-fi,  Sony  has 
plans  to  put  it  in  every  TV  set  and  PC  it 

"I  realized  it  would  take  in 
every  house,  every  business." 

sells  in  Japan  and  Microsoft  plans  a  fall 
debut  for  Mira,  a  wireless  computer  pad 
with  an  802  linkup  to  the  Web.  "This  is 
huge,"  says  Stephen  Saltzman,  a  senior 
director  at  Intel.  "It's  one  of  the  funda- 
mental technologies,  limited  only  by  peo- 
ple's creativity."  In  30  months  Intel  has 
slashed  Wi-fi  chip  prices  by  82%  and 
boosted  throughput  by  5,400% — better 
gains  than  it  scored  in  PC  chips. 


At  Boingo,  Sky  Dayton's  new  01  j 
engineers  are  helping  to  roll  out  dozer 
"hot  spots,"  uplink  points  in  neighl 
hoods,  airports,  hotels  and  coffee  sh  I 
tying  together  chaotic  freenets  and  tr 
tional  office  networks  to  form  giant  \ 
less  systems.  In  Boingo's  first  two  w 
of  operation,  Dayton  brought  on 
low-power  sites  spread  throughout 
U.S.  at  sites  like  New  York's  Four  Sea 
Hotel.  He  plans  to  encompass  5,000  ii 
network  by  year-end.  Boingo's  $25 
$75  monthly  package  incluc 
software  "sniffer"  that  ch 
the  air  for  nearby  hot  spots 
finds  one,  the  software  iden 
whether  it  is  a  freenet  o 
office  network  and  decides  whethei 
user  is  allowed  access.  If  the  access-p 
owner  has  affiliated  with  Boingo,  the 
is  instantly  connected,  and  the  own 
paid  a  fee.  Corporations  can  use  enc 
tion  and  firewalls  to  keep  strangers  o 
Dayton  started  Boingo  at  the  er 
2000,  after  he  put  an  access  point  l 
his  house  and  got  instant  broadb 
anywhere  at  home.  "The  moment  it 
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§TEEL  TECHNOLOGY  JUST  LEAPT 
SEVERAL  YftRDS  AH  EAD:?&: 


)ducing  Steelhead  ill  Metal  Woods  with 
tter  VFT '  face  in  the  driver  and  lower  center 
ravity  in  the  fairway  woods.  They  deliver 
e  distance  and  forgiveness,  taking  the 
ormance  of  steel  farther  than  ever  before  - 
:h  is  precisely  where  they'll  take  your  ball. 


G  O  L  F 


Enjoy  the  gartiC 


CallavV'ay.  Callaway  Golf,  Big  Bertha,  VFT,  Steelhead. 
.Steelhead  lll,and  Enjoy  tho  gam?-  nrc  trademarks  pf 
^  -'•  Callaway  Golf  Company. 


Wi-Fi 


on,  I  realized  it  would  take  in  every  house, 
every  business,"  he  recalls.  At  a  tech  con- 
ference in  Aspen,  Colo,  early  last  year 
Dayton  v^as  about  to  dial  in  to  EarthLink, 
but  turned  his  sniffer  on  for  a  lark.  To  his 
ama/ement  it  offered  four  different  net- 
works he  could  access  from  his  hotel 
room.  Turning  his  back  on  his  own  ISP, 
Davton  went  wireless.  Then  he  started 


■assigned  to  industrial,  scientific  and  med- 
ical uses.  In  the  "Standards"  of  the  Insti- 
tute of  Electrical  and  Electronics  Engi- 
neers, 802  is  the  subheading  number  for 
local  area  networks,  and  the  1 1  stands  for 
wireless;  802. II a, b  and  g describe  speeds 
(802. 11  a  runs  at  54  megabits  per  second, 
b  at  1 1  megabits  and  g  at  22). 

In  the  junk  world,  participants  need  fol- 


biggcr  players  like  Apple  Compu 
thought  802  was  an  ideal  place  for 
unglamorous  task  of  wirelessly  lash 
together  PCs  and  printers  in  office  r 
works.  These  boxes  could  send  data  uj. 
300  feet  from  one  to  another,  and 
hackers  working  on  802  soon  saw 
next  extension:  hopping  from  one  sitd 
another,  building  small-scale  wire! 


mimics  of  the  Internet, 

"In  five  years  any  public  space  will  have  a  hot  spot,"   -i  hout  having  to  pay 

government  huge  sui 


working  on  his  new  business. 

Harking  back  to  his  early  EarthLink 
days,  Dayton  expects  to  see  thousands  of 
providers  rise  up,  just  as  there  were  thou- 
sands of  local  ISPs.  "The  fragmentation  of 
this  network  is  immense,  but  you  can 
bring  it  together,"  he  says.  "In  five  years 
any  public  space  will  have  a  hot  spot." 

In  Seattle  30-year-old  Matt  J.  Wester- 
velt  has  spent  18  months  building  a  100- 
node  freenet  spanning  much  of  the  city. 
Westervelt  is  building  the  network  as  a 
hobby.  He  says  it's  an  extension  of  his 
work  as  a  systems  administrator  for  Real- 
Networks, and  that  he  doesn't  make 
money  fi-om  his  freenet.  There's  no  cost 
besides  the  devices;  a  Wi-fi  card  for  a  lap- 
top runs  about  $45  and  access  points  cost 
$130  to  $1,000.  Pay  for  one  high-speed 
connection  to  the  Internet,  and  cheap 
devices  share  the  access  and  dole  it  out  to 
hundreds  of  users  over  miles  of  turf. 

A  laptop  near  an  access  point  can 
wirelessly  ship  real-time  video  over  West- 
ervelt's  freenet.  Users  can  play  interactive 
videogames  or  lend  each  other  Internet 
access  at  up  to  8  million  bits  a  second, 
Westervelt  says;  it  will  be  faster  when  he 
fixes  the  bugs.  It's  still  143  times  as  fast  as 
a  PC  modem.  Westervelt  doesn't  know 
how  many  people  hook  up  to  the  net- 
work. Anyone  is  welcome,  and  he  lists  his 
hot  spots  on  the  Internet. 

True  to  the  best  of  high  tech,  802.1 1 
comes  from  a  labor  of  love,  carried  out  by 
unsung  heroes  who  wanted  to  build 
something  cool.  It's  the  same  impulse 
that  gave  us  the  Web  browser  and  the  PC 
and  the  Linux  computer  software  now 
featured  in  the  corporate  strategies  of  IBM 
and  Hewlett-Packard. 

The  phenomenon  began  in  1990, 
involving  a  slice  of  junk  spectrum 


low  only  a  few  rules.  Devices  must  be  low 
power  to  avoid  jamming  other  signals  and 
must  follow  the  agreed-upon  design  stan- 
dards of  802.1 1.  Intellectual  property  for 
the  spec  is  held  in  common.  Anyone  can 
innovate  so  long  as  they  respect  the  stan- 
dards and  keep  the  power  low  enough  to 
avoid  drowning  out  others. 

Engineers  at  several  startups  as  well  as 


for  spectrum  licenses. 

Best  of  all,  they  designed  the  syste 
to  send  bits  of  data  in  Internet-style  pa 
ets.  This  Internet  Protocol  appro; 
made  it  easy  for  office  techies  and  Ini 
net  designers  to  get  involved. 

Once  word  got  out  about  Wi-fi, 
hackers  flourished  on  college  campu. 
where  networks  get  less  supervision  tl 


A   WORD   FROM   THE  SUITS 


Does  3G  Add  Up? 

While  geeks  love  Wi-fi,  the  suits  prefer  3G.  All  six  national  wireless 
carriers  have  staked  their  futures  on  upgrading  their  networks  with 
"third  generation"  equipment  as  the  primary  way  of  providing  high- 
speed data  to  wireless  customers.  Verizon's  3G  network,  offering  average 
speeds  of  40  to  60  kilobits  per  second,  was  the  first  to  officially  go  live  in  se- 
lected cities  this  January. 

Backers  of  3G,  led  by  Qualcomm,  say  the  systems  can  send  data  so  effi- 
ciently that  sending  a  three-minute  song  to  a  user's  phone  will  cost  cell  compa- 
nies as  little  as  a  nickel.  (That's  based  on  the  transmission  costs  for  a  megabyte 
of  data  running  just  over  2  cents.)  Qualcomm  predicts  users  will  spend  up  to 
$40  a  month  to  download  several  hundred  megabytes  of  data. 

Skeptics  scoff  at  those  cost  estimates.  Data  take  up  so  much  room  on 
already  overcrowded  cell  networks  that  packing  on  high-speed  customers  risks 
either  pushing  bill-paying  voice  customers  off  or  making  their  already  poor  ser- 
vice intolerable.  Alan  Kolnik,  a  partner  at  PA  Consulting  who  has  studied  3G  net- 
work performance,  says  new  data  show  the  problem  is  worse  than  initially  imag- 
ined. In  theory,  one  user  downloading  data  at  144  kilobits  a  second  uses  just  over 
ten  times  the  capacity  of  a  voice  call,  he  says.  In  practice,  as  more  data  users 
join,  the  capacity  required  to  support  them.can  grow  disproportionately.  "From 
an  economic  point  of  view,  that  is  absolutely  catastrophic,"  says  Kolnik. 

A  few  maverick  wireless  providers  have  decided  not  to  bother  with  3G,  for 
now.  "I  can't  find  anyone  in  the  marketplace  who  has  a  sound  business  plan  for 
high-speed  data  access  today,"  says  Harvey  White,  chief  executive  of  Leap  Wire- 
less International,  the  tenth-biggest  carrier 

But  the  big  carriers,  whose  stocks  are  down  between  30%  and  70%  in  the 
last  few  months,  are  desperate  for  new  growth.  If  Wi-fi  networks  prove  to  be  ef- 
fective rivals,  or  if  carriers  merely  use  3G  to  keep  up  with  growing  demand  for 
voice  minutes,  those  stocks  won't  recover  quickly.  —Scott  Woolley 
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Looking  to  navigate  the 
municipal  bond  market? 
Prudential  Financial  can  help. 

Municipal  bonds  have  mucli  to  offer  your  portfolio.  Attractive  yields. 
Relative  stability.  Income  free  from  federal  taxes!  But  with  tens  of  thousands 
of  municipal  bond  issues  available,  choosing  the  right  bonds  for  your 
portfolio  can  be  a  complex  challenge.  Prudential  Financial  can  help 
you  create  a  smart  strategy  to  put  municipal  bonds  to  work  for  you. 


Why  should  I  consider  municipal  bonds 
now?  Municipal  bond  yields  may  look 
attractive  compared  to  U.S.  Ti-easuries 
and  corporate  bonds  on  an  after-tax  basis. 
The  income  you  earn  is  federally  tax-free, 
and  in  some  cases,  exempt  from  state  taxes 
as  well,  which  can  make  them  a  smart 
choice  for  the  tax-sawy  investor. 

How  much  of  my  portfolio  should  I 
allocate  to  municipal  bonds?  A  Prudential 
Financial  professional  can  help  you  decide. 
Municipal  bonds  are  generally  less  volatile 
than  stock.s— which  means  they  can  provide 
an  impor1;ant  tool  for  diversification.  We'll 
review  your  financial  goals,  time  horizon  and 
risk  tolerance  to  help  you  figure  out  where 
munis  fit  in  your  overall  asset  allocation. 


Which  municipal  bonds  should  I  choose? 

With  so  many  issuers  to  choose  from,  and  no 
central  exchange,  making  a  smart  selection  can 
be  daunting.  Prudential  Financial's  award-winning 
research  team  provides  sophisticated  credit  analysis 
to  help  you  pinpoint  the  best  prospects.  We'll  help 
you  choose  a  mix  of  securities  and  ladder  their 
maturities  to  seek  a  steady  stream  of  income. 

Is  a  municipal  bond  fund  the  way  to  go? 

Adding  bond  funds  to  your  portfolio  can  give  you 
instant  diversification  in  the  bond  asset  class.  Plus, 
they  can  be  more  liquid  than  an  individual  bond. 
Prudential  Financial  offers  a  wide  range  of 
municipal  bond  funds  to  meet  your  financial  goals. 

Talk  to  a  Prudential  Financial  professional 
today  to  learn  how  muni(;ipal  bonds  can 
benefit  your  portfolio. 
1-800-THE-ROCK  ext.  9255 
prudential.com 


Prudential  (M  Financial 

Crowing  and  Protecting  Your  Wealth* 


icioi  is  a  service  mark  of  The  Prudential  Insuronce  Compony  of  America,  Newark,  NJ  ond  its  affiliates.  Securities  products  ond  services  are  offered  through  Pruco  Securities  Corporation,  751  Broad  Street,  Newark,  NJ 
idential  Securities  Incorporated,  1 99  Water  Street,  New  York,  NY  1 0292  (members  SIPC) .  Both  are  Prudential  companies.  For  more  information  about  the  different  mutual  funds,  including  charges  and  expenses,  pleose 
dential  professional  for  o  current  prospectus.  Read  the  prospectus  carefully  before  you  invest  or  send  money.  Neither  Prudential  nor  its  companies  or  financial  professionals  are  tax  advisors.  "Income  is  generally  free  from 
d  state  taxes  for  residents  of  the  issuing  state.  While  the  interest  income  is  tax-free,  copitol  gains,  if  any,  will  be  subject  to  toxes.  Inam  for  some  investors  may  be  subject  to  the  Federal  Alternative  Minimum  Tax  (AMT). 


suspension  pulls  you  through  with  razor-sharp  precision.  And,  of  course,  it's  a  sporty  interior  with  deeply 
;  leather-trimmed  seats  plus  an  available  Satellite-Linked  Navigation  System'"  and  OnStar"  service.  Sure 
eo  games,  huh?  For  more  information,  call  1-800-TO-Acura  or  visit  acura.com.  ®ACURA 
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they  do  in  corporations.  Though  802  was 
an  oddity  just  two  years  ago,  many  col- 
leges now  consider  freenets  a  necessary 
recruiting  tool,  since  they  can  offer  kids 
high-speed  Net  connections  in  every 
dorm  room.  Companies  were  slow  to  use 
free  spectrum,  concerned  about  security 
holes.  Most  of  the  authentication  and 
encryption  problems  have  since  been 
solved  by  top  minds  in  the  tech  world, 
including  former  Cisco  Systems  chief 
technology  officer  Judith  Estrin. 

A  decade  later  scores  of  802  networks 
are  up  and  running,  from  New  York  to 
Tulsa,  plus  hundreds  ot  sites  overseas. 
Users  everywhere  get  fast  hiternet  access 
when  individuals  and  institutions  donate 
a  tiny  number  of  paid-up  high-speed 
lines  that  can  serve  as  the  final  connection 
point  for  hundreds  of  wireless  users. 

"We  thought  nothing  would  happen 


began  life  inside  NCR  Corp.,  a  company 
purchased  by  AT&T.  For  all  these  changes, 
the  common  standard  boosted  "competi- 
tion and  lowered  prices.  Two  years  ago 
Agere's  8.02. 11  card  for  personal  comput- 
ers cost  $695;  now  it's  under  $100. 

Proxim,  a  maker  of  office  networking 
products,  diversified  into  802.1 1  in  2000. 
In  the  fourth  quarter  of  2001  sales  of 
802.11b  equipment  accounted  for  more 
than  50%  of  its  $89  million  in  revenue. 
Gear  for  802.11a  started  shipping  last 
September  and  by  December  drove  30% 
of  revenue.  The  move  probably  saved 
Proxim,  since  the  telecom  collapse  has 
killed  demand  from  its  usual  customers. 
Proxim's  latest  free-spectrum  gear,  using 
three  different  standards  in  one  box,  costs 
$875  and  can  be  installed  in  a  day. 

Flexible  design  and  declining  cost  will 
help  Wi-fi  webs  extend  their  reach;  some 


dards,  with  names  like  Bluetooth  ar 
Home  RF,  haven't  matched  the  success 
802. 1 1 .  Still  others,  like  Wireless  1 394  ai 
Ultra-Wide-Band  or  Pulse  Radio  (whe 
do  they  get  these  great  names?)  a| 
untested. 

Wi-fi  may  even  seem  reminiscent 
the  broadband  dream  that  gull 
investors  in  overambitious  fiber  ai\ 
fixed-wireless  providers.  But  thcj 
entrants  crashed  when  they  lost  sight 
the  cost  and  difficulty  of  hooking  th' 
nationwide  networks  up  the  last  mile  ir 
a  home  or  office.  Wi-fi  handles  the  1; 
mile,  with  important  reductions  in  capi 
costs  and  hype. 

And  though  phone  and  cable  fin 
could  be  hurt  worst  by  Wi-fi,  they 
cozying  up  to  the  movement.  Proxim 
gear  in  trials  at  SBC,  Time  Warner  Te 
com  and  Comcast.  Sprint  PCS 


"Cellularj^iDmpanies  don't  itmovate^hey  just  buy  more  spectrum. 


on  the  junk  spectrum  because  everyone 
would  crowd  each  other  out,"  says  former 
FCC  attorney  Kevin  Werbach,  who  now 
runs  Edventure  Holdings,  a  consulting 
and  publishing  firm.  "People  built  smart 
devices  that  used  space  more  efficiently." 

Constraints  have  always  forced  inno- 
vation in  wireless.  Cellular  pioneer  Mar- 
tin Cooper,  who  has  built  networks  for 
Motorola  and  others  since  1954,  has  plot- 
ted the  growth  in  performance  since 
Marconi  first  developed  wireless  100 
years  ago.  "Cooper's  Law"  shows  a  dou- 
bling of  system  capacity  every  2.5 
years-from  Marconi's  first  on-air  talk  to 
a  capability  for  over  one  trillion  commu- 
nications worldwide,  from  cell  phones 
and  taxi  dispatches  to  weather  balloons. 
Big  technology  improvements  come 
"when  people  get  starved  for  spectrum," 
says  Cooper.  "Cellular  companies  don't 
innovate,  they  just  buy  more  spectrum." 

Some  of  the  startups  in  Wi-fi  have 
already  been  absorbed  by  larger  compa- 
nies, while  some  have  gained  importance 
as  other  companies  have  noticed  and 
partnered  with  Wi-fi  pioneers.  Cisco  Sys- 
tems got  its  802.1 1  technology  when  it 
purchased  Aironet  Wireless  Communica- 
tions in  2000.  The  802.11  technology  at 
Agere  Systems,  formerly  part  of  Lucent, 


are  even  linking  up  to  metropolitan  fiber 
networks.  SkyPilot  Network  aims  to 
transmit  data  to  and  from  neighborhood 
houses  at  up  to  1 1  megs  indoors  and  54 
megs  outside  by  adorning  rooftops  with 
access  points  that  will  send  data  into  the 
households  beneath  or  across  to  other 
homes.  A  small  housetop  computer 
routes  traffic,  much  the  way  data  is 
routed  globally  on  the  Internet. 

Once  a  few  buildings  are  networked, 
the  system  can  grow  out  in  an  almost 
organic  fashion,  gaining  durability  from 
the  larger  number  of  nodes  in  the  mesh. 
If  throughputs  slow  down  from  too 
much  use,  SkyPilot  simply  introduces 
another  gateway  on  another  roof 

Under  current  projections,  the 
rooftop  box  will  cost  about  $300,  the  ser- 
vice about  $45  a  month.  AOL  Time 
Warner,  looking  for  new  ways  to  sell  its 
high-speed  service,  is  an  investor  in  the 
firm.  SkyPilot  doesn't  go  commercial  for 
several  months,  but  residents  near  its 
Redwood  Shores,  Calif  base  have  already 
besieged  it  with  requests  for  service. 

Free  spectrum  may  be  a  wonder  but, 
as  a  business,  much  is  unproven.  The  sys- 
tems work  badly  if  they  are  poorly  net- 
worked or  overloaded.  Some  early  802. 1 1 
providers  are  already  gone.  Other  stan- 


invested  in  Boingo.  "We  looked  at  802 
a  year  ago  and  thought  we  could  ignort 
we  could  battle  it  or  we  could  get  o 
path  to  integration,"  says  Jay  Highle 
vice  president  at  Sprint  PCS.  He  s 
Sprint  will  sell  "connection  managers 
that  always  get  you  online  the  cheap 
way,  or  always  get  you  on  the  fastest  w 
Sounds  like  a  sniffer. 

In  January  VoiceStream,  the  U.S.  \ 
ture  of  Deutsche  Telecom,  bought  N 
bileStar,  a  defunct  provider  of  802  node 
hundreds  of  Starbucks  shops.  Mobile' 
went  bankrupt  when  it  couldn't  ban 
rollout  or  billing,  something  telcos  do  \^ 

Other  entrepreneurs  are  also  bett 
on  an  802.1 1  boom.  A  startup  called  \ 
Systems  is  designing  chips  that  use  801 
zap  TV  signals  to  your  computer,  or  e 
to  your  handheld  organizer.  Intel 
invested.  A  shop  named  TeleSym  enal 
Internet  phone  calls  from  a  perso 
organizer,  using  Wi-fi.  Metricom,  a  fi 
spectrum  pioneer  that  overbuilt  c 
crashed  (FORBES,  Feb.  18),  is  abou 
relaunch  service  at  $45  a  month,  ab 
half  its  old  cost.  Sky  Dayton  vows  Bo\ 
will  be  able  to  compete. 

Compete.  Now  there's  a  good  wor 
hear  again  in  high  tech,  where  "collaj 
has  been  heard  for  so  long. 
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Tom  McKillop  is  quietly 
turning  AstraZeneca 
from  a  one-hit  wonder 
into  the  world's 
anticancer  powerhouse. 

BY  ZINA  MOUKHEIBER 


Modesty 
Ablaze 


ASTRAZENECA  CHIEF  EXECUTIVE  THOMAS  MCKILLOP 
has  two  lessons  for  his  counterpart  Peter  Dolan,  chief 
of  Bristol-Myers  Squibb.  First,  refrain  from  hype.  Sec- 
ond, do  not  buy  into  hype.  In  September  Bristol- 
Myers  agreed  to  pay  a  hefty  $2  billion  to  license 
Erbitux,  a  colon  cancer  drug  wildly  promoted  by  its  creator,  the 
biotech  upstart  ImClone.  ImClone  had  made  a  big  splash  with 
Erbitux  at  a  prestigious  cancer  conference  in  May  200 1 .  But  in 


December  the  Food  &  Drug  Administration  refu 
even  to  review  the  trial  results,  prompting  Bris 
Myers  to  renegotiate  its  deal  with  ImClone. 

AstraZeneca,  the  world's  fourth-largest  phari 
ceutical  company,  barely  made  a  peep  at  that  Sc 
conference,  speaking  last  on  a  scientific  panel  abou 
lung  cancer  drug,  Iressa.  Says  McKillop:  "We  d( 
want  to  raise  hopes."  Indeed,  if  Iressa's  final  t 
results  are  good — and  AstraZeneca  plans  to  pre; 
them  in  May — McKillop  might  think  about  too 
his  horn. 

Erbitux's  rejection  thrust  Iressa  into  first  place  in  the  rao 
bring  to  market  a  new  class  of  cancer  drugs  that  disrupt  cell 
growth— without  the  wretched  side  effects  of  chemother 
Being  first  on  the  market  vastly  improves  a  drug's  odds  of  re; 
ing  blockbuster  status,  as  well  as  securing  a  place  of  honor  in 
annals  of  scientific  breakthroughs.  If  Iressa  wins  approva 
midyear,  it  wLU  become  the  first  targeted  treatment  for  lung 
cer,  the  leading  cancer  killer  in  the  U.S.,  afflicting  169,500 
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Both  can  prepare  you  for  the  back  9  of  life. 
But  only  one  can  tell  you  if  your  401(k)  is  on  the  right  course. 


Kei'in  Bucl{lei 
Meadow  Club  Golf  Pro 
Faiifax,  CA 


Mil{e  Brogliutn 
Schwab  Investment  Specialist 
Campbell,  CA 


401  (k)  Checkup.  Sure.  Some  people  prepare  for  retirement  by  having  an  expert  analyze  their  swing. 
But  if  you  ask  us,  a  better  way  is  by  having  one  analyze  your  retirement  account. 

With  Schwab's  401  (k)  Checkup,  you  can  talk  with  one  of  our  Investment  Specialists  and  we'll  review: 
•  Your  current  401  (k)  investments 

'  Potential  exposure  to  risk,  such  as  heavy  equity  or  sector  concentration 
-  How  to  reallocate  your  investments 

In  addition  to  evaluating  your  401  (k),  we  can  also  assess  how  it  fits  in  with  your  overall  portfolio 
strategy.  And  help  you  decide  if  an  independent  Investment  Advisor  is  right  for  you. 

Rest  assured,  our  Investment  Specialists  will  give  you  the  kind  of  advice  you'd  expect  from  Schwab: 

Expert  advice  that's  objective,  uncomplicated  and  not  driven  by  commission. 

In  fact,  we've  even  developed  a  guide  describing  the  four  things  every  retirement 
investor  should  know  called  "Managing  Your  401  (k)." 

The  point  is,  the  back  9  of  your  life  will  be  here  before  you  know  it.  We  can  help 
you  keep  your  401  (k)  out  of  the  rough. 

Call  us  to  speak  with  an  Investment  Specialist  about  your  401(k)  and  you'll 
also  receive  our  "Managing  Your  401(k)"  guide. 


Mflfiaging 

Yow-lOIfk) 


charies  SCHWAB 


1-800-739-5544 


schwab.com 


400  locations  nationwide 


Advisors  pay  a  lee  to  participate  in  AdvisorSource:'  a  referral  program  for  third-party  advisors.  U.S.  Trust  Corporation  (an  affiliate  of  Cfiarles  Scfiwab 
and  Co.,  Inc.)  participates  in  ttie  Scfiwab  AdvisorSource  program,  c  2002  Cfiarles  Sctiwab  &  Co..  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (0202-7255). 


ASTRAZENECA 


A  Homegrown  Pipeline^ 


In  the  past  three  decades  AstraZeneca  has  built  an  impressive  cancer-drug  business.  Nolvadex  (a.k.a.  tamoxifen)  ushered  in  a  new 
era  in  the  treatment  of  cancer.  Iressa  may  represent  a  new  breakthrough  in  targeted  cancer  therapy.  (Figures  below  show  sales  for  2001.) 


NOLVADEX 


ZOLADEX 


1973 
Breast  cancer 
$630  million 


1987 

Advanced  prostate 
cancer;  breast  cancer  in 
premenopausal  women 
$728  million 


CASODEX 


1995 

Advanced  prostate  cancer 
$569  million 


ARIMIDEX 


1995 

Advanced  breast  cancer  in 
postmenopausal  women 
$191  million 


NOLVADEX 


1998 

Lowers  risk  of  breast 
cancer  occurrence  in 
high-risk  women 


Discovering 
tomorrow's 
blockbuster  at 
AstraZeneca's 
oncology  lab  in 
Cheshire,  U.K. 


pie.  Three  out  of  five 
patients  die  within  a  year 
of  diagnosis.  Only  7% 
survive. 

But  Iressa  is  only  one 
in  a  slew  of  drugs  in  As- 
traZeneca's brimming 
pipeline  {see  time  line). 
Awaiting  the  FDA's  nod 
this  year  are  Crestor,  a  po- 
tent cholesterol  buster,  as 
well  as  permission  to 
more  broadly  promote 
Casodex,  its  prostate  can- 
cer drug,  and  Arimidex,  its 
breast  cancer  drug.  Within 
two  years  AstraZeneca's 
sales  of  cancer  fighters  should  top  $2.5  billion,  surpassing  current 
leader  Bristol-Myers,  which  will  likely  see  its  sales  drop  below  $2 
billion.  "Our  goal  is  to  become  the  number  one  cancer  com- 
pany," says  McKillop. 

Grabbing  the  leadership  role  would  vindicate  the  do-it- 
yourself  strategy  of  McKillop,  an  unpretentious  58-year-old 
Scotsman  who  showed  up  for  an  interview  at  a  hotel  bar  with  no 
handlers,  ordered  a  cheeseburger  and  chatted  up  the  waitress. 
McKillop  has  painstakingly  built  his  cancer  franchise  over  the 
past  three  decades  through  homegrown  research.  It's  the  key  dif- 
ference between  his  company  and  Bristol-Myers,  which  has 
licensed  most  of  its  cancer  drugs  from  the  government  or 
biotech  firms.  "We  know  them  from  the  cradle,"  says  Brent  Vose, 
head  of  oncology  at  AstraZeneca. 

The  bet  on  cancer  comes  at  a  pivotal  time  for  AstraZeneca, 
as  McKillop  tries  to  transform  the  company  from  a  one-hit 
wonder  to  a  broad-based  outfit  with  strong  cancer,  cardiovascu- 
lar and  neurology  franchises.  In  2001  it  derived  34%  of  its  rev- 
enue from  its  dyspepsia  medicine,  Prilosec  (omeprazole).  Once 
the  world's  bestselling  drug,  with  peak  sales  of  $6  billion  in  2000, 
PrUosec  went  off-patent  last  year.  Worldwide  sales  of  Prilosec 
slipped  7%,  as  AstraZeneca  reduced  inventories  in  advance  of 
releasing  an  improved  version  called  Nexium.  McKillop  is  suing 
to  block  generic  drugmakers  from  bringing  cheaper  versions  to 
market,  alleging  some  of  AstraZeneca's  patents  are  still  valid.  A 
New  York  judge  should  rule  later  this  year.  In  August 
AstraZeneca  will  lose  patent  rights  on  breast  cancer  drug 


FUTURE  DRUGS 

CASODEX 

Approval  pending  for 
early-stage  prostate  can 

 ARIMIDEX  


Approval  pending  for 
early-stage  breast  cane 

 LL-..^^  


Approval  pending  for 
lung  cancer. 
Clinical  trials  under  way 
prostate,  breast  and  oil- 
tumors 

 FASLQDEX  


Approval  pending  for 
advanced  breast  cane: 

 ZD6474 


In  early-stage  trials; 
stops  blood-vessel  grov 
in  tumors 


In  early-stage  trials 
chokes  off  a  tumor's  bic 
supply 


In  early-stage  trials; 
disrupts  cell  growth 


Nolvadex,  widely  known  by  its 
generic  name  tamoxifen.  Last  year 
it  brought  in  $630  million  in  sales. 
As  a  result  the  company's  revenue 
is  expected  to  fall  3.3%  this  year,  to 
$16  billion,  and  net  income  25%,  to 
$2.3  billion.  McKillop  has  little 
room  for  error.  At  $51  his  stock  trades  at  32  times  2002  ea 
ings,  compared  with  26  for  Pfizer  and  28  for  Eli  Lilly. 

Trained  as  a  chemist,  McKillop  has  earned  a  reputation 
pushing  the  frontiers  of  cancer  treatment.  He  was  spurrec 
large  part  by  his  father's  death  from  prostate  cancer.  ? 
researcher,  and  later  as  head  of  R&D  at  Zeneca  in  the  19 
(Zeneca  merged  with  the  Swedish  firm  Astra  in  1999),  his  \ 
was  to  develop  alternatives  to  the  poisonous  chemotheraj 
that  kill  both  good  and  bad  cells. 

Zeneca  had  established  its  oncology  business  with  the  1 
launch  of  Nolvadex,  the  first  targeted  treatment  for  breast  c 
cer.  It  blocked  estrogen  hormones  to  prevent  them  from  st 
ulating  the  growth  of  malignant  cells.  "It  had  a  profoi 
impact  [on  the  field  of  cancer],"  says  Ronald  Natale,  an  on 
ogist  at  Cedars-Sinai  Hospital  in  Los  Angeles.  McKillop  b 
on  that  knowledge  of  hormones  to  develop  Casodex 
Arimidex. 

Hunting  for  other  targets  in  the  early  1980s,  he  focused « 
protein  called  epidermal  growth  factor,  or  EGF,  then  a  hot  are 
research.  Like  a  key  in  a  lock,  EGF  binds  to  a  receptor  on  a  c 
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ASTRAZENECA 

surface,  sending  off  a  signal  to  the  cell  to  divide,  grow  and  die. 
Large  amounts  of  EGF,  as  much  as  10  to  100  times  the  normal 
production,  can  trigger  a  cell  to  grow  uncontrollably.  Directing 
a  team  of  50  scientists  at  Zeneca's  labs  in  Cheshire,  U.K., 
McKillop  collected  urine  samples  from  employees -to  isolate 
HGF  and  come  up  with  a  compound  that  could  effectively 
block  its  activity. 

McKillop  insisted  on  the  convenience  of  an  oral  drug,  but 
the  scientists  found  it  impossible  to  devise  a  pill  that  would 
block  EGF  from  binding  to  its  receptor.  A  pill's  small  molecules 
were  dwarfed  by  the  protein  ten  times  their  size.  The  alterna- 
tive was  to  develop  a  protein-based  drug,  like  Erbitux,  but  then 
patients  would  have  to  be  injected. 

So  McKillop's  scientists  went  inside  the  cell  for  a  solution. 
When  EGF  docks  on  a  receptor,  it  signals  to  an  enzyme  called 
tyrosine  kinase  to  regulate  cell  growth.  By  1999  Zeneca  had 
devised  a  drug,  Iressa,  that  interrupted  the  pathways  between 
EGF  and  tyrosine  kinase.  Patients  take  it  once  a  day  orally. 

In  stark  contrast  to  ImClone,  which  rashly  tested  Erbitux 
in  120  patients  with  no  control  group,  AstraZeneca  enrolled 
2,000  patients  in  late-stage  trials  to  compare  how  long  patients 
survive  on  a  combination  of  chemotherapy  and  Iressa,  versus 
chemo  and  a  placebo.  AstraZeneca  has  also  offered  Iressa  for 
free  to  more  than  5,000  patients  through  their  oncologists  in  a 
compassionate-use  program  for  lung  cancer. 

Results  from  midstage  clinical  trials  in  208  patients  in 
Europe  and  Japan  show  promise.  Tumor  size  shrank  by  50%  in 
19%  of  patients  who  failed  to  respond  to  traditional 
chemotherapy.  Roy  Herbst,  an  oncologist  at  M.D.  Anderson 
Cancer  Center  in  Houston,  compares  that  with  8%  of  patients 
taking  Aventis'  Taxotere,  one  of  the  current  preferred  treat- 
ments. "It  will  be  a  significant  progress  for  lung  cancer,"  says 
Herbst,  also  an  Iressa  trial  investigator.  AstraZeneca  expects  to 
release  results  of  its  U.S.  trials  in  May,  and  word  is  they  echo 
the  international  studies.  Because  EGF  is  present  in  more  than 
half  of  aU  cancers,  Iressa  trials  are  under  way  for  prostate  and 
breast  cancer.  The  National  Cancer  Institute  is  sponsoring 
trials  that  include  head-and-neck,  kidney,  bladder,  brain  and 
colon  cancers.  All  trials  are  in  early  phases. 

McKillop  is  also  looking  to  expand  the  use  of  his  current  drugs 
to  treat  earlier-stage  cancers.  He  expects  approval  by  midyear  for 
the  use  of  Casodex  and  Arimidex  to  treat  prostate  and  breast  can- 
cer, respectively,  immediately  upon  diagnosis.  In  a  Casodex  trial  in- 
volving more  than  8,000  patients,  42%  experienced  a  reduction  in 
the  spread  of  their  prostate  oincer  compared  with  a  placebo.  Arim- 
idex could  well  eclipse  AstraZeneca's  popular  breast  cancer  drug 
Nolvadex.  Results  from  a  9,366-patient  trial  showed  that  those 
on  Arimidex  had  a  1 7%  reduction  in  the  risk  of  breast  cancer  re- 
currence compared  with  patients  on  Nolvadex.  A  new  drug, 
Faslodex,  has  been  shown  to  temporarily  halt  the  progression  of 
breast  cancer  in  women  no  longer  responding  to  Nolvadex.  "We're 
helping  patients  live  with  cancer,"  says  McKillop.  As  scientists  un- 
derstand the  disease  better,  they  wiU  begin  to  treat  it  as  any  other 
chronic  disease  such  as  diabetes  or  high  cholesterol.  Still,  devel- 
oping drugs  is  risky  business.  Best  to  remain  low  key  F 
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A  Bitter 
i  Pill  to 
i  Swallow? 

Eugene  Melnyk  has  elbowed  aside 
every  threat  to  his  pharmaceutical 
company.  But  with  the  FTC  on  his 
back,  he  may  be  forced  to  give  a  litti 


BY  BRANDON  COPPLE 


j  lOVAIL  CORP.  CHAIRMAN  EUGENE  MELNYK  HAS  AL\' 

f  stood  out  as  a  fighter,  even  in  the  pharmaceutical  b 

I    ^^^^  ness,  where  lawsuits  are  as  common  as  lab  coats,  f 
nyk  has  battled  competitors,  regulators  and  short 
ers  in  the  courts  and  in  the  press.  And  he's  done  it  \ 
enough  success  to  keep  Biovail's  share  price  rising  almost  1 
a  year  since  1997  to  a  recent  $48. 

His  pugnaciousness  has  also  made  the  42-year-old  Me 
1    one  of  the  richest  men  in  the  world,  with  an  estimated 
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worth  of  $1.8  billion  (see  p.  128).  Last  year,  on  sales  of  $583 
million,  Toronto-based  Biovail  earned  $87  million,  up  from  a 
$148  million  loss  in  2000,  a  year  in  which  Melnyk  rewarded 
himself  by  redeeming  $26.5  million  in  stock  options. 

Could  his  high  profile  prove  his  undoing?  The  Federal 
Trade  Commission  is  investigating  Biovail  for  playing  fast  and 
loose  with  patent  filings.  Wall  Street  analysts  are  questioning 
whether  it  deserves  to  trade  at  a  40%  premium  to  its  peers, 
given  its  legal  tactics  and  frisky  accounting. 

Melnyk  has  faced  such  questions  before — particularly  from 
short  sellers  and  hedge  fund  managers  (FORBES,  July  6,  1998). 
None  of  it  has  hurt  Biovail's  stock  price. 

The  company  owes  much  of  its  original  success  to  the  drug 
Tiazac,  an  angina  medication  with  a  time-release  mechanism, 
developed  by  Biovail,  that  lets  patients  take  just  one  pill  a  day. 
(Last  year,  says  the  company,  Tiazac  accounted  for  15%  of 
sales.)  In  1995  Biovail  signed  the  marketing  rights  to  Tiazac 
over  to  Forest  Laboratories  in  exchange  for  $20  million  in 


Biovail  has  been  "LESS  THAN  FORTH- 
RIGHT IN  ITS  PORTRAYAL  OF  THESE 
ACTIVITIES,"  says  an  analyst  whose 
employer  comanaged  the  stock  offering. 


cash  plus  royalties  and  manufacturing  fees,  totaling  an  esti- 
mated 50%  of  Tiazac  sales.  Forest  also  agreed  to  buy  20%  of 
Biovail's  stock  at  a  split-adjusted  $3.50  a  share — 50%  above 
the  market  price. 

Tiazac's  glorious  run  would  have  ended  last  year  but  for  an 
eleventh-hour  maneuver  that  kept  competition  at  bay  for 
another  12  months — although  perhaps  not  legally.  With  the 
Tiazac  patent  about  to  expire  in  January  2001,  and  with  Andrx 
Pharmaceuticals  working  on  a  generic  version  of  the  drug,  Bio- 
vail prolonged  its  exclusivity  by  applying  for  a  new  patent  in 
January  2001.  In  that  "submarine  patent" — so  called  because 
by  extending  a  drug's  patent  it  torpedoes  a  competitor's  prod- 
uct— Biovail  claimed  it  had  licensed  a  new  form  of  Tiazac  from 
another  drug  company,  Dov  Pharmaceuticals. 

Andrx  sued,  claiming  the  patent  was  not  for  an  extension 
of  Tiazac  but  for  a  wholly  new  product,  which  Biovail  had  no 
right  to  patent,  and  that  Biovail  had  done  so  only  to  stifle 
competition.  The  Food  &  Drug  Administration  got  involved, 
sending  a  letter  on  Mar.  23,  2001  asking  Biovail  to  certify  its 
belief  that  the  Dov  patent  did,  in  fact,  apply  to  Tiazac,  and 
reminding  Biovail  that  failing  to  tell  the  truth  could  lead  to 
prosecution.  (The  agency  forwarded  that  letter  to  the  Depart- 
ment of  Justice.)  Three  days  later  Melnyk  responded  with  a 
signed  declaration  of  his  belief  that  the  patent  applied  to 
Tiazac.  The  FDA  wasn't  convinced.  The  Federal  Trade  Com- 
mission is  investigating  the  matter  to  determine  if  Biovail 
engaged  in  unfair  competition. 

In  February  Biovail  settled  with  Andrx,  granting  Andrx 


access  to  the  Dov  license.  That's  not  an  immediate  problem 
Melnyk  because  Andrx's  generic  has  become  bogged  down 
the  approval  process.  ' 

The  FTC  has  not  dropped  its  case,  but  Biovail  says  it  expe 
the  agency  to  do  so.  Yet  according  to  a  Jan.  28,  2002  S- 1  filint; 
Dov  Pharmaceuticals,  "FTC  staff  advised  the  Company  [D 
informally  that  it  intended  to  seek  a  formal  complaint  agai 
Biovail."  Kenneth  Cancellara,  Biovail's  general  counsel,  calls 
Dov  filing  "inaccurate  and  incomplete." 

Melnyk  desperately  needs  to  avoid  a  finding  or  admiss 
of  anticompetitive  behavior,  which  could  throw  open  the  d 
to  consumer  litigation.  One  suit  has  already  been  filed  !■ 
Minnesota  group  claiming  Biovail  improperly  impei 
approval  of  the  generic.  Friedman,  Billings,  Ramsey  ana 
David  Moskowitz  believes  a  generic  version  of  Tiazac  co 
have  saved  consumers  $60  million  last  year,  and  that  Bici 
could  be  liable  for  a  significant  part  of  that. 

Jerry  I.  Treppel,  an  analyst  at  Banc  of  America  Securii 
says  Biovail  has  been  "less  than  foi 
right  in  its  portrayal  of  these  activitic 
something  every  drug  company  do 
His  scolding  carries  weight:  His  emp 
er  comanaged  a  stock  offering  from  1 
vail  last  year. 

The  Tiazac  affair  has  even  crept  i 
Biovail's  most  recent  financial  st; 
ments.  In  last  year's  third  quarter 
filing,  the  company  reported  that  sales  were  up  63%  over 
same  period  in  2000.  An  unspecified  portion  of  those  rever 
were  sales  of  generic  Tiazac  that  Biovail  shipped  to  its  distr: 
tor.  Forest  Labs — mentioned,  almost  in  passing,  under  "g 
margins." 

Analyst  Moskowitz  says  it's  unusual  to  book  revenues  t 
product  for  which  the  company  receives  royalty  payments  < 
when  Forest  makes  actual  sales — which  had  not  yet  occur 
Biovail  says  it  ships  Tiazac  at  a  predetermined  price,  anc 
cords  that  upon  shipment.  Forensic  Advisors,  a  Maryl 
research  firm  that  picks  apart  corporate  financial  statem 
for  money  managers  and  short  sellers,  questions  Biov 
expensing  of  advertising  costs,  $3.4  million  in  2000,  "upor 
first  showing  of  the  product,"  rather  than  as  the  costs 
incurred.  Biovail  says  it  does  so  to  match  costs  and  reveni 
booking  expenses  only  when  sales  are  made. 

All  the  little  games  add  up.  Biovail's  full  year-end  earn 
report  explains  that  management  doesn't  count  Si  15  mil 
in  charges  "to  better  assess  operating  performance' 
because  it  "believes  that  most  of  the  company's  sharehol 
prefer  to  analyze  the  company's  results  based  on  this  measi 
No  doubt  they  do.  Considered  in  that  rosy  light,  Biovail  eai 
a  pro  forma  $1.35  a  diluted  share — as  opposed  to  58  cents, 
ing  into  account  all  the  charges. 

As  long  as  the  stock  holds  up — and  the  feds  go  away- 
vail  investors  may  have  nothing  to  complain  about.  But  i 
anticompetitive  charges  stick,  there's  one  thing  they  can  ci 
on:  Melnyk  will  come  out  swinging. 
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We  are  donating  50  million  doses  of  vaccine  to  the  Global  Polio  Eradication  Ir 

So  that  polio  does  not  steal  c 


Every  child  should  experience  childhood  without  the  threat  of  illness.  However,  around  the 
globe,  polio  is  still  prevalent  and  leaves  lasting  damage.  Each  year,  up  to  one  million  children  are  infected  with 
the  polio  virus,  and  thousands  are  paralyzed.  At  Aventis,  a  world  leader  in  vaccines,  we  provide  vaccines  for  the 
prevention  of  polio.  We  also  support  the  Global  Polio  Eradication  Initiative,  launched  in  1988,  with  the  goal  to 
eradicate  the  virus,  and  certify  the  world  polio-free  in  2005.  In  fact,  we  are  donating  50  million  doses  of  our  polio 
vaccine  for  use  in  five  African  countries.  It  is  our  goal  to  make  a  decisive  contribution  to  the  eradication  of  polio. 
So  that  children  everywhere  have  a  healthier  future. 


Aventis.  Strasbourg  (France),  is  listed  on  the  stock  exchanges  in  Paris,  Frankfurt  and  New  York,  www  aventis.com 
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SCHLUMBERRER 

Do 

Oil  and  Data 

Mix? 

Acquiring  a  costly  grab  bag  of  technology  companies  was  the  easy  part. 
Now  Schlumberger  has  to  prove  all  the  money  was  worth  it. 

BY  SETH  LUBOVE 


T  WOULD  BE  HARD  TO  THINK 
of  a  market  sector  more  prone 
to  wayward  diversifications 
than  oil.  Mobil  wandered  into 
packaging  and  retailing  and  fell 
flat  on  its  face.  Sohio  lost  a 
bundle  veering  off  into  copper 
mining.  Exxon  ludicrously  jus- 
its  1979  purchase  of  Reliance  Elec- 
in  electric  motor  company,  as  a  syn- 
tic  move  into  an  allied  energy 
less;  it  finally  unloaded  Reliance 
years  later. 

nder  the  circumstances,  it  is  no  sur- 
that  Wall  Street  is  underwhelmed  by 
ict  that  Schlumberger,  the  French- 
'ican  oilfield-services  giant,  was  the 
mation  technology  manager  of  the 
;r  Olympics.  Schlumberger  got  the 
act  by  dint  of  having  ladled  out  $5.2 
in  a  year  ago  to  acquire  Sema,  a 
:h  systems  integration,  consulting 
)utsourcing  firm.  But  what  does  an 
Itch  outfit  know  about  data  process- 
On  the  day  the  merger  was 
unced,  Schlumberger's  stock 
oed  12%  to  $69,  then  drifted  as  low 
0  a  few  days  later,  knocking  $10  bil- 
)ff  the  company's  value,  almost  twice 


as  much  as  what  it  was  paying  in  cash  for 
Sema.  At  a  recent  $55,  says  l.R  Morgan 
Securities'  Michael  LaMotte,  Schlum- 
berger's price  attaches  little  value  to  Sema 
and  the  other  nonoil  businesses  that 
made  up  29%  of  the  company's  $13.7  bil- 
lion in  revenue  last  year. 

Schlumberger  has  yet  to  live  down  a 
previous  disastrous  foray  into  the  tech- 
nology business.  The  company  paid  $425 
million  in  1979  for  Fairchild  Camera  & 
Instrument,  a  pioneer  in  the  semiconduc- 
tor industry.  After  somehow  missing  the 
boat  on  the  birth  of  the  personal  com- 
puter, Schlumberger  sold  Fairchild  in 
1987  to  National  Semiconductor  at  a 
$220  million  loss.  Another  reason  that 
Wall  Street  is  discounting  the  investment 
in  computer  services  and  other  nonoil 
businesses  is  that  they  don't  do  much  yet 
for  the  bottom  line.  Schlumberger  still 
gets  96%  of  its  operating  income  from  its 
traditional  line  of  work:  helping  oil  com- 
panies extract  oil  from  the  ground. 

This  time  the  diversification  move 
will  have  a  happier  outcome — so 
promises  Euan  Baird,  the  Scotch-born 
64-year-old  who  has  been  running 
Schlumberger  since  1986.  And  at  any  rate 


this  firm  has  always  been  in  technology. 
The  company  was  founded  in  1927  by 
two  brothers  from  Alsace  who  invented 
an  electrical  probe  that  could  find  oil- 
bearing  rock.  Since  then  high  technology 
has  massively  transformed  oil  extraction, 
and  Schlumberger  now  sells  software  for 
mapping  underground  oil  pools  and  for 
teasing  geologic  data  from  seismic  blasts; 
technology  for  aiming  drill  bits  at  odd 
angles  and  for  measuring  geologic  fea- 
tures while  the  drill  bit  is  running;  and 
other  systems  that  allow  geologists  to 
visualize  oilfields  in  3-D. 

"If  you  have  a  pain  in  the  chest,  you 
go  to  the  doctor  and  say  you  don't  feel 
good,  and  before  you  have  a  massive 
heart  attack,  you  get  it  cleared  up,"  says 
Baird.  "The  oil  reservoir  today  doesn't 
have  a  voice.  We're  giving  the  reservoir  a 
means  to  articulate  what's  going  on 
downhole  before  it  has  a  heart  attack." 

In  Norway,  for  instance,  Schlum- 
berger installed  25  hydraulically  operated 
downhole  valves  in  several  offshore  wells 
operated  by  Norsk  Hydro.  By  more  accu- 
rately monitoring  the  flow  of  the  oil,  gas 
and  water,  Schlumberger  claims  the  new 
technology  more  than  quadrupled  daily 
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production  in  at  least  one  North  Sea  well 
to  17,000  barrels,  with  an  additional  1 
million  barrels  in  the  first  four  months. 

Where  does  Sema  fit  in?  Is  there  a 
potential  synergy  between  computer  sys- 
tems work  and  oil  well  measurements? 
There  is,  but  the  connection  is  more  the- 
oretical than  practical  at  this  point.  Most 
of  Schlumberger's  businesses,  Baird 
points  out,  relate  to  real-time  data.  In  Salt 
Lake  City,  the  data  are  skaters'  scores.  On 
an  offshore  drilling  platform,  they  are 
geologic  measurements  that  may  deter- 
mine, on  the  fly,  which  way  to  aim  the 
drill  bit.  In  some  of  Sema's  systems  work 
in  France,  they  are  sensor  readings  that 
control  the  operation  of  a  nuclear  power 
plant.  At  this  point,  though,  Schlum- 
berger  can  only  offer  vague  examples  of 
how  Sema  is  being  used  to  enhance  tradi- 
tional Schlumberger  oilfield  services. 

Here's  another  tech  venture  you 
probably  don't  associate  with  the  oil  busi- 
ness: Schlumberger  is  among  the  world's 
largest  makers  of  smart  cards,  the  credit 
card-like  devices  with  embedded  chips 
that  are  popular  in  Europe  but  have  been 
slow  to  catch  on  in  the  U.S.  One  buyer: 
the  U.S.  military,  which  uses  Schlum- 
berger card  technology  to  control  access 
to  buildings  and  to  computer  networks. 
Other  businesses:  selling  prisoner  phone 
systems,  which  present  tricky  problems  in 
security  and  privacy;  automated  parking 
machines;  and  utility  meters. 


>  By  th^  Numbers 


Synergy? 

Although  Schlumberger  is  best  known  for  its 
oilfield  services,  the  company  is  also  involved 
in  some  curious  diversifications. 


full-time  doctors  on  SchlumbergerSema 
payroll  to  handle  outsourcing  work  for  the 
U.K.  Department  for  Work  and  Pensions, 
more  doctors  than  any  organization  outside 
t-  the  National  Health  Service. 

SchlumbergerSema  "business  continuity 
centers,"  where  businesses  can  set  up  tem- 
porary quarters  after  catastrophic  incidents 
such  as  the  World  Trade  Center  attack. 


^     features  included  in  Schlumberger's 
*  "LazerPhone"  prison  phone  system, 
including  "snitch  line"  and  "KwicKili." 

Source:  Schlumberger. 

Baird,  the  first  non-Frenchman  to  run 
the  company,  says  he  prefers  to  think  of 
Schlumberger  less  as  an  oil  patch  company 
than  as  one  that  applies  technology  to  a 
lot  of  businesses,  including  oil.  "The  cul- 
tural mind-set  is  technical  service  and  it 
happens  that  we  do  dominate  oilfield  ser- 
vices," says  Baird  in  the  company's  mod- 
ern headquarters  on  the  57th  floor  of  New 
York's  Citigroup  Center.  "But  that  does- 
n't mean  to  say  we  can't  do  other  things." 

Schlumberger  still  sells  some  goods  and 
services  that  are  rather  gritty,  like  drilling 


"I  believe  the  strongest  possible  competitive 
weaporiisJo  he  underestimated^'  


The  theme  of  real-time  data  comes 
through  in  various  ways.  Schlumberger's 
souped-up  electric  meters  for  300,000 
customers  of  Puget  Sound  Energy  in 
Washington  enable  customers  to  capture 
readings  on  their  electric  usage  from  a 
Web  site  and  lower  their  costs  by  shifting 
power  consumption  to  off-peak  hours, 
when  the  juice  is  cheaper.  The  prison 
phone  systems  capture  conversations  dig- 
itally so  that  they  can  be  remotely 
scanned  to  pick  up  key  phrases  about 
drug  deals,  escape  plots  and  other  mis- 
chief, or  alert  the  guards  the  moment  a 
prisoner  dials  a  suspect  phone  number. 


mud,  but  has  exited  the  pure  brute-force 
work  of  contract  drilling.  (Baird  spun  off 
the  offshore  cirilling  operation,  Sedco 
Forex,  in  2000.)  If  shareholders  are  still 
skeptical  about  Schlumberger's  diversifica- 
tion ventures,  at  least  they  can  tell  them- 
selves that  they  could  ha\'e  been  worse  oft 
with  acquisitions  closer  to  home.  Oilfield 
services  rival  Halliburton  spent  $7.7  billion 
in  1998  to  acquire  Dresser  Industries, 
which  made  heavy  equipment  for  oil  wells. 
Asbestos  litigation  inherited  from  Dresser 
has  sent  Halliburton's  stock  into  a  tailspin 
far  worse  than  Schlumberger's  hiccup 
from  Sema. 


"The  only  conclusion  1  woi 
draw  is:  It's  important  to  have  c< 
porate  leaders  who  know  the  hi; 
ness,"  Baird  gloats,  in  reference 
Vice  President  Richard  Cheney,  Fl 
liburton's  former  chief  execut 
"To  have  Halliburton  run  by  a  pol 
cian  is  not  very  smart.  I  have  tremi 
dous  respect  for  Dick  Cheney,  I 
he's  not  a  businessman." 

How  might  Sema  someda) 
into  the  oilfield  services  part  of 
business?  Given  its  specialty  in 
tems  architecture  and  integrati 
Schlumberger  could  patch  toget 
everything  from  the  sensors  in 
well  to  the  satellite  and  Inter 
feeds  that  transmit  the  terabyte 
data  to  the  servers  back  at  headqi 
ters.  By  making  faster  adjustm 
remotely,  oil  companies  should 
able  to  recover  more  oil  out  of 
same  reservoirs  at  incremental  expe 
"We  believe  that  if  you  can  do  real-t 
reservoir  management,  you  can  inert 
the  recovery  rate  from  35%  to  60% 
the  oil  in  an  oil  reservoir],"  says  Ba 
"It's  cheap  oil  in  the  sense  that  a 
infrastructure  is  there." 

"The  message  will  have  more  cred 
ity  when  we  generate  earnings  per  si 
ofi^  of  the  vision,  not  just  have  the  visit 
admits  Irwin  Pfister,  the  Schlumbei 
executive  vice  president  who  oversees 
now  rechristened  SchlumbergerSe 
which  includes  the  smart  card  divi 
and  other  nonoilfield  businesses. 

But  with  the  pieces  of  his  technol 
puzzle  finally  in  place,  Baird  is  fee 
more  confident  that  the  strategy  m 
sense  for  the  company,  even  if  Wall  Si 
doesn't  get  it.  The  Olympics,  in  fact,  \i 
a  kind  of  coming-out  party  for  Schli 
berger.  The  company  flew  planeload 
customers  to  Salt  Lake  City  to  show 
the  information  system  stitched  toge 
out  of  4,500  computers  and  225  serve 
feat  that  was  remarkable  mostly  bee 
of  a  lack  of  screwups — in  contrast  tc 
public  relations  black  eye  earned  by 
during  the  1996  Aflanta  Olympics. 

Says  Baird:  "I  believe  the  stron 
possible  competitive  weapon  is  tc 
underestimated."  It's  no  ftm  to  be  un 
estimated  on  Wall  Street,  though. 
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k  you  can  work  a  free  trip  into  your  business  plan? 


I  Business  Class!"  When  you  buy  a  full-fare  roundtrip  World  Business  Class 
0  Asia  or  Europe  and  complete  travel  by  May  31,  2002,  you'll  earn  a  free  roundtrip 
ticket  for  travel  within  the  contiguous  H8  United  States  or  between  the  contiguous 
and  Canada,  Europe  or  Asia.  Participants  must  be  WorldPerks  members  and  must 
r  for  the  promotion  prior  to  travel,  but  not  later  than  April  30, 2002.  To  register,  visit 
iwa.com/offers/wbcwinter  or  call  1-888-955-7878  and  enter  registration  extension 
*/hen  prompted.  Some  restrictions  apply.  For  reservations,  visit  www.nwa.com; 
ur  travel  agent  or  call  Northwest  Airlines'  at  1-800-HH7-H7H7 


WD  CONDITIONS:  This  offer  is  valid  for  WorldPerks  members  residing  in  the  contiguous  48  United  States  or  Canada.  Customers  who  are  not  yet  WorldPerks  members  can  enroll  online  at 
com  or  call  1-800-225-2525  to  receive  a  nine-digit  account  number.  There  is  no  cost  to  )oin  Passengers  must  register  for  this  promotion  prior  to  departure  and  not  later  than  April  30,  2002. 
jrs  cannot  quality  for  multiple  WorldPerks  offers  with  the  same  roundtrip.  Passengers  registering  for  promotions  with  overlapping  time  periods  will  be  eligible  lor  only  the  first  promotion  for  which 
iter.  Passengers  must  claim  WorldPerks  mules  on  qualifying  trip  to  earn  award  There  is  a  limit  of  one  award  per  person.  Qualifying  travel  must  occur  after  registration  and  must  be  completed  by 
!002  All  trans-Atlantic/trans-Pacific  portions  of  travel  must  be  roundtrip  on  select  paid  fares  booked  in  J  or  C  class  between  the  contiguous  48  United  States/Canada  and  Europe/lndia/Alrica/ 
)St/Asia  J-  or  C-class  travel  on  upgraded  fares  is  not  eligible  for  this  promotion.  Qualifying  travel  must  be  on  flights  operated  by  Northwest  Airlines,  KLM  Royal  Dutch  Airlines,  or  on  Notmwest 
re  flights  5980-5999  operated  by  Air  China  Roundtrip  travel  must  begin  and  end  in  the  contiguous  48  United  States  or  Canada  Award  certificates  will  be  mailed  after  qualifying  travel  is  com- 
pleted. Mailing  addresses  used  will  be  the  most  current  addresses  in  the  WorldPerks  database.  Please  allow  4-6  weeks  for  delivery.  Award  certificates  are  valid  for  travei  through  November  15, 
2002.  Award  Travel  must  begin  and  end  in  the  contiguous  48  United  States/Canada  and  is  valid  in  W  class  only  Award  Travel  must  be  on  flights  operated  by  Northwest  Airlines,  KLM  Royal 
Dutch  Airlines,  Mesaba  Airlines,  or  Express  Airlines  I.  See  certificate  for  complete  terms  and  conditions.  Northwest  Airlines  is  not  responsible  for  any  malfunctions  associated  with  telephone 
or  web  registration  that  result  in  late  registration  or  incomplete  information.  This  offer  is  not  retroactive.  Additional  restrictions  may  apply  ©  2002  Northwest  Airlines,  Inc. 


M/e  generate  what's  next 


XHARMIHG^HQPP^ 


SANITY-CHECK  TIME:  IF  YOU 
were  a  mall  retailer,  would 
you  take  your  best-perform- 
ing properties  and  go  down- 
scale  with  them?  That, 
apparently,  is  what  Dorrit  J. 
Bern,  chief  executive  of  Charming 
Shoppes,  has  in  mind  for  Lane  Bryant, 
the  plus-size  specialty  wear  chain  she 
acquired  last  August  for  $335  mrllion. 
With  year-over-year  comp  store  gains  of 
2%,  Lane  Bryant  is  barely  keeping  even 
with  inflation — but  still  it  is  outper- 
forming nearly  every  specialty  retail  sec- 
tor, including  the  other  divisions  at 
Charming  Shoppes  (  $1.98  billion  rev- 
enue for  the  fiscal  year  ended  Jan.  31). 
Bern's  plan:  Expand  mall-based  Lane 
Bryant's  647  stores  to  l,O^J^^tlets 
within  five  years,  putting  80%  m  strip 
centers.  Yes,  strip  centers. 


THINK 
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has  done  a  great  job 
selling  clothes  to 
large  women.  But 
Charming  Shoppes 
is  not  an  easy  sale 
on  Wall  Street. 


BY  MARK  TATGE 


St  Paycheck 


Gold  Watch  • 


'  many  recessions  and  tax  law  changes  will  occur  between  your  first  job  and  your  last?  MclSSMutnal 

)  knows?  How  do  you  outmaneuver  whatever  fate  serves  up?  The  answer  is  flexibility.  WnM  financial  g  r  :  u  p- 
rhat's  why  our  401(k)s  offer  such  a  diverse  range  of  investment  and  planning  options. 
Sorry  to  take  the  thrill  out  of  guessing.  You  can't  predict.  You  can  prepare: 

lerFunds/lnvestments-Retirement  Servlces/401(k)Plans-Llle  Insurance-Disability  Income  Insurance-Long  Term  Care  Insurance-Annuilies-Trust  Services- For  our  nearest  office,  contact  massmutual.com 

ssachusetts  Mutual  Life  Insurance  Co,  (MassMutual),  Springfield,  MA  OH  f  1  Securities  products  and  services  ottered  througti  MML  Investois  Sen/ices,  Inc  .  a  MassMutual  subsidiary,  member  SIPC,  and  OppenheimerFunds 
Distributor,  Inc  Trust  sereices  are  offered  through  The  MassMutual  Trust  Corrpany,  FSB  OUIJA'  &  ©2001  Hasbro,  Inc  Used  with  permission. 


HHARMING  SHQPPES 


Charming  Shoppes  now  dominates  the 
$4.5  billion-a~year  market  for  plus  sizes, 
with  a  43%  share  and  2,446  stores  


It's  not  as  crazy  as  it  sounds.  First,  the 
cost  savings.  Rents  in  strips,  including 
common-area  assessments  and  taxes,  run 
$20  to  $24  a  square  foot,  compared  with 
roughly  $65  for  enclosed  maU  space.  Sec- 
ond: Malls  are  overbuilt,  a  fact  that 
Kohl's,  Gap's  Old  Navy  and  Target  have 
all  exploited  by  going  into  off-mall  sites 
with  smaller  parking  lots. 

Bern,  51,  has  kept  her  focus  right  on 
the  customer  since  taking  over  Charming 
Shoppes  in  August  1995.  At  the  time  the 
Bensalem,  Pa. -based  company,  with  its 
1,428  dowdy  Fashion  Bug  stores,  was  slid- 
ing toward  bankruptcy.  Its  traditional 
blue-collar  shoppers  had  deserted  it  for 
Wal-Mart  and  other  discounters. 

The  one  bright  spot:  large-size  cus- 
tomers, who  then  accounted  for  37%  of 
$1.1  billion  sales.  So  Bern  decided  to 
refocus,  dumping  menswear,  closing  or 
shrinking  300  stores  and  picking  up  two 
chains  (524  stores)  serving  large-size, 
moderate-income  women  aged  40  to  65, 
which  she  folded  into  Catherine's  Plus 
Sizes.  She  also  sent  out  a  letter  to  cus- 
tomers announcing  that  she  was  in 
charge.  They  responded  by  inundating 
her  with  mail — an  avalanche  of  stories 
about  personal  relationships,  domestic 
abuse,  financial  woes  and,  of  course, 
obesity. 

Bern,  who  still  receives  more  than 
3,000  e-mails  and  letters  a  month,  started 
writing  a  column  every  six  to  eight  weeks 
(her  topics:  teen  pregnancy,  the  homeless, 
gun  control,  voter  registration),  mailing 
them  to  6  million  customers.  "They  loved 
the  fact  that  a  woman  was  running  a 
women's  apparel  company,"  she  says. 
"They  felt  I  understood  them." 

Even  down  to  their  experiences  in  the 
aisles.  At  Catherine's,  large  photos  of 
attractive  middle-age  women  adorn  the 
walls  above  racks  of  knits,  dresses  and 
blouses.  "What  this  reaUy  comes  down  to 
is  these  women  wanting  to  feel  good 
about  themselves,"  says  Bern,  who  began 
her  retail  life  as  a  sportsAvear  buyer  for  the 
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Bon  Marche  and  spent  eight  years  help- 
ing Sears  reposition  women's  apparel.  So, 
in  her  stores,  the  waistbands  of  garments 
are  double  folded  from  either  side  before 
being  attached  to  the  hanger,  giving  them 
a  slimmer  look.  Full-length  mirrors  are 
tucked  away  at  the  back  of  the  store  or 
next  to  the  dressing  rooms. 

Women  have  responded  by  opening 
their  purses.  Charming  Shoppes  now 
dominates  the  $4.5-billion-a-year  market 
for  plus  sizes  sold  at  specialty  stores,  with 
a  43%  share  and  2,446  stores.  The  average 
customer  transaction  at  Catherine's  is 
$80 — about  on  a  par  with,  say,  Macy's. 
The  business  can  only  grow.  Currently 
one-fifth  of  all  U.S.  women's  apparel 


parel,  Liz  Claiborne  Woman,  wi 
shipped  to  1 ,000  department  stores. 

Bern  plans  to  hold  her  own. 
advantage  is  that  we  own  this  woma 
she  says  unabashedly.  "We  aren't  like 
department  store  that  still  buries  the 
sizes  on  the  third  floor  next  to  the  mat 
nity  department."  This  retailer 
another  trick  up  the  sleeve  of  her  El 
Tracy  suit:  detailed  profiles  on  16  mill 
customers.  These  data  are  continu 
refined  and  then  used  to  target  direct  r 
and  make  adjustments  to  inventory, 
customers  get  early-bird  cards,  w 
dress  buyers  get  word  about  hosiery 
cials,  and  blue  jeans  purchasers 
reminded  to  look  for  Lane  Bryant's  f 
selling  Venezia  jeans  (named  by  Glam 
magazine  as  the  best  fit  for  "the  cur 
woman"). 

The  $8  million  spent  to  develop 
information  has  had  a  discernible  pa 
in  sales  productivity.  Fashion  Bug  r 


Large-scale  moves:  Most  new  units  of  the  newly  acquired  company  will  open  in  strip  mall 


spending  falls  into  the  plus-size  category; 
60%  of  American  women  wear  size  12  or 
larger,  says  NPD  Group,  a  Port  Washing- 
ton, N.Y.  market  researcher.  On  top  of 
that,  the  government  says  about  one-fifth 
of  female  adolescents — some  8.5  million 
teenagers — are  overweight,  up  from  1 6% 
in  1980. 

Others  have  noticed  the  trends.  Tal- 
bots  has  begun  extending  its  line  of  career 
wear  to  plus  sizes  with  the  introduction  of 
"Woman"  stores.  United  Retail  Group, 
parent  of  the  Avenue,  another  Limited 
plus-size  spinoff,  plans  to  add  50  stores  a 
year  to  its  current  550  units.  In  February  a 
new  line  of  career-oriented  plus-size  ap- 


does  $110  per  square  foot  annually 
from  $85  several  years  ago.  Catheri 
commands  $185,  well  above  the  $ 
posted  by  Modern  Woman,  a  compel 
Bern  bought;  newcomer  Lane  Br) 
manages  $250  a  square  foot.  Gross  r 
gins  (sales  minus  cost  of  goods  s 
including  occupancy  expense)  have  t 
steadily  improving,  too,  hitting  2691 
fiscal  2002,  up  from  16.8%  in  fiscal  V 
Now  it's  time  to  do  something  ab 
Charming  Shoppes'  share  price,  frc 
in  the  $4-to-$8  range  for  the  last 
years,  recently  selling  at  book  value 
Maybe  start  by  changing  the  name  ol 
company. 


In  1986,  Netjets  created 
the  first,  and  what  is  still  by  far 
the  world's  most  popular,  frac- 
tional jet  ownership  program. 
Over  the  years,  our  practices 


long-term  costs  of  fractional 
ownership.  The  Guide  has  already 
helped  thousands  of  individuals, 
entrepreneurs,  and  businesses 
make  informed  decisions. 


Get  the  facts  about  fractional  jet 
ownership  from  the  people  who 
created  fractional  jet  ownership. 


have  defined  industry  standards, 
and  we've  learned  what  people 
need  to  know  to  make  smart 
decisions  about  fractional  own- 
ership. We've  distilled  these 
insights  into  The  Buyer's  Guide 
to  Fractional  Aircraft  Ownership. 

The  Guide  discusses  the 
advantages  of  fractional  own- 
ership, answers 
frequently  asked 
questions,  and 
identifies  ques- 

Netjcts  is  thf  only 
fracnonal  ,et  program  ^-^^^ 
backed  by  the  resources 
of  Warren  Buffett  and 

Berkshire  Hathaway.     ask   tO  choOSe  the 

private  aviation  solution  right 
for  you.  It  helps  you  evaluate  a 
program's  commitment  to  safety, 
security,  and  service,  as  well  as 
the  factors  affecting  the  true 


Get  The  Buyer's  Guide  to 
Fractional  Aircraft  Ownership. 

For  your  free  copy,  call 
1-877-NETJETS  (1-877-638-5387).  Or 
visit  us  online  at  www.netjets.com. 


Net  Jet sl 


Every  thins  ^fse  is  just  a  plane.' 


NETjETS  is  the  fractional  aircraft  ownership  program  of 
Executive  )et.  Inc.,  a  Berkshire  Hathaway  company. 


THE  UZAN  FAMILY 


Prosperous  on 
Bosporus:  Cent 
42,  father  Kem 
67,  and  broihe 
Hakan  Uzan, 3 
run  a  $1.3  billic 
empire  in  Istar 


For  Dummies 


Dial 


How  a  Turkish  family  business 
partnered  with  Motorola  and 
Nokia— and  left  the  telecoms 
holding  a  $2.7  billion  bag. 

BY  MATTHEW  SWIBEL 


SEEKING  AN  ENTRY  POINT  INTO  THE 
Turkish  market  at  the  height  of  the 
telecom  frenzy  of  1999,  it  was 
inevitable  that  Motorola  and  Nokia  would 
run  into  the  Uzans.  In  the  past  two 
decades  Kemal  Uzan,  67,  and  sons  Cem, 
42,  and  Hakan,  34,  have  built  a  small  fam- 
ily construction  business  into  a  giant  pri- 
vate holding  company  with  interests  in 
everything  from  energy  to  pay  TV.  They've 
built  their  $1.3  billion  fortune  by  fighting 
government  monopolies  and  social  ostra- 
cism. Capitalists  to  the  core,  they  seemed 
to  personify  a  new  Turkey. 

And,  apparently,  some  of  the  notori- 
ous old.  The  clan  has  been  slapped  with  a 
lawsuit  in  federal  court,  Southern  District 
of  New  York,  alleging  that  they  fleeced  the 


two  telecom  giants  "through  an 
elaborate  scheme  of  deceit  and 
intimidation"  out  of  $2.7  bil- 
lion in  cash  and  equipment. 
The  lawsuit  was  motivated  by 
fears  that  the  Uzans  never 
intended  to  repay  loans  and 
were  plotting  to  dilute  the  col- 
lateral behind  the  debt:  shares  in  Telsim,  a 
Turkish  mobile  phone  operator,  which  the 
Uzans  control. 

If  Motorola  and  Nokia  had  studied  the 
rise  of  the  Uzan  empire,  a  labyrinth  of  at 
least  137  entities  in  nine  countries,  they 
might  have  trod  warily  to  begin  with. 
Instead,  they  ended  up  on  the  short  end  of 
what  could  be  the  largest  loss  ever  in  a 
telecom-vendor  financing  deal.  The  scan- 
dal even  threatened  to  become  an  interna- 
tional incident.  In  lanuary  President  Bush 
raised  the  issue  with  the  visiting  Turkish 
Prime  Minister  Bulent  Ecevit. 

The  Uzans,  who  joined  the  ranks  of 
FORBES  Billionaires  in  2001,  have  a  con- 
tentious history.  In  Turkish  courts  they  are 
involved  in  more  than  100  criminal  and 


civil  cases,  with  allegations  rani 
from  money  laundering  to  libe 
attorney  general  of  Turkey's  Adana  rej 
calls  the  Uzans'  ownership  of  power  pi 
(which  produce  4%  of  the  country's  t 
tricity)  a  threat  to  national  security, 
wants  to  put  the  family  in  jail. 

As  power  brokers  go,  this  family 
unusually  hardscrabble  beginnings. 
Uzans  are  descended  from  farmers 
immigrated  to  Turkey  from  Sara 
around  1910.  Kemal  Uzan,  a  civil  engii 
was  the  first  to  make  a  mark  in  busii 
founding  a  construction  compan 
1956.  He  landed  lucrative  contracts 
soccer  stadiums  in  the  1960s  and  dan 
the  1970s  and  1980s,  thanks  in  part 
cozy  relationship  with  the  Turkish  pi 
minister  (and  later  president)  Turgot  C 
In  1984  Kemal  Uzan  bought  Imar  E 
for  $21  million.  A  year  later  he  foun 
Adabank. 

The  banks  provided  Cem  Uzan 
an  entree  into  the  family  enterprises,  ai 
24,  after  graduating  with  a  degree  in  t 
ness  from  Pepperdine  University.  By 
time  he  was  30  he  proved  his  prowes 
slyly  overcoming  Turkish  laws  preven 
private  transmission  of  TV  signals:  W 
ing  with  Turgot  Ozal's  son,  he  rented 
dios  in  Germany  and  beamed  the  si 
via  satellite.  Cem  called  it  Star  TV,  ai 
year  later  introduced  radio  stations 
started  a  newspaper  under  the  same  bi 
in  1999.  Presto — a  media  empire. 

Don't  cross  a  family  that  buys  in 
the  barrel.  In  1999  the  Uzans'  Star  pri 
a  story  accusing  Turkish  dairy  pro« 
producer  Sutas  of  selling  cheese  conti 
nated  with  excrement  and  mold.  S 
denied  the  charge  and  claimed  the  s 
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The 


Lexus 


L         S  430 


While  we  are  always  attuned  to  the  things 
that  find  their  way  into  our  automobiles,  were 
equally  concerned  with  the  things  that  don't 

Namely  pollution.  So  as  air 
makes  its  way  into  the  new 
LS  430s  cabin,  it's  filtered 
for  irritants  such  as  smog, 
pollen  and  dust.  And  when 
sensors  detect  certain  pollutants 
outside,  the  system  automatically  recirculates 
cleaner  interior  air  for  you  to  breathe. 

All  the  while,  the  climate-control  system, 
working  like  a  human  brain,  determines  where 
cooler  air  is  needed  and  dispatches  it  there. 


AIR  CONDITIONING. 

A  LEXUS  ACTUALLY 

CONDITIONS 

THE  AIR. 


But,  as  the  air  molecules  run  the  gauntlet, 
your  driving  experience  is  quite  the  opposite. 
The  Mark  Levinson®  Premium  Sound  System* 
is  tuned  to  your  ear.  The  Lexus 
DVD  Navigation  System* 
responds  to  your  voice. 
The  driver's  seat  heats  and 
cools'  you,  as  the  fragrance 
of  leather  permeates  the  air. 
Does  so  much  ado  about  things  like  air 
quality  make  us  obsessive?  Perhaps  it  does. 

But  if  we  dedicate  so  much  attention  to 
things  you  cannot  even  see,  imagine  what  we 
must  do  with  all  those  things  that  you  can. 


Can  an  automobile  delight,  comfort,  fascinate  and  energize  you?  j  (^^\ 
Take  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection.  I  V — ^ 


■Optional.  'Only  available  as  part  of  the  Ultra  and  Custom  Luxury  Selections.  ©2001  L,cxus.  a  Division  of  Toyota  Motor  Sales.  US  A..  Inc.  Lcxus^ reminds 
you  to  wear  seatbclts.  sccnrr  rliildu  .1  m  ri.ir  si,Mt.  obey  .ill  speed  laws  and  druc  r<sponMl>lv  F'or  tiior,  iTiforni;itKiT,,  ,:\\\  HIKl-l  'S\-l  I  \l  N  iH(l(i  yVW, 


THE  UZAN  FAMILY 


was  published  only  after  Sutas  rejected  the 
Uzans'  pica  to  stop  advertising  in  compet- 
ing publications.  More  recently  the  gov- 
ernment took  one  of  the  Uzans'  radio  sta- 
tions off  the  the  air  for  seven  days  in 
August  after  it  broadcast  a  private  conver- 
sation between  two  executives  of  a  rival 
media  company  chatting  on  Telsim  mo- 
bile phones  about  backing  out  of  an 
important  deal. 

The  family  made  enemies  here  long 
before  the  Motorola  contretemps.  In  1989, 
three  years  after  the  open- 
ing of  Istanbul's  bourse, 
Franklin  Templeton's 
Emerging  Markets  Fund 
invested  in  Cukurova 
Elektrik,  a  hydroelectric 
and  gas  utility  firm.  Shares 
rose  from  50  cents  to 
$3.50  a  year  later.  In  1992 
the  Uzans  paid  $81  mil- 
lion for  11%  of  Cukurova 
and  later  tried  to  gain  a 
majority  stake.  After  they 
won  51%  in  1993,  they 
cleaned  house,  replacing 
the  board  of  directors 
with  their  own  nominees 
and  placing  Cukurova's 
cash  balances  in  non- 
interest-bearing  accounts 
at  the  Uzans'  Imar  Bank.  Within  a  year 
Cukurova's  stock  hit  a  new  low  of  18  cents 
and  posted  an  $18  million  loss  after  net- 
ting $4 1  million  a  year  earlier.  Templeton 
booked  a  $15  million  loss. 

"It  was  one  of  our  worst  investment 
experiences  in  emerging  markets," 
recounts  Templeton  manager  Mark 
Mobius.  Turkey's  Capital  Markets  Board 
alleges  the  Uzans'  moves  amounted  to 
fraud,  but  suits  filed  by  the  board  in  1995 
stemming  from  this  episode  remain  tied 
up  in  Turkish  courts.  The  Uzans  deny  any 
wrongdoing.  Says  Cem:  "Mobius  is  just 
mad  that  we  got  51%  without  him.  In 
business  there  is  no  room  for  emotion." 

The  Templeton  conflict  erupted  the 
same  year  as  a  privatization  drive  in 
telecommunications.  The  government 
gave  the  Uzans  permission  to  provide  cel- 
lular phone  service  via  Telsim.  But  they 
needed  lots  of  cash  and  equipment.  As 
earlv  as  1994  Telsim  borrowed  $52  million 


"We're  the 
bigger  fools," 
says  a 
Motorola 
spokesman 
familiar  with 
the  suit.  "And 
we  got 
scammed." 


in  services  fi-om  Motorola.  By  1998  Cem, 
who  ran  the  business  with  his  younger 
brother  Hakan,  needed  upwards  of  $500 
million  to  acquire  Turkey's  second  cellular 
license. 'Motorola  advanced  $200  million. 
Subsequent  financing  of  Motorola's  cellu- 
lar infrastructure  and  equipment  to  Telsim 
ballooned  the  tab  to  $1.8  billion  by  Sep- 
tember 2000 — and  $2.3  billion  by  March 
2001.  Motorola  hoped  to  reap  a  windfall 
in  handset  sales,  as  the  number  of  cell 
phone  users  in  Turkey  jumped  from  1.7 
million  in  April  1998  to 
14  million  in  August  2000. 
Nokia  chipped  in  $800 
million-plus  in  the  form 
of  network  switching 
equipment  and  services 
and  cash.  As  collateral  for 
the  loans  the  Uzans 
pledged  66%  of  Telsim's 
shares  to  Motorola  and 
7.5%  to  Nokia. 

It  didn't  take  long  for 
the  loans  to  go  bad. 
Turkey's  double-barreled 
economic  crisis — high 
interest  rates  and  a  50% 
devaluation  of  the  lira — 
caused  Telsim  to  miss  a 
$728  m.illion  installment 
to  Motorola  due  in  April 
2001.  The  cellular  company  told  Nokia 
it  couldn't  make  any  payments  on  $240 
million  owed  because  of  the  plunge  in 
the  lira. 

Motorola  and  Nokia  refused  to  rene- 
gotiate payment  terms  but  found  them- 
selves in  a  bind.  The  shares  of  Telsim 
pledged  to  Motorola  and  Nokia  did  not 
include  any  voting  rights.  Seizing  the  secu- 
rity would  have  been  problematic  because 
foreigners  are  not  permitted  to  run  a  tele- 
com company  in  Turkey,  and  the  Uzans 
showed  no  willingness  to  sell  control  to 
another  Turkish  owner. 

A  further  knot.  The  vendor-financing 
contracts  called  for  the  settling  of  disputes 
before  Swiss  arbitrators.  Motorola  and 
Nokia  bypassed  that  agreement  by  declar- 
ing the  loan  in  default.  Telsim  interpreted 
that  move  as  an  anticipatory  breach  of 
contract,  thus  voiding  a  ban  on  any  is- 
suance of  additional  shares.  In  April  2001 
Telsim  raised  $17  million  in  an  offering 


that  tripled  the  share  base,  diluting  ? 
torola's  stake  to  22%  and  Nokia's  to  2. 

The  equipment  providers  were 
censed  but  loathe  to  tell  the  world  ab 
the  disaster.  Filings  with  the  Securitie 
Exchange  Commission  (Nokia  trade 
an  ADR  on  the  NYSE)  did  not  disclose 
problem  of  lending  100%  of  the  p 
chase  price  of  equipment  to  a  comp 
as  tiny  as  Telsim,  or  the  lack  of  any  j 
sonal  guarantees  from  the  Uzans 
April  2001  Motorola  reported  in  its 
that  Telsim  was  late  on  a  $728  mill 
cash  payment  which,  it  claimed,  w; 
breach  of  contract. 

Strange,  then,  that  in  their  suit  agallj/ 
the  Uzans  neither  Nokia  nor  Motoi 
mentions  breach  of  contract.  Inste 
they  are  charging  13  counts,  includ 
fraud  and  RICO,  typically  more  difficui 
prove.  Why  take  this  tack?  A  Motoi 
spokesman  offers  this:  "We're  the  bi^ 
fools,  and  we  got  scammed."  The  1 1 
coms  are  evidently  hoping  to  condel 
the  Uzans  in  court  by  dredging  up  tl| 
controversial  past. 

The  Uzans  reportedly  offered  to 
10  cents  on  the  doUar  to  settle  the  debt, 
dice.  Cem  Uzan  unapologetically  says 
suit  "is  just  a  smear  campaign." 

In  any  event,  the  family  is  hai 
going  into  hiding.  One  of  Cem's  kids 
goes  to  private  school  in  New  York  C 
where  he  maintains  a  $6  million  P 
Avenue  apartment  (one  of  at  least 
multimillion-dollar  Uzan  propertiel 
Manhattan).  He  seems  immune  to 
legal  problems.  "It's  difficult  to  be  unci 
stood  when  you  are  surrounded  by  j  f 
ousy,"  he  says.  Father  and  sons  still  shi 
from  Turkey  to  Europe  in  a  private  je 
a  Sikorsky  helicopter.  A  year  ago  C 
dined  at  Buckingham  Palace  at  a  cha 
event  for  Prince  Charles.  Uzan  pere  c 
the  shots  from  Geneva;  Hakan  leac 
quieter  life  in  Istanbul. 

They  can't  completely  ignore  tl 
troubles.  The  Uzans  may  elude  the  gr 
of  Motorola  and  Nokia.  But  to  continu 
enjoy  their  four  yachts  and  their  pri^ 
island  off  the  coast  of  Turkey,  they  n 
turn  Telsim  around  or  sell  it  for  a 
sum.  Deutsche  Telekom  once  offe 
them  at  least  $5  billion  for  it.  Now  the 
be  lucky  to  get  $1  billion. 
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Wildcat 


Profitable  Seitel  is  reporting 
growing  revenue.  So  why  is  there 
so  little  cash  in  the  till? 

PAUL  FRAME  IS  HOPPING  MAD.  SHORT 
sellers  have  been  attacking  his  company, 
Seitel,  over  the  way  it  accounts  for  sales 
of  its  three-dimensional  seismic  data  to 
oil  and  gas  companies.  The  attacks 
have  kept  Seitel's  stock  depressed 
at  $9,  when  Frame  says  it  should  be  at  $20. 
"This  is  Enron  overkill,"  says  Frame,  a 
trim  55-year-old  who  looks  like  he  might 
be  Jack  Lemmon's  younger  brother.  "We 
are  ready  to  declare  war  on  people  who 
put  out  bogus  information  to  depress 
our  stock  and  to  make  money."  He 
allows  that  he  is  considering  filing  a 
lawsuit  against  them. 

But  is  Frame  pumping  a  dry  well 
here?  At  issue  is  Seitel's  increasing 
reliance  on  revenue  from  data  swaps  it 
does  with  other  companies.  Seitel,  home 
to  one  of  the  largest  seismic  databanks  in 
North  America,  books  these  barter  deals  as 
revenue,  even  though  no  cash  comes  in  the 
door.  The  dat^  include  measurements  of  sonic 
reverberations  off  underground  rock  formations; 
scientists  use  the  data,  along  with  software,  to  get 
clues  about  where  oil  or  gas  is  most  likely  to  lie. 

A  full  $39  million  of  Seitel's  $141  million  in  rev- 
enues for  the  first  nine  months  of  last  year  came 
from  barter,  up  from  just  $6  million  of  the  $164 
million  in  revenue  in  all  of  2000.  For  the  nine 
months  Seitel  reported  a  net  of  $2.8  million,  or  11 
cents  a  share.  Without  the  swaps,  Seitel  would  have 
lost  36  cents  a  share. 

How  does  expanding  a  seismic  library  make 
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Lunch  of  David  Tillson,  U.S.  Trust  Portfolio  Manager 


Fortune  can  smile  -  on  those  who  choose  the  right 

wealth  manager.  Just  don't  go  looking  for  the  right  wealth  manager  at 
any  investment  firm  that  handles  lots  of  other  business,  like  investment  banking  or 
corporate  lending.  You  may  end  up  with  only  off-the-shelf  solutions. 

Fortunately,  you  can  find  what  you  need  at  U.S.  Trust.  Because  we  have  only  one 
business:  wealth  management  -  true  wealth  management  -  which  means  dedicating 
the  time  and  the  right  people  to  deliver  truly  customized  solutions  for  every  client. 

It  starts  with  a  portfolio  manager,  like  David  Tillson.  He  works  with  a  team  of 
specialized  experts  (as  well  as  your  personal  advisors)  regarding  all  things  that 
can  impact  your  financial  affairs.  Like  estate  planning,  private  banking,  risk 
management,  and  tax  planning.  With  today's  income  and  estate  tax  rates,  you'd 
be  amazed  how  a  tax  specialist  can  help. 

This  level  of  attention,  and  much  more,  is  why  so  many  people  at  the  top  of  their 
game  -  be  they  key  partners  of  Wall  Street  firms,  heads  of  America's  largest 
corporations,  or  owners  of  successful  businesses  -  have  relied  on  us  since  1853. 
We  hope  it's  our  good  fortune  to  show  you  what  we  can  do  for  you.  Let's 
talk  -  at  1  800  US  TRUST  -  ask  for  Richard  Foley,  Managing  Director.  Or  visit  us 
at  www.ustrust.com. 


U.S.Trust 

The  expert  in  wealth  management. 


■SETTF.r  

your  net  income  go  up?  In  a  typical  swap, 
an  oil  company  contributes  a  trove  of  its 
own  3-D  seismic  data  to  the  Seitel  library 
and  gets  in  return  the  right  to  use  some  of 
the  library  for  a  period  of  years.  Seitel 
books  the  value  of  the  swap  as  immediate 
revenue,  sometimes  in  the  form  of  a 
library  access  fee;  the  exactly  offsetting 
expenditure,  for  the  acquired  data,  is 
treated  as  a  capital  asset  to  be  depreciated 
over  a  long  stretch. 

Does  this  sound  suspiciously  like  the 
fiber  swaps  that  got  Global  Crossing  into 
trouble?  It  does,  but  Frame  insists  that  his 
accounting  is  fine.  "We're  the  anti-Enron. 
Transparency  is  our  friend;  obfuscation 
and  misinformation  are  the  shorts' 
ft^iends,"  says  Frame. 

Perhaps.  But  Frame  himself  hasn't 
been  immune  to  controversy.  A  suit  filed 
in  state  district  court  in  Houston  in  Feb- 
ruary 2001  by  his  ex-girlfriend  Silvia  Piatt 
claims  he  stole  $1  million  in  gifts  from 
her  while  she  sought  treatment  for  the 
"psychological  torture"  he  was  suppos- 
edly inflicting  on  her. 

Among  the  supposed  gifts:  sable,  lynx 
and  chinchilla  jackets,  a  sculpture  and 
expensive  jewelry.  The  mudslinging  in  the 
sealed  court  file  includes  (so  says  some- 


Seismic  Slide  

Seitel's  revenues  are  up,  but  has  a 
cash  crunch  made  shares  waver? 
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Source:  FT  Inleractive  Data  via  FactSet  Research  Systems. 

has  come  a  long  way  from  his  high  school 
days  selling  shoes  in  Crown  Point,  Ind. 
After  getting  an  Indiana  University  degree 
in  economics  in  1969,  Frame  put  in  stints 
in  the  diamond  and  gold  industries,  and 
in  1984  wound  up  at  Seitel,  then  known 
as  Seismic  Enterprises,  as  vice  president  of 
marketing.  He  became  president  in  1987, 
chief  executive  in  1992  and  chairman  at 
the  end  of  February. 

By  now  Frame  has  weathered  many  a 
crash  in  oil  prices,  when  oil  companies 


'We're  the  anti-Enron.  Transparency 
is  our  friend;  obfuscation  and 
misinformatiorL^re  the^horts'  friend 


one  who  saw  it)  a  photo  of  Frame  dressed 
in  a  tiger  costume  while  Piatt  and  another 
woman  sit  behind  him  on  a  bed  and  a 
third  woman  stands  in  her  underclothes 
nearby. 

Frame  is  under  a  confidentiality 
agreement  not  to  discuss  the  suit,  which 
was  settled  out  of  court  in  March  2001, 
but  Cynthia  Moulton,  an  attorney  for  Sei- 
tel, says  Frame  was  going  to  a  Halloween 
party  dressed  as  Tigger.  She  adds:  "We 
regarded  the  claims  as  totally  baseless  and 
frivolous.  Mr.  Frame  agreed  to  settle  the 
nuisance  suit  on  the  advice  of  counsel  so 
he  could  move  on  with  his  life.  He's  now 
happily  married." 

Frame,  who  relieves  frustrations  by 
tooling  around  in  one  of  his  four  Ferraris, 


cut  their  exploration  budgets.  How  better 
to  maintain  a  steady  source  of  revenue,  if 
not  cash,  than  to  offer  barters?  "Acquiring 
data  without  using  cash  is  good  busi- 
ness," Frame  explains.  "But  I'll  always  say 
to  my  guys,  don't  turn  cash  into  a  trade.  If 
the  cash  is  there,  take  the  money." 

Seitel  sure  could  use  the  dough.  As  of 
its  last  published  financial  statement,  for 
Sept.  30  (the  next  report  is  due  this 
month),  Seitel  had  $6  million  in  the 
bank,  down  from  $10  million  in  Decem- 
ber 2000.  It  listed  $246  million  in  debt 
(up  from  $91  million  in  December 
1997),  against  $283  million  in  sharehold- 
ers' equity.  Why  all  the  debt?  Evidently 
some  of  its  capital  budget  had  involved 
hard-cash  outlays — for  seismic  data,  get- 


ting pieces  of  oil  wells  and  develop 
new  software  and  technology. 
where's  the  cash  to  service  that  debt?  S 
tel  reported  $41  million  in  cash  fl 
from  operations  for  the  nine  months, 
laid  out  $89  million  on  capital  expeii 
tures.  The  negative  $47  million  figure 
these  two  sums  combined  compares  vi 
a  positive  $7  million  for  all  of  2000 

Shorts  have  another  bone  to  pick  v 
the  swap  accounting.  Shouldn't 
library-access  revenue  be  booked  over 
life  of  the  contracts,  some  of  which  can 
as  long  as  five  years?  Nonsense,  ansvj 
Frame.  The  license  fee  is  nonrefunda 
and  Seitel  has  already  delivered  the  pr 
uct,  which  is  access  to  the  databank, 
like  selling  a  library  card.  Accounting  n 
say  that  Seitel  can  book  barter  revenue 
got  cash  for  similar  transactions  in  the  j 
ceding  six  months.  Frame  says  Seitel  h 
solid  historical  record  that  shows  a  dc 
invested  in  seismic  maps  yields  $2.1( 
revenue  over  ten  years. 

The  shorts  will  tell  you  that  Seitt 
amortizing  the  cost  of  its  $402  mill 
seismic  data  library  too  slowly.  Frz 
says  he's  following  the  rules  scru 
lously,  depreciating  the  seismic  data  c 
seven  to  ten  years.  Indeed,  deprecial 
charges  are  running  at  an  ann 
ized  20%  of  that  $402  millil 
indicating  an  effective  average 
of  only  five  years. 

Frame  says  he  doesn't  plail 
have  more  than  30%  of  revej 
made  up  of  barter.  He  adds  ' 
auditor  Ernst  &  Young  and  adviser  G 
Thornton  have  validated  the  accoun 
and  that  Bella  Geo  Technical,  a  seis 
data  shop  in  Alberta,  Calgary,  confiri 
as  accurate  seven  of  Seitel's  valuation; 
noncash  deals. 

High  earnings  and  a  robust  st 
price  matter  keenly  to  Frame.  He 
cash  bonuses  equal  to  3%  of  pretax  pi 
its,  no  matter  how  much  that  sur 
larded  with  noncash  revenue  (his  be 
came  to  $1.25  million  in  2000).  And  s 
last  June  he's  unloaded  36%  of  his  st 
(not  including  unexercised  options)  p 
ing  $1.5  million;  he  used  it,  he  says  ifor 
building  a  house. 


Research  by  Daniel  Kruger. 
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louldn't  have  to  adapt  your  company  to  fit  some  imposing  enterprise  software  design.  At  Lawson,  we  create 
are  solutions  for  specific  industries.  Our  industry  experts  mal<e  sure  of  it.  The  result  is  proven  software  that 
i  for  you.  With  deeper  functionality.  Fast,  seamless  implementation.  Rapid  return  on  investment.  Lower  total 
f  ownership.  And  experienced  consulting  and  support  teams  to  meet  your  ongoing  needs.  Which  explains  why 
of  our  customers  are  industry  leaders.  Details  await  you  at  www.lawson.com/truck3  or  call  1-800-477-1357. 


EDUCATION 


The  Grade-Inflation  Swindle 

Lake  Wobegon  has  come  to  colleges  and  high  schools:  All  the  students 
are  above  average.  But  doesn't  this  system  cheat  the  truly  gifted? 


Teenage  \Nonders 

and  better  grades.  ^ 


BY  DAN  SELIGMAN 

ANYTIME  HARVARD  HAS  A  SERIOUS  PROBLEM,  YOU  CAN 
count  on  Americans  to  react  with  some  combination  of 
genuine  concern  and  schadenfreude.  Both  have  been  dis- 
cernible since  we  began  hearing  the  revelations  about  grade  in- 
flation. At  Harvard,  around  half  of  all  course  grades  nowadays  are 
A  or  A-  and  last  year  91%  of  seniors  graduated  with  honors. 

A  lot  of  people  in  educationland  think  grade  inflation  is  no 
problem.  It  makes  students  happier,  teachers  more  popular,  par- 
ents less  inchned  to  notice  the  inflation  in  tuition  charges.  The 
alternative  view  is  that  feel-good  grading  is  a  huge  swindle  of  aU 
three  parties,  in  both  college  and  high  school.  The  main  victims 
of  the  swindle  are  the  truly  superior  students,  no  longer  clearly 
differentiated  from  those  who  are  just  pretty  good.  But  a  system 
that  makes  good  grades  easier  to  get  has  to  be  reducing  learning 
incentives  at  all  levels. 

University  grading  data  are 
sketchy,  but  it  is  clear  that  Harvard  is 
far  from  alone.  "In  today's  academy 
the  fear  of  failing  has  all  but  disap- 
peared and  making  the  dean's  list  is  no 
longer  a  pipe  dream  for  quite  average 
students,"  says  Bradford  Wilson,  execu- 
tive director  of  the  National  Association 
of  Scholars.  Grade  inflation  seems  espe- 
cially pervasive  at  elite  institutions, 
where  the  customers  have  high  expecta- 
tions— and  high  tuition  bills. 

Driving  the  whole  process  is  a  cluster 
of  ideas  that  emerged  triumphant  from 
the  1960s  campus  rebellions,  which  reject- 
ed the  authorit)'  of  the  professoriate  while 
demanding  empowerment  of  students.  A  ' 
study  several  years  ago  by  Arthur  Levine, 
the  president  of  the  Teachers  College  at  Co- 
lumbia University,  and  Jeanette  Cureton,  a 
higher  education  researcher,  indicates  that 
grade  inflation  was  minimal  until  the  late 
1960s.  In  1969, 7%  of  college  grades  were  As. 
The  figure  rose  to  26%  by  1993  and  has  pre- 
sumably risen  more  since  then. 

Today  students  evaluate  the  perfor 
mance  of  their  professors,  the  insecure 
assistant  professors,  who  lack  tenure  and  do  heavy  duty  in  the 
classrooms,  are  under  particularly  acute  pressure  to  award  good 
grades.  Encouraged  to  feel  guilty  about  past  oppression  of 
women  and  minorities,  academics  are  especially  loath  to  grade 
them  strictly  and,  having  failed  to  do  so,  feel  obliged  to  apply 


At  least  A- 


the  same  generous  standards  to  other  students. 

It  is  somewhat  easier  to  stay  current  on  grade  inflatior 
high  schools.  The  College  Board,  which  administers  the 
tracks  the  grade  point  averages  of  students  who  take  it.  Betw' 
1991  and  2001,  a  period  when  SAT-measured  aptitude  was 
sentially  flat,  the  proportion  of  test-takers  receiving  grade  pc 
averages  of  at  least  A-  rose  from  29%  to  4 1  %.  Some  high  scho 
meanwhile,  are  eliminating  the  D  grade.  So  now  this  group  • 
end  up  with  Cs  or  Fs.  Guess  which  way  the  graders  will  tilt? 
pecially  in  the  "leave  no  child  behind"  era,  when  parents  ■ 
have  more  options — possibly  including  private  school  vou 
ers — -for  transferring  their  kids  out  of  weak  public  schools. 
Arguably  needing  to  be  mentioned  in  any  report  on  gr 
inflation  is  the  anomalous  role  of 
College  Board  and  the  SAT.  For  mea^ 
ing  the  academic  ability  of  high  schi 
kids,  the  test  must  still  be  rated 
gold  standard.  But,  weirdly,  the  C 
lege  Board  has  generated  an  inflal 
of  its  own.  This  happened  in  the  m 
1990s,  when  the  kids  had  aver 
math  scores  around  480  and  vei 
scores  around  425.  Evidently  c 
cerned  that  people  would  not  rea 
that  lower  verbal  scores  could 
just  as  good  (in  percentile  terms 
higher  math  scores,  the  bo 
decided  to  "recenter"  aU  scores 
that  in  both  tests,  average  sec 
came  out  at  a  neat  500. 

The  inflated  numbers  doi 
less  made  lots  of  students  and  ] 
ents  feel  better,  even  though,  as 
College  Board  kept  remind 
people,  college  admissions  c 
cers  would  obviously  adjust! 
the  new  scoring  (just  as  they| 
also  trying  to  adjust  for  infli 
high  school  grades).  The  i| 
system  also  had  the  effect,  || 
haps  not  unintended,  of  era; 
the  distinction  between  the  truly  gifted  and  the  merely  br  | 
and,  in  the  course  of  so  doing,  mitigating  a  glaring  gender 
parity.  In  the  15  years  before  recentering,  combined  1,600  sol 
went  on  average  to  1  i  students  a  year,  and  boys  outnumbel 
girls  4.4-to-l  in  this  elite  crowd.  Last  year  the  perfect-score  f| 
sv/elled  to  587,  and  the  male  advantage  shrank  to  2.1-to-l. 
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J  Morgan  Stanley  Rollover  Review.  More  than  a  rollover  plan,  it's  your  personal  blueprint  for 
ncial  success.  Working  one-on-one  with  your  Financial  Advisor,  we'll  analyze  your  current  holdings,  create 
jsset  allocation  plan  and  then  customize,  your  rollover  from  a  wealth  of  investment  options.  To  sign  up 
Rollover  Review,  call  1-8M0RGAN-N0W  or  visit  us  online  at  morganstanley.com/rollover. 

Morgan  Stan  ley 

n  Stanley  ancSits  Financial  Advisors  do  not  provide  tax  or  legal  zMce.  Consult  your  tax  advisor  tKfore  engaging  in  transactions  involving  IRAs  or  tax-advantaged  investnients.  Ask  (or  our  free 
res  and  prosf)ectuses,  wtiich  contain  more  complete  information  on  risks,  charges  and  expenses.  Read  ttie  prospectuses  carefully  before  you  invest  or  send  money.  IVIorgan  Stanley  and  Rollover  ^ 
I  are  service  marks  of  Morgan  Stanley  Dean  Witter  &  Co.  Services  are  offered  tfirougti  Morgan  Stanley  DW  Inc.  and  Morgan  Stanley  &  Co.  Incorporated,  members  SIPC.  ©2002  Morgan  Stanley. 


SPECIAL     ADVERTISING  SECTION 


Protecting  Information  in  a  Risky  World 


The  rapid  growth  of  e-commerce  and  business  tech- 
nology solutions  has  increased  dramatically  the 
amount  of  information  shared  in  the  marketplace. 
Consequently,  linking  organizations  with  far-flung  cus- 
tomers, suppliers  and  trading  partners  over  the  Internet  poses 
new  challenges  to  business  continuity  and  traditional  notions  of 
enterprise  security. 

"eBusiness  creates  vast  opportunities,  but  it  also  opens  the 
doors  of  business  organizations  to  millions  of  end  users  and 
exposes  Web  sites,  internal  applications  and  even  private  cus- 
tomer data  to  the  risk  of  loss  or  misuse,"  says  Simon  Pern/,  vice 
president  of  security  solutions  at  Computer  Associates  Inter- 
national (CA),  a  major  provider  of  Internet  security  software. 
"Perhaps  the  biggest  challenge  faced  by  businesses  today  is 
making  their  information  accessible  and  productive,  while  pro- 
tecting it  from  loss  and  damage." 

The  task  is  formidable.  The  global  information  infrastructure 
comprises  more  than  95  million  network-connected  computers, 
most  of  which  are  located  in  open  environments  with  little  or  no 
physical  control.  Disruption  to  the  availability  of  a  business's  mis- 
sion-critical applications  today  is  more  frequently  caused 
by  a  cybersecurity  threat,  such  as  a  virus,  than 
by  a  physical  problem,  such  as  a  hardware 
error  or  even  a  fire.  Those  95  million  com- 
puters are  being  attacked  by  hackers,  virus- 
es and  cyberthieves  even/  minute  of  even/ 
day.  Protecting  them  also  means  being  able 
to  recover  from  attack. 

Among  the  many  lessons  learned  about 
IT  secunty  from  the  September  1 1  catastrophe 
is  that  simply  protecting  information  is  not 
enough.  "An  organization  must  have  a  solution 
in  place  that  protects  all  of  its  information  but 
also  can  have  the  business  back  up  and  run- 
ning immediately,"  says  Joseph  Walton,  senior 
vice  president  of  Global  Seivices  at  EMC,  the  world  leader 
in  information  storage  systems,  software  and  services. 


"Time  to  recoven/  has  become  a  focal  point  for  the  many  c 
nies  now  updating  their  business  continuity  solutions.  The 
major  consideration  is  cost  justification.  Since  September  1 
issue  of  business  security  has  made  its  way  to  companies 
of  directors.  Companies  now  understand  they  need  their  ini 
tion  protected,  but  they  also  realize  they  have  to  deploy  a  so 
capable  of  returning  value  to  the  initial  investment.' 

Another  major  driver  of  the  current  boom  in  eSecuritv 
ware  has  been  the  lingering  economic  slowdown,  CA'Si 
says.  "When  business  begins  to  contract,  companies  in 
ingly  look  to  automation  for  solutions.  You  can  do  mors 
less  —  if  you  have  a  good  security  management  solul 
place.  Today's  automated  security  solutions  can  actually  ( 
organizations  by  increasing  the  productivity  of  empic 
improving  competitive  stance  and  lowering  costs." 

Edward  Jones  Increases  Security,  Lowers  Costs 

St.  Louis-based  Edward  Jones,  the  nation's  seventh-largesi 
rities  firm  and  No.  1  in  the  most  recent 
listing  of  the  100  Best  Companies  to 
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^  ROSE  BANCROFT 


U'RE  PROTECTED  AGAINST  HACKERS,  VIRUSES  AND  WORMS. 
BUT  WHAT  ABOUT  ROSE  IN  BENEFITS? 


ust™  Security  Solutions 

plete  protection  for  your  entire  enterprise. 

it  comes  to  protecting  your  business,  you  need  security  that  can  protect  your 
)rise  from  potential  threats,  no  matter  where  they  may  come  from.  That's  exactly 
?Trust  does.  Our  family  of  products  allows  you  to  not  only  safeguard  your  entire 
)rise,  but  also  view  and  manage  that  security  either  centrally  or  from  multiple 
3ted  locations.  So  you  can  continue  to  grow  and  maximize  new  opportunities 
minimizing  your  risk.  And  that's  security  you  can  feel  secure  about. 


Computer  Associates^ 


ca.conn/etrust 


Computer  Associates  International,  Inc.  (CA).  All  trademarks,  trade  names,  service  marks,  and  loc|os  referenced  herein  belong  to  their  respective  companies. 
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Work  for  in  America,  wanted  to  make  information  accessible 
more  quickly  and  efficiently  to  its  4,000-plus  branch  offices  across 
the  U.S.  and  Canada  as  well  as  thousands  of  customers.  It  also 
needed  rapid  sharing  and  recover/  of  information  across  two  data 
centers  located  hundreds  of  miles  apart.  Security  and  business 
continuity  were  key  considerations  for  both  objectives.  The  com- 
pany selected  EMC,  the  world  leader  in  information  storage  sys- 
tems, software  and  services. 

"EMC  has  the  only  storage  solution  that  smoothly  and  efficiently 
scales  to  larger  capacities,  keeps  our  storage  management  costs 
to  a  minimum  and  provides  the  outstanding  data  protection  our 
business  demands,"  says  Rich  Malone,  chief  information  officer 
at  Edward  Jones.  "The  exceptional  performance  of  EMC's  high- 
density  storage  has  reduced  the  time  it  takes  to  execute  our  pro- 
cessing jobs  —  such  as  the  creation  of  3  million-plus  customer 
statements  each  month  —  by  as  much  as  60%." 

As  for  enhanced  security,  EMC's  SRDF  (Symmetrix  Remote 
Data  Facility)  software  enables  Edward  Jones  to  replicate  over 
an  IP  network  its  primary  data  center  in  St.  Louis,  Mo.,  to  its 
data  center  in  Tempe,  Ariz.,  which  keeps  business  data  available 
within  minutes  for  fast  recovery  from  unforeseen  disasters  or 
planned  outages.  (SRDF  may  sound  a  bit  esoteric  but  as 
Barron's  reported  on  September  24,  2001 :  "Stock  market  trad- 
ing resumed  last  Monday,  in  good  part  thanks  to  the  duplicate 
data  storage  allowed  by  the  products  from  EMC  ...  If  any  tech- 
nology product  emerged  the  hero  from  the  recent  disasters,  it 
was  an  EMC  product  called  SRDF") 

In  addition  to  EMC  SRDF-over-IP,  Edward  Jones  is  imple- 
menting numerous  EMC  management  and  storage  software 
applications  including  TimeFinder,  EMC  ControlCenter,  ESN 
Manager,  Symmetrix  Optimizer,  Resource  View,  Connectrix 
Manager,  PowerPath  and  InfoMover.  Edward  Jones  also  is  rely- 
ing on  the  full  range  of  EMC  Global  Services. 

"The  business  value  of  information  simply  cannot  be  over- 
stated for  our  company  and  our  industry,"  Malone  says.  "The 
combination  of  technology,  services  and  experience  that  EIVIC 
offers  for  business  continuity  and  recovery  applications  makes 
them  the  ideal  partner  for  companies  seeking  to  lower  the  cost 
and  complexity  of  sharing  and  protecting  information  globally." 

CA's  eTrust  Solutions  Provide  Bulletproof  Enterprise  Security 

In  the  freight  business,  where  customers  and  carriers  are  in  a 
hurry  to  meet  demanding  deliver/  schedules,  the  availability  and 
integrity  of  information  are  crucial.  Yellow  Corporation,  one  of 
the  largest  freight  carriers  in  the  nation,  decided  in  the  mid- 


1990s  to  migrate  many  of  its  routine  business  transactic 
the  Internet.  Since  then.  Yellow  has  reinvented  itself 
e-business,  using  the  Internet  to  handle  many  of  its  B2B 
portation  and  related  services. 

To  allow  customers  and  carriers  free  and  easy  access  to 
mation,  while  protecting  the  more  confidential  operations! 
enterprise  servers.  Yellow  selected  Computer  Associates 
eTrust  Access  Control,  a  security  tool  that  enables  the  C( 
ny  to  cohesively  control  and  manage  its  UNIX  systems  fi 
single  point.  Yellow  uses  eTrust  Access  Control  to  secur« 
sitive  system  files  and  critical  data  files,  and  as  a  firewall  to 
itor  and  provide  secure  access  for  those  who  visit  the  siU 

During  the  summer  of  1 999,  an  unidentified  user  tried  to  a 
Yellow's  proprietary  system  files  and  user  IDs  via  the  Internet, 
ning  various  server  ports  for  60  to  90  minutes  for  access  to  sq 
including  ftp,  telnet,  http  and  e-mail.  The  firewall  aspect  of 
Access  Control  "locked  up"  the  basic  services  on  Yellow's 
server  so  that  as  the  hacker  checked  access  to  each  servic 
only  message  he  or  she  ever  saw  was  "denied,  denied,  deni 

"If  the  attack  had  succeeded,  we  would  have  experier 
loss  of  availability,"  says  Michael  Milliard,  senior  inforrr 
security  analyst  at  Yellow.  And  since  we're  a  24/7  operatioi 
would  have  meant  a  significant  financial  loss." 

eTrust  Access  Control  is  one  of  a  comprehensive,  tight!' 
grated  family  of  enterprise  security  products  develop 
acquired  by  Computer  Associates  over  the  past  few  year 
span  the  entire  spectrum  of  mission-critical  security  fun^ 
—  administration,  application  access  controls,  auditing,  aij 
tication  and  directories,  antivirus,  content  inspection,  inti 
detection,  PKI  and  VPN  and  others.  The  success  of  the  > 
brand  has  quietly  catapulted  CA  to  the  top  of  the  list  of  e-se 
vendors  and  made  it  —  in  the  words  of  Aberdeen  Grc 
"one  of  the  only  suppliers  that  can  realistically  be  consid< 
trusted  —  and  one-stop  —  enterprise-class  supplier  of  sol 
that  will  make  it  possible  for  IS  to  integrate  and  transform! 
rity  from  an  unconnected  set  of  piece-parts  into  a  prodt 
grade  security  and  risk  management  whole  for  an  increa 
Internet-centric  environment." 

"Our  eTrust  solutions  are  best-of-breed  security  product 
taken  together,  provide  out-of-the-box,  comprehensive  s^ 
across  the  entire  enterprise,"  says  Simon  Perr/,  CA's  vice  prq 
of  security  solutions.  "eTrust  products  are  open,  so  they  (j 
easily  used  not  only  with  one  another,  but  also  with  other  ni 
products.  That  means  companies  can  leverage  their  existing 
ments.  Basically,  eTrust  makes  eBusiness  Trusted  Business. 


If  you're  considering  business  continuity, 
tall<  to  the  company  that  invented  it. 


In  1994,  EMC  Corporation  understood  that  protecting  your  information  was 
nothing  less  than  a  make-or-break  proposition. 

US  Patent  5,54Zf,347  brought  our  vision  to  the  world  in  the 
form  of  the  world's  first  business  continuity  software,  SRDF'". 
Today,  SRDF  is  part  of  our  comprehensive  offering  of  patented  technologies, 
focused  partnerships,  and  extensive  expertise  that  helps  keep  your  information  available  in 
the  event  of  a  disaster— and  makes  your  business  more 
productive  every  day  of  the  year. 

So  let's  get  started.  In  only  30  business  days,  our  Business  Continuity  Rapid  Results  Program 
can  deliver  industry-leading  information  protection  with  new  capabilities  to 
help  your  business  work  more  productively— and  reduce  IT  costs. 

To  find  out  how,  go  to  www.EMC.com/RapidResults 


EMC' 

where  information  lives 


EMC  and  EMC  are  leg'^lered  (rademaikj  and  SRDF  and  wheit  infoimarion  lives  aie  riademarks  of  EMC  Corporation.  Copyright  ©  2002  EMC  Coiporalion.  All  rights  received. 
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Hionaires 


a  billion  dollars,  as  witnessed  by  our  16th  annual  ranking  of  the  world's  richest.  As  a  group,  our  billionaires  are  worth 
$190  billion  less  since  last  summer,  part  of  a  decline  that  drove  83  people  off  our  list.  Of  the  497  who  remain,  249  of 
them  saw  their  fortunes  sink.  But  while  there  are  fewer  billionaires  in  the  world,  there's  no  shortage  of  ingenious  new 
ways  to  create  wealth.  Take  Gil  Shwed,  one  of  the  three  self-made  billionaires  on  our  list  under  the  age  of  35.  Despite 
competitors  like  Microsoft  and  Cisco,  the  Israeli  plans  to  turn  his  firewall  software  into  a  consumer  application  over  the 
next  five  years  (see  p.  102).  Russia's  richest  man,  MikhaLl  Kliodorkovsky,  has  increased  his  fortune  by  westernizing  his 
oU  business  (see  p.  110).  Italian  industrialist  Steno  Marcegaglia  started  as  a  craftsman.  Today  his  Gruppo  Marcegaglia 
processes  400,000  tons  a  year  of  steel.  The  need  for  tighter  security  produced  a  new  billionaire  in  Gustaf  Douglas,  the 
vice  chairman  and  largest  individual  shareholder  of  Securitas  AB,  the  world's  largest  security  firm.  Three  new  fortunes 
emerged  from  the  Middle  East,  including  that  of  Abdulaziz  Bin  Hamad  Algosaibi,  the  sole  issuer  of  American  Express 
gold  cards  and  traveler's  checks  in  Saudi  Arabia.  Some  billionaires  made  stunning  comebacks.  South  Korea's  Shin  Kyuk- 
ho  returns  to  the  list  for  the  first  time  in  six  years  after  revamping  his  ailing  candy  business.  Others  were  just  born  lucky. 
When  Germany's  Prince  Albert  von  Thurn  und  Taxis  turned  18  last  June,  he  inherited  one  of  the  world's  oldest  for- 
tunes, instantly  becoming  FORBES'  youngest  billionaire  (Brazil's  Roberto  Marinho,  97,  is  the  oldest).  Success  stories  like 
these,  and  failures  churned  up  by  waves  of  creative  destruction,  keep  our  roster  in  constant  flux.  Even  when  the  wealth 
total  trends  upward,  individual  fortunes  are  decimated  by  time,  technology  and  changing  fashions. 
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Billionaires 


GIL  SHWED  built  the  world's  biggest  seller  of 
security  software  for  corporate  paranoiacs.  Now 
he  wants  to  protect  you  at  home  and  on  the  road. 


OUR  YEARS  GO  VIRTUALLY 
unmentioned  in  the  official 
biography  of  Israeli  billion- 
aire Gil  Shwed.  This  much 
information  can  be  cobbled 
together:  In  1986  Shwed, 
just  18  years  old,  joined  the 


supersecret  electronic  inteOigence  arm  of 
the  Israeli  Defense  Forces  called  Unit 
8200.  His  job  most  likely  was  to  string 
together  military  computer  networks  in  a 
way  that  would  allow  some  users  access  to 
confidential  materials  while  denying 
access  to  others.  When  he  left  the  service 
in  1990,  Shwed  walked  off  with  the  idea 
that  would  define  his  career  and  make 
him  one  of  the  youngest  members  of 
FORBES'  billionaires  list. 

Shwed,  now  34  years  old,  has  amassed 
a  $1  billion  fortune  in  less  than  a  decade 
by  building  firewalls.  A  firewall  is  a  piece 
of  software  that  protects  networks  from 
outside  attacks  and  inside  snoops.  The 
company  he  cofounded  and  runs.  Check 
Point  Software  Technologies,  in  Ramat 
Gan,  Israel,  sells  the  most  popular  firewall 
in  the  world.  Since  its  inception  in  1993, 
Check  Point  has  installed  its  products  at 
more  than  250,000  sites,  including  90%  of 
America's  500  largest  firms.  An  estimated 
100  million  people  safely  communicate 
over  the  Net  as  a  result.  To  this  day,  despite 
countless  well-publicized  viruses  and 
hacks,  Shwed  says  its  flagship  product, 
Fire  Wall- 1 ,  has  never  been  breached. 

America  may  have  its  Bill  Gates,  but 
Israel  has  its  own  "Gil  Bates,"  as  Shwed 
is  often  referred  to  in  the  local  papers. 
Last  year  Check  Point  earned  $322  mil- 
lion on  sales  of  $528  million.  That 
astounding  margin  is  due,  in  part,  to  the 
tremendous  tax  breaks  the  company 
enjoys  in  Israel,  paying  just  14.4%  on 
pretax  income,  while  most  U.S.  firms  pay 
upwards  of  34%. 

Though  Shwed's  12%  stake  could  eas- 


ily bankroll  a  life  of  leisure,  he  wouldn't 
consider  cashing  out  at  the  most  critical 
point  in  his  firm's  history.  Far  bigger  rivals 
are  horning  in  on  his  turf.  Microsoft  now 
bundles  firewall  features  into  Windows 
XP.  Cisco  includes  firewall  software  with 
nearly  all  of  its  routers,  the  crucial  boxes 
that  move  data  around  networks.  In  Sep- 
tember it  roOed  out  a  new  firewall  device 
aimed  at  consumers. 

In  lanuary  the  tech  spending  freeze 
finally  caught  up  with  Check  Point  when 
it  announced  its  2001  results.  Although 
revenue  was  up  24%,  Check  Point  did 
some  fancy  financial  footwork  to  get 
there,  using  $4.5  million  in  deferred  rev- 
enue, or  sales  from  previous  quarters  but 
not  yet  recognized  as  revenue.  In  a  market 
sensitive  to  any  whiff  of  accounting 
games.  Check  Point  stock  fell  13%  to  $39 
in  a  single  day  and  has  continued  to  slide. 
Shwed  predicts  his  revenue  will  grow  only 
10%  this  year,  a  far  cry  from  the  44%  aver- 
age annual  growth  investors  are  used  to 
seeing.  Since  he  first  appeared  on  our  bil- 
lionaires list  last  year,  Shwed  has  shed  $600 
million  from  his  personal  net  worth.  (A 
Check  Point  cofounder,  Marius  Nacht,  fell 
off  the  list.) 

Shwed  shrugs  off  questions  about  his 
net  worth.  "It's  not  how  I  measure  my 
well-being,"  he  says.  "I  do  what  I  like,  and 
there's  no  reason  that  paper  money 
should  change  that."  Besides,  Shwed  has  a 
grand  plan  to  expand  far  beyond  his  cur- 
rent business.  For  the  last  nine  years 
Check  Point  has  soothed  the  fears  of  cor- 
porate managers  leery  of  hackers,  rogue 
insiders  and  other  baddies  prowling  the 
Net.  Now  Shwed  wants  to  protect  people 
running  computers  at  home.  = 

Many  of  the  28  million  telecommuters  p 
in  the  U.S.  log  on  to  their  company  net-  i 
works  fi'om  home.  Fifteen  million  people  g 

J3 

worldwide  already  subscribe  to  residential  s 
high-speed  Internet  service.  By  2005  that  s 
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J5REAT  WALLS  OF  FIREL 


Computers  communicate  with  each  other  by  dividing  certain 
tasks  among  seven  network  layers.  Check  Point's 
FireWall-l  secures  traffic  passing  through  all  these 
layers,  inspecting  every  piece  of  data  for  information 
about  origin,  destination  and  purpose. 


Internet 


/ 


Application  layer    Network  software  that  directly  serves  the  user, 
providing  Interface  and  application  features 

Presentation  layer    Manages  deciphering/decompressing  of  incoming 
data  and  encrypts/compresses  outgoing  data 

Session  layer    Establishes,  manages  and  terminates  connections, 
following  instructions  from  network  layer 

Transport  layer    Handles  transfer  of  data:  segments  or  reconfigures  ^  j, 
data  if  necessary  § 


Network  layer    I)  Assigns  IP  serial  number,  2)  finds  destination 
IP  address.  3)  finds  least  congested  pathway 

Data  link  layer    Controls  data  flow,  checks  for  errors  from  hardware 


Physical  layer    Hardware  that  sends  and  receives  data: 
cables,  routers,  etc. 


FireWall-l 
Gateway 
t 

Check  Point's 


population  should  reach  26  million.  For 
hackers,  shark  bait.  These  subscribers  have 
their  cable  and  DSL  modems  always  on. 
Hackers  seek  out  these  links  and  try  to 
steal  credit  card  data,  an  identity  or  back- 
door access  into  corporate  networks.  Last 
summer  Carnegie  Mellon's  Software 
Engineering  Institute,  a  clearinghouse  for 
Internet  security  problems,  issued  an 
advisory  to  consumers  warning  of  four 
viruses,  including  the  infamous  "Code 
Red"  worm,  that  could  expose  their  com- 
puters to  hacks. 

Vulnerable  network  points  outside 
the  home  are  spreading  like  kudzu,  too. 
Already  73  million  people  worldwide  use 
wireless  data  phones,  a  group  expected  to 
grow  to  502  million  by  2006.  Shipments 
of  Wi-fi  networking  chips  for  PCs  and 
laptops,  expected  to  hit  16  million  this 
year,  will  grow  to  44  million  by  2005  {see 
story,  p.  56). 

Shwed  wants  Check  Point  to  be  the 
brand  name  for  safe  computing  every- 
where— in  the  office,  at  home  and  on  the 
road.  The  firewall  market,  including  sales 
of  hardware  and  software,  is  $2  billion 


now,  nsmg  to  $6  billion  by  2005,  accord- 
ing to  research  firm  IDC.  "Only  half  of  the 
revolution  has  happened,"  he  says.  "In  five 
years  we  will  be  connected  everywhere. 
We  have  the  potential  to  grow  tenfold." 

That's  about  as  grandiose  a  statement 
as  you  will  ever  pull  out  of  Shwed,  a  soft- 
spoken  bachelor  so  new  to  the  billionaires' 
club  that  he  still  calls  a  pal  at  Goldman 
Sachs  to  score  reservations  at  Nobu,  a  chic 
restaurant  in  Manhattan.  Shwed  is  dis- 
armingly  insecure  about  his  standing,  urg- 
ing the  crowd  at  a  lanuary  investor  confer- 
ence to  fill  out  comment  forms  because  he 
really  wanted  the  feedback.  Later  that  day, 
when  he  was  invited  uptown  to  ring  the 
closing  bell  at  Nasdaq,  Shwed  corrected  a 
photographer  who  asked  him  to  face  the 
camera.  Shwed  told  him  he  preferred  to 
pose  in  profile,  gazing  into  the  distance, 
claiming  "it  makes  me  look  visionary." 

Yet  there  is  a  real  vision  here,  a  world 
of  secure  communication,  and  one  that's 
nourished  by  deep  roots.  Shwed  was 
raised  in  the  lap  of  terror.  Born  in 
Jerusalem  in  1967,  the  year  of  Israel's 
bloody  Sb(  Day  War,  Shwed  demonstrated 


a  gift  for  programming  early  on  and  tc 
computer  science  classes  at  Hebrew  U 
versity  while  still  in  high  school.  Just  t 
years  before  he  graduated,  a  close  frie 
was  killed  in  a  terrorist  attack 
Jerusalem.  He  is  well  aware  that  an  ini 
cent  trip  to  a  bar  or  mall  can  end 
bloodshed. 

After  Shwed's  four-year  stint  at  l 
elite  8200  intelligence  unit,  he  skipped  c 
lege — against  his  parents'  wishes — a 
found  work  in  1 990  at  an  Israeli  softwi 
firm  where  he  met  Marius  Nacht,  anotl 
talented  programmer.  The  two  clicl< 
instantly.  Shwed  shared  the  idea  he  h 
harbored  since  his  army  days  to  erect  S( 
ware  walls  around  networks.  The  Inten 
at  this  point  was  merely  a  plaything  of 
government  and  wonky  academics.  S 
nificant  commercial  traffic  on  the  t 
didn't  commence  until  the  emergence 
the  Mosaic  Web  browser  in  1995.  Bu 
was  only  a  matter  of  time  before  busin 
exploited  the  Net  for  communication  a 
commerce.  Whoever  could  secure  n 
works  cheaply  and  efficiendy  would 
a  bundle. 

Shwed  and  Nacht  worked  at  anod| 
software  firm  for  a  couple  of  years  bera 
hooking  up  with  Shwed's  programnj 
pal  Shlomo  Kramer.  In  1993  they  hop] 
on  a  plane  to  attend  a  San  Diego  con 
ence  of  UNIX  developers  to  scope  out 
firewall  competition.  What  emer^ 
shocked  them.  "Most  people  didn't  see  < 
Internet  as  a  mass  market  problenj 
Shwed  recalls.  Nacht,  now  senior  v: 
president  at  Check  Point,  says:  "Th^ 
were  happy-go-lucky  guys  who  had  fl 
developing  tools." 

Emboldened,  the  trio  returned 
Israel  and  began  four  months  of  frenej 
programming  in  Kramer's  grandmothe 
apartment.  They  took  turns  refilling  t 
printer,  motorcycling  to  the  supermarl 
for  Coca-Cola  and  enduring  ten-hd 
shifts  at  the  computer.  Over  time  Nac 
and  Kramer  began  to  defer  to  Shwed 
important  issues  like  whether  to  accfl 
venture  capital  (he  took  S400,000  for  h 
the  company),  how  to  distribute  the  prcj 
uct  (sell  through  distributors  rather  thi 
go  direct)  and  the  importance  of  crackii 
the  U.S.  market  (establish  a  beachhc! 
ASAP).  During  one  caffeine  break,  th| 
agreed  that  Shwed  would  lead  the  coll 
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One  button.  Infinite  power. 


What  would  you  do  if  a  single  button  gave  you  the  power  to  meet  with 
anyone,  anytime,  anywhere?  Hold  a  business  meeting?  Train  your  staff? 
Negotiate  a  deal?  Demo  a  prospective  client?  Support  a  customer?  Launch 
a  new  product?  Host  a  global  event?  Since  you  can  use  any  combination 
of  applications,  presentation  materials,  audio  and  video  to  get  your  point 
across,  the  possibilities  are  infinite.  Bringing  the  meeting  to  you  has 
never  been  easier.  Visit  us  at  webex.com  or  call  877-50-WebEx. 


VebEx.  and  the  WebEx  logo  are  registered  trademarks  of  WebEx  Communications  Inc.  ^^2002,  WebEx  Communications  Inc.  All  rights  reserved. 


mLLmHMRE  BABIES 


Two  members  of  this  year's  undcr-35  club  weren't  even  around  for  the 
first  moonwalk.  Shwed  amassed  his  fortune  over  a  decade.  German  teenager 
Albert  von  Thurn  und  Taxis  inherited  a  vast  real  estate  empire  just  last  summer. 


Harmi 


Rank 

Name/Countrv 

Net  worth 
($bll) 

Source 

Age 

200 

Kumar  Birla/lndia 

$2.1 

commodities 

34 

445 

Jonathan  Harmsworth/U.K. 

1.0 

publishing 

34 

445 

Emilio  Azcarraga  Jean/Mexico 

1.0 

media 

34 

60 

Pierre  Omidyar/U.S. 

4.6 

Ebay 

34 

445 

GilShwed/lsrael 

1.0 

software 

34 

370 

Robert  David  Ziff/U.S. 

1.2 

publishing 

34 

413 

OlegDeripaska/Russia 

1.1 

aluminum 

33 

370 

Daniel  Morton  Ziff/U.S. 

1.2 

publishing 

30 

327 

Albert  V.  Thurn  und  Taxis/Germany  1.4 

diversified 

18 

pany  they  dubbed  Check  Point. 

Their  code,  titled  FireWall-1,  was  a 
vast  improvement  over  the  clunky,  cus- 
tomized software  protectors  already  in 
existence.  Check  Point's  method  extracts 
information  about  the  origin,  destination 
and  purpose  of  a  packet  of  data  aimed  at  a 
network.  If  these  jibe  with  the  network's 
established  rules,  the  packet  gets  in.  Fire- 
Wall- I's  key  selling  point  was  its  intuitive, 
point-and-click  interface.  Even  the  gum- 
smacking  office  manager  could  install  and 
monitor  it  with  a  bit  of  training.  "We 
don't  need  an  IT  person  to  run  it,"  says 
David  Kaercher,  a  tech  director  at  elec- 
tronics retailer  Best  Buy.  He  uses  FireWall- 
1  at  2,000  sites. 

In  1994  Shwed  got  his  $400,000  in 
venture  capital,  the  only  funding  the  trio 
ever  needed,  from  BRM  Technologies,  an 
Israeli  antivirus  software  firm.  Shwed 
hired  David  I.  Blumberg,  a  San  Francisco 
venture  capitalist,  to  drum  up  U.S.  busi- 
ness. It  wasn't  easy  to  land  custoiriers  in 
1 994,  when  the  world  had  only  3,000  V/eb 
sites.  Only  large  companies  had  Inte;  nt  i 
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connections  and  security  was  not  a  top 
priority.  And,  as  an  Israeli  company, 
Check  Point  was  perceived  as  too  risky. 
There  were  even  rumors  that  its  firewall 
was  actually  a  Mossad  tool  for  keeping 
tabs  on  foes.  When  Nacht  visited  the 
National  Security  Agency  for  a  demon- 
stration, he  was  forced  to  wait  in  the  park- 
ing lot  whOe  Blumberg  delivered  the  pitch. 

At  first  Shwed  tried  to  downplay 
Check  Point's  Israeli  roots,  but  found 
ways  to  use  it  to  his  advantage.  He  started 
touting  the  country's  unimpeachable 
security  reputation,  playing  up  his  execu- 
tive team's  military  backgrounds.  He  also 
set  up  a  small  answering  service  in  Boston 
with  a  single  operator,  whom  he  never 
met,  to  answer  the  phones,  giving  the 
appearance  of  a  U.S.  office.  He  opened  a 
SUicon  Valley  office  in  1995. 

During  sales  demonstrations,  Shwed 
would  install,  in  minutes,  a  trial  copy  of 
Fire  Wall- 1  on  potential  customers'  net- 
works. "Customers  were  saying,  'Firewalls 
are  so  complicated.'  I  said,  'Let's  just 
install  it  right  now.'"  His  audiences  were 


stunned  as  message  alerts  popped 
indicating  that  hackers  had  immedia 
begun  'pinging'  their  network,  probii 
for  vulnerabilities.  By  1994  Check  P 
scored  its  first  big  sale  when 
Microsystems,  which  had  failed  to  c 
the  firewall  market  on  its  own,  agree 
bundle  Fire  Wall- 1  in  its  UNIX  ser\ 
helping  Shwed  reach  $800,000  in  a 
that  year. 

Months  later  Check  Point  was  in\ 
to  appear  on  60  Minutes  to  demonstrj 
live  face-off  between  Fire  Wall- 1  at 
crew  of  New  York  City  hackers.  As  ^ 
Wallace  interviewed  Blumberg  on  can 
his  phone  rang.  It  was  Shwed,  panic 
because  for  the  previous  24  hours  Cl 
Point  had  been  blitzed  with  60 
attempted  hacks,  far  more  than  the  1 
dreds  the  network  normally  encount 
in  a  single  day.  But  Wallace  and  his 
ducer  fessed  up  that  the  hackers  were 
they'd  be  battling  Fire  Wall- 1  well  be 
the  show  went  on  the  air.  Check  P 
repelled  them  all. 

With  a  firm  lead  in  the  market,  C! 
Point  went  public  in  luly  of  1996,  pop 
Shwed's  net  worth  to  $100  million  c 
night.  Rivals  soon  flocked  to  the  cy 
security  field,  such  as  Security  Dyna 
(now  RSA  Security),  offering  user  aut 
tication;  Chrysalis-ITS,  pushing  enc 
tion  software;  and  McAfee,  delivel 
virus  protection.  Suddenly  IT  manal 
were  dizzy  with  options.  At  least  12  c 
companies  sold  firewall  software. 
Check  Point's  market  share  grew  onl^ 
between  1996  and  1997. 

That  year  Shwed  unveiled  a  part 
ship  that  awarded  Good  Housekeeping 
seals  of  approval  to  other  software 
could  integrate  easily  with  Check  Po 
It  was  a  nifty  marketing  tactic  to  b; 
Check  Point  in  other  niches.  "Check  I 
isn't  the  cheapest  firewall,  but  it's 
nitely  the  most  flexible,"  says  reseller 
Fish,  of  Kansas  City,  Mo.-based  FisI 
Security. 

But  while  Check  Point  was  beefin 
its  marketing,  Cisco  was  attacking  the 
geoning  market  for  firewall  appliai 
which  are  networking  "black  boxes" 
loaded  with  security  software.  Br; 
offices  clamored  for  them  because 
plugged  right  into  a  network  jack 
required  no  costly  maintenance  k 


introducing  Antimicrobial-Coated  Steel 


Last  year  people  spent  a  billion  dollars  on  all  sorts  of  antimicrobial  products.  Now  they  can  haul 
out  the  hard  stuff,  with  new  AglON™  antimicrobial-coated  steel.  It  suppresses  the  growth  of 
bacteria,  molds  and  fungi  on  products  such  as  building  fixtures,  HVAC  components,  food  and 
medical  equipment,  and  appliances.  And  customers  are  willing  to  pay  more  for  the  added 
cleanliness.  To  learn  how  to  moke  steel  products  even  stronger,      mm     M  ■  ■ 

call  1-866-571-6351  or  visit  www.aksteel.com/agion.        ivli'm.  #%l^^¥wC'l 

IjJ^ION      AgtON  -s  a  iraaemafk  of  AglON  Technologies  LLC 


BilllxmairesL 


4-ogged  on  and  on  and  on  

Workaholics  of  the  world  unite.  Three  years  from  now 
you'll  always  be  a  click  away  from  the  office,  thanks  to 
the  rise  of  Web-enabled  gadgets. 


Wireless  data  subscribers 


502 


WLAN  chip  shipments 


44 


U.S.  residential  broadband 


2001 


2005 


26 


Telecommuters 
28 


mHmm 

Wireless  PDA 


All  figures  in  millions.  Sources:  Allied 
Business  Intelligence:  Yankee  Group: 
International  Telework  Association; 
Gartner  Research:  IDC. 
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Cisco  exploited  its  lock  on  the  router 
market  to  peddle  firewalls,  intrusion- 
detection  software  and  Virtual  Private 
Networks,  which  allow  mobile  employees 
to  access  company  networks  over  the 
Net.  "I  think  there's  an  incredible  market 
in  the  home  office,  and  the  big  growth 
has  yet  to  occur,"  says  Richard  Palmer, 
vice  president  of  Cisco's  VPN  and  secu- 
rity services. 

Shwed  couldn't  afford  to  ignore  the 
popularity  of  firewall  boxes  in  the  the  bat- 
tle to  keep  hackers  out  of  remote  offices. 
The  market  for  firewall  hardware  was 
doubling  each  year,  five  times  faster  than 
stand-alone  firewall  software  sales.  In  1997 
he  teamed  up  with  Finland's  Nokia,  which 
had  a  line — called  Ipsilon — of  innovative 
data-switching  products  that  were  consid- 
erably faster  than  traditional  routers.  That 
year  Nokia  embedded  Check  Point  soft- 
ware in  its  Ipsilon  boxes  and,  in  2000,  was 
selling  an  estimated  $208  million  of  them, 
according  to  IDC.  But  Nokia  was  running 


a  distant  second  to  Cisco. 
(Nokia  has  22%  of  the  fire- 
wall-VPN appliance  market 
to  Cisco's  45%.)  ■ 

Shwed  wasn't  about  to 
make  the  same  mistake  with 
the  home  office  market.  In 
1999  he  approached  Nokia 
about  collaborating  on  a 
device  that  would  target 
homes,  a  market  expected 
to  reach  $1  billion  by  2005, 
according  to  IDC.  But  Nokia 
needed  more  time  to  come 
up  with  a  box  cheap  enough 
to  appeal  to  customers,  yet 
with  high  enough  margins 
to  justify  the  line.  The  rela- 
tionship, once  so  cozy  that 
Nokia  and  Check  Point 
engineers  formed  a  Softball 
team,  grew  tense.  "Nokia 
wants  things  documented, 
planned  and  executed,"  says 
Daniel  MacDonald,  Nokia's 
vice  president  of  Internet 
communications.  "Check 
Point,  on  the  other  hand,  is 
very  entrepreneurial.  They 
move  lightning  fast  all  the 
time.  Frankly,  frustrations 
sometimes  boil  up." 
Shwed  told  Nokia  that  he  was  pro- 
ceeding without  it.  In  1999  he  bought  a 
majority  stake  in  SofaWare,  a  software 
developer  in  Check  Point's  home  city  of 
Ramat  Can.  In  December  2001  the  com- 
pany finally  rolled  out  the  S-Box,  a  $300 
firewall  appliance  smaller  than  a  video- 
cassette  and  easier  to  program  than  a 
VCR.  The  goal  is  to  have  corporations 
buy  S-Boxes  by  the  dozens  and  give 
them  to  employees  who  log  in  to  their 
corporate  networks  from  home  or  on 
the  road.  "Check  Point  has  been  a  god- 
send for  us,"  says  lames  LoTruglio,  vice 
president  of  information  technology  at 
Hearst  Corp.,  which  just  purchased  250 
S-Boxes  for  staffers'  homes.  "We'll  see 
how  it  goes.  We  have  16,000  employees. 
I'm  sure  there  will  be  more  demand  for 
them." 

The  S-Box  is  a  step  up  from  cheapo 
personal  firewalls  like  the  $40  BlacklCE 
Defender  fi-om  Internet  Security  Systems, 
which  in  February  was  widely  criticized 


for  a  serious  security  flaw  (it  has  si 
issued  a  patch).  Shwed  ultimately  plan 
license  the  S-Box  software  to  Nokia 
other  hardware  firms  with  access  to  r« 
markets.  "I'd  like  to  have  the  softwar 
every  cable  and  DSL  modem,"  he  says. 

Cell  phones,  too,  are  tantalizing  tar 
for  cybermiscreants,  thanks  to  alarn^ 
vulnerabilities  in  mobile  networks  and 
rising  popularity  of  Web-enabled  pho 
Barrage  the  network  with  data  pad 
and  behold  a  carrier's  worst  nightmai 
denial  of  service  like  the  kind  that 
down  Ebay  and  Amazon  in  Febru 
2000.  Last  year  lapan's  NTT  Docomo 
largest  ISP  in  the  world,  was  infected 
virus  that  jammed  mobile  phones  . 
automatically  dialed  emergency  numb 
The  year  before,  Spain's  Telefonica  mo 
network  was  slammed  with  a  virus  i 
sent  nasty  short  messages  across  ph 
screens. 

Shwed  is  currently  negotiating  v 
Vodafone  to  fortify  its  European  cell 
network  with  Check  Point's  new  FireV 
1  GX  software.  Shwed  claims  that  a  del 
imminent  to  bundle  Check  Point  softv 
in  Nokia  phones. 

Another  frontier  is  the  Wi-fi  local : 
works  gaining  popularity  with  hari 
executives — and  hackers.  They  are  rid 
lously  cheap  to  deploy,  requiring  just  $ 
worth  of  equipment  from  a  local  electi 
ics  store.  But  the  Wi-fi  electronic  forr 
called  802.1 1,  is  porous  to  cyberattack 
mischief  maker  camped  out  with  a  lap 
in  the  corporate  parking  lot  can  ea 
break  in.  Check  Point's  antidote  is  its 
wall-VPN  software,  which  guards  tl 
connections  as  if  they  were  establishe« 
employees  logging  in  from  a  bra 
office.  With  57%  of  the  $740  million  ! 
wall-VPN  software  market  alone,  Ch 
Point  is  well  positioned  to  bill  itself  as 
Wi-fi  security  blanket. 

In  nine  short  years  Shwed  has  stc 
close  to  his  roots,  but  has  moved  wo 
away  in  his  career.  He  hasn't  programi 
in  years,  and  now  oversees  1 ,200  emp 
ees.  He  barely  finds  time  for  weekly  ; 
classes  and  the  occasional  Monday  n 
game  of  basketball  with  colleagues.  "I 
a  terrible  player,"  he  confesses.  Given 
penchant  for  humility,  most  of  tl 
probably  wouldn't  hesitate  to  play 
Shwed's  team. 
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Lity  is  only  skin-deep.  "Best  Premium  Sports  Car  In  Initial  Quality"  is  to  the  bone. 

hevrolet''  Corvette®  is  a  lot  more  than  just  another^retty  face.  And  you  don't  have  to  look  very  far  to  realize  just  how  true 
According  to  J.D.  Power  and  Associates,  Chevrolet  Corvette  ranked  as  The  Best  Premium  Sports  Car  in  Initial  Quality  It's  all 
our  commitment  to  create  a  sports  car  that  rivals  the  vwrld  in  performance,  technology  and  quality  engineering,  corvette.com  . 
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Billionaires 


The  Oil 


BY  PAUL  KLEBNIKOV 


Who  Came  infrrom  th 


Cold 


IF  YOUR  BUSINESS  GETS  SOME  BENEFIT 
from  cheap  energy,  send  a  note  of 
thanks  to  Russian  ohgarch  Mikhail 
Khodorkovsky.  It  may  seem  strange  to 
attribute  power  over  world  energy 
prices  to  this  soft-spoken  38-year-old.  Even 
if  he  is  Russia's  richest  man,  with  an  esti- 
mated net  worth  of  $3.7  billion,  and  con- 
trols the  country's  second-largest  oil  com- 
pany, his  business  is  still  dwarfed  by  the 
Saudi  Aramcos,  ExxonMobils  and  Royal 
Dutch/Shells  of  the  world. 

But  Kliodorkovsky  is  in  the  right  place 
at  the  right  time.  Russia,  the  world's  sec- 
ond-largest exporter  of  oil  and  oil  prod- 
ucts (after  Saudi  Arabia),  has  come  under 
intense  pressure  recendy  from  OPEC  to  join 
in  export  cuts  and  push  up  oil  prices. 
Thirty-dollar  oil  would  be  much  better  for 
the  Russian  economy  than  $15  oil,  but  the 
Russian  government  has  declined  to  make 
anytliLng  more  than  a  symbolic  export  cut. 

What  is  behind  this  policy?  Keeping 
OPEC  at  bay  may  be  one  of  the  concessions 
that  Vladimir  Putin  made  to  George  W. 
Bush  when  he  visited  the  American  presi- 


Not  long  ago  MIKHAIL  KHODORKOVSKY  was  viiif  i 
in  the  West  as  a  crony  capitalist  who  stiffed  forei 
business  partners.  Now  he  is  Russia's  richest  m 
and  appears  to  be  the  West's  best  friend. 


dent  in  November.  But  the  Russian  gov- 
ernment is  also  responding  to  pressure 
from  its  own  oil  magnates. 

This  is  where  Mikhail  Khodorkovsky 
comes  in.  His  company,  Yukos,  accounts 
for  1 7%  of  Russia's  oil  production  and  has 
significant  influence  in  the  Kremlin.  One 
former  employee  was,  until  recently,  the 
minister  of  fuel  and  energy;  another  for- 
mer Khodorkovsky  sidekick  is  currently 
Vladimir  Putin's  deputy  chief  of  staff. 
Among  Russian  oilmen,  Khodorkovsky  is 
the  leading  advocate  of  ignoring  OPEC's  de- 
mands and  expanding  production  as 
rapidly  as  possible.  Which  he  is  doing: 
Yukos  has  expanded  production  by  35% 
over  the  last  two  years,  to  1.2  million  barrels 
a  day.  Cap  some  wells?  He  won't  do  it. 

While  other  Russian  oil  giants,  such  as 
LukoD,  have  spoken  out  in  favor  of  accom- 
modating OPEC,  so  far  it  is  Khodorkovsky's 
side  that  is  winning  in  the  Kremlin.  The 
stakes  are  huge — ^both  for  world  oil  prices 
and  for  the  world  economy. 

To  visit  Mikliail  Khodorkovsky,  you 
drive  an  hour  west  of  central  Moscow  to 


Zhukovka,  an  elite  suburb  that  was  c 
home  to  Politburo  members  and  So 
Army  generals.  There  Khodorkovsky 
a  half-dozen  of  his  partners  have  bu 
compound  of  luxury  houses  among 
pine  trees.  The  houses  are  tasteful  and 
place  is  beautiful,  but  the  compound  i 
bears  a  resemblance  to  a  prison  camp, 
surrounded  by  high  walls,  with  powe 
lights  eveiy  30  paces.  Guards  with  macl 
guns  patrol  the  perimeter.  At  the  ma.^ 
entrance  gate,  mirrors  check  the  under 
of  visitors'  vehicles  for  car  bombs.  Arr 
cans  have  been  preoccupied  with  seci 
only  since  September.  Russian  execul 
have  needed  bodyguards  ever  since  c 
talism  came  to  the  country. 

Khodorkovsky  is  an  unassuming  n 
The  oldest  of  his  four  children  is  in  a  S 
boarding  school,  but  otherwise  Khoi 
kovsky  seems  to  avoid  the  nouveau  r 
trappings  of  other  Russian  oligar 
Doesn't  he  have  a  villa  on  the  Riviera? 
wife  and  I  don't  like  the  beach  much 
his  reply.  "This  past  winter  holida)i 
spent  happily  in  a  small  hotel  in  Finlai 
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WHO  0WNS  RUSSIA? 


Eleven  years  after  the  tall  of  comniLinism,  post-Soviet  Russia  is  home  to  seven 
billionaires,  with  an  average  age  of  41.  In  a  mostly  down  year  for  billionaires, 
.ili  se\'fn  Russians  managed  to  equal  or  increase  their  last  year's  net  worth. 


Rank 

Name 

Net  worth 
($bil) 

Source 

Age 

101 

Mikhail  Khodorltovsky 

$3.7 

oil 

38 

127 

Roman  Abramovich 

3.0 

oil 

35 

191 

Mikhail  Fridman 

2.2 

oil 

37 

234 

Vladimir  Potanin 

1.8 

metals 

40 

277 

Vladimir  Bogdanov 

1.6 

oil 

50 

327 

VagitAiekperov 

1.4 

oil 

51 

413 

OlegDeripaska 

1.1 

aluminum 

33 

Khodorkovsky  has  an  earnest  de- 
meanor and  a  high-pitched  voice  that  is 
often  difficult  to  hear,  but  appearances  are 
deceiving.  This  is  a  tenacious  and  ruthless 
businessman. 

Amoco,  now  part  of  BP,  can  testify  to 
that.  Until  a  few  years  ago  Amoco  had 
placed  great  hopes  on  the  Priobskoye  field 
in  western  Siberia.  Some  3.5  billion  barrels 
of  oil  lie  beneath  this  desolate  stretch  of 
marsh  and  arctic  forest.  The  field,  which 
Amoco  was  developing  with  a  Yukos  sub- 
sidiary, promised  to  be  a  gusher.  But  in 
1998,  at  the  very  moment  when  large-scale 
production  at  Priobskoye  was  set  to  begin, 
Amoco  was  sent  packing;  it  had  to  eat  the 
estimated  $300  million  it  had  spent  on  the 
project.  Today  BP  declines  to  say  much 
about  the  affair.  Here  is  Khodorkovsky's 
version  of  what  happened: 

"This  was  the  result  of  their  own  hesi- 
tation," he  says.  "Amoco  was  granted  ex- 
clusive rights  to  negotiate  for  the  Priobskoye 
field  and  continued  these  negotiations  for 
five  years.  In  1997  [when  I  gained  full  con- 
trol of  Yukos] ,  I  inquired  whether  there  was 
any  document  that  required  us  to  continue 
negotiations  with  Amoco.  [There  wasn't.]" 

With  Amoco  out  as  an  equity  partner, 


Khodorkovsky  brought  in  other  Western 
companies  on  a  fee  basis:  oil  service  out- 
fits, such  as  Schlumberger  {see  story,  p.  76) 
and  the  Anglo-Norwegian  outfit,  Kvaerner, 
to  help  him  tap  Priobskoye  and  to  revive 
older  fields.  Now  production  at  Priobskoye 
is  rising  briskly,  from  40  million  barrels  last 
year  to  a  likely  90  million  this  year. 

Though  Yukos'  proven  reserves  (12  bil- 
lion bbl.  of  oil  equivalent)  put  it  in  the  league 
of  ChevronTexaco,  its  financials  make  it 
middling  by  Western  standards:  Moscow- 
based  brokerage  United  Financial  Group 
estimates  Yukos  earned  $3.7  billion  on  rev- 
enues of  $7.3  billion  last  year.  Khodorkovsky 
has  grand  international  ambitions,  though. 
He  plans  to  buy  refineries  and  gas  stations  in 
Europe  and  to  take  the  lead  in  a  $  1 .7  billion 
pipeline  to  pump  Siberian  oil  to  China. 

Khodorkovsky  has  come  a  long  way 
from  his  impoverished  Soviet  childhood. 
He  grew  up  in  a  cramped  communal  apart- 
ment in  Moscow;  he  and  his  parents  shared 
two  rooms.  Khodorkovsky  was  a  model  So- 
viet youth.  He  was  a  good  student,  finished 
the  Mendeleev  Institute  of  Chemical  Tech- 
nology and  became  deputy  head  of  the 
Communist  Youth  League  at  his  institute. 

He  was  fortunate  to  be  embarking  on  a 


career  just  as  Mikhail  Gorbachev  wa 
forming  the  Soviet  Union.  It  was  undc 
aegis  of  the  Communist  Youth  League 
Khodorkovsky  first  went  into  business 
gether  with  a  half-dozen  partners 
started  a  private  cafe,  peddled  new  t 
nologies  to  Soviet  factories,  imported 
even  sold  French  brandy. 

By  1988,  less  than  two  years  afte 
started  his  trading  business,  Khodorko 
was  hauling  in  revenue  of  80  million  n 
a  year  ($130  million  according  to  the 
cial  exchange  rate,  $10  million  accor 
to  the  black  market  rate).  This  n 
Khodorkovsky  one  of  the  most  succe 
of  Russia's  new  breed  of  wheeler-dec 
Was  this  the  result  of  good  contacts 
the  political  elite?  Khodorkovsky  says 

Flush  with  cash  from  his  trading  c 
ations,  Khodorkovsky  and  his  partner 
tablished  Bank  Menatep.  As  one  of  Ru' 
first  privately  owned  banks,  Menatep^ 
panded  with  dizzying  speed,  not  onl 
financing  Khodorkovsky's  lucrative  t 
ing  operations,  but  also  by  handling 
money,  such  as  the  funds  allocated  fo 
victims  of  the  Chernobyl  nuclear  accic 
By  1990,  a  year  before  the  fall  of  com 
nism,  Menatep  was  conducting  operal 
offshore.  It  was  first  a  client,  and  la 
shareholder,  of  a  private  bank  in  Ge 
called  Riggs  Valmet. 

This  was  when  Russian  private  h 
were  widely  suspected  of  spiriting  awa; 
lions  of  dollars  belonging  to  the  Com 
nist  Party  into  anonymous  offshon 
counts.  Khodorkovsky  says  his  bank 
its  hands  clean.  "Our  bank  was  subject< 
rigorous  checks  on  this  score,"  he  • 
"And  I  can  say  that  at  least  in  our  ban 
such  funds  were  found." 

After  communism  fell  and  Boris  Ye 
came  to  power,  Menatep's  fortunes  coi 
ued  to  rise.  It  was  authorized  to  handl' 
funds  of  the  Ministry  of  Finance,  the 
Taxation  Service,  the  Moscow  city  gov 
ment  and  the  Russian  arms  export  moij 
oly.  Meanwhile,  Khodorkovsky's  tra ' 
operations  had  begun  to  take  on  inte 
tional  commodity  shipments.  There 
deals  with  Marc  Rich,  the  pardoned 
tive,  and  a  big  oU-for-sugar  deal  with  C 

But  it  was  in  acquiring  Yukos 
Khodorkovsky  hit  the  big  time.  His  ch 
came  in  the  loans-for-shares  auction 
1995,  when  the  government  unloade 


112     FORBES-  March  18,2002 


IF  WE  DIDN'T  GIVE  YOU 

A  BED  THIS  COMFORTABLE 

HOW  WOULD  WE  SLEEP  AT  NIGHT? 


■Blili  on  aires 


OPEU'S  HEADACHE 


Of  the  top  six  oil  producers  only  Russia  has  made 
big  gains  in  the  past  five  years.  No  wonder  OPEC  is 
putting  so  much  pressure  on  Moscow  to  fall  in  line. 

9 


Oil  production^ 

(million  barrels  per  day) 


1996 
2001 


Saudi  United  Russia 
Arabia  States 


Iran  Mexico 


'includes  crude  oil,  condensate  and  natural  gas  liquids. 
Source:  Cambridge  Energy  Research  Associates. 


majority  stakes  in  Russia's  top  oil  and  met- 
als companies  to  a  group  of  well-connected 
financial  companies. 

Khodorkovsky's  Bank  Menatep  was 
put  in  charge  of  processing  the  bids  in  the 
Yukos  auction.  The  winner  turned  out  to 
be  a  company  controlled  by  . . .  Khodor- 
kovsky  and  his  partners.  A  rival  bid  by  three 
big  Russian  banks,  which  offered  more 
money  than  Khodorkovsky's  outfit,  was 
disqualified  on  technical  grounds. 

The  $350  million  that  Khodorkovsky 
and  his  partners  paid  for  control  of  78% 
of  Yukos  was  quite  the  bargain.  It  implied  a 
value  for  the  whole  company  of  $450  mil- 
lion. When  the  shares  began  trading  less 
than  two  years  later,  Yukos'  market  capital- 
ization was  $9  billion.  Today  the  market 
cap  is  closer  to  $  1 5  billion. 

"In  tliose  days  everyone  in  Russia  was 
engaged  in  the  primary  accumulation  of 
capital,"  Khodorkovsky  recalls  about  the  an- 
archic Yeltsin  years.  "Even  when  laws  ex- 
isted, they  were  not  very  rigorously  followed 
Therefore,  if  you  conducted  yourself  too 
much  in  a  Western  manner,  you  were  sim- 
ply torn  to  pieces  and  forgotten." 

Khodorkovsky's  next  big  challenge 
came  in  August  1998.  Hardly  had  he  fin- 
ished consolidating  his  control  over  Yukos 
and  shooing  off  Amoco  when  the  \vhole 
Russian  financial  system  collapsed.  Looted 


by  its  crony  capitalists,  Russia  was 
bankrupt.  The  government  de- 
valued the  ruble  and  defaulted  on 
most  of  its  debt.  Most  of  Russia's 
big  private  banks  went  under — 
including  Bank  Menatep- 
Moscow. 

Khodorkovsky  and  his  part- 
ners salvaged  what  they  could  out 
of  the  rubble,  transferring  their 
good  accounts  to  a  sister  bank 
called  Menatep-St.  Petersburg. 
But  they  were  still  left  with  the 
question  about  what  to  do  with 
their  angry  creditors.  Chief 
among  these  was  a  group  of  for- 
eign banks,  which  had  lent 
Menatep  $266  million,  secured  by 
a  33%  stake  in  Yukos. 

Khodorkovsky's  group  urged 
Norway       the  foreign  banks  to  accept  a 
three-year  repayment  plan,  se- 
cured by  oil  exports  rather  than 
Yukos  shares.  But  the  two  largest 
creditors,  Daiwa  Bank  and  West  Merchant 
Bank  (a  subsidiary  of  Westdeutsche  Lan- 
desbank),  refused.  They  took  ownership  of 
their  collateral  (representing  29%  of  Yukos' 
shares),  but  made  it  clear  that  they  were  pri- 
marily interested  in  getting  their  money 
back.  After  negotiations  between  the  banks 
and  Khodorkovsky's  people  collapsed  in  the 
summer  of  1999,  Daiwa  and  West  Merchant 
dumped  their  Yukos  shares  on  the  market. 
Although  the  sale  price  has  not  been  made 
public,  it  is  estimated  that  the  two  banks  got 
back  only  half  the  value  of  their  loans. 

On  the  surface,  it  seemed  like  a  crazy 
decision.  Why  the  hurry?  If  the  two  banks 
had  waited  a  few  months  for  the  initial  stock 
market  panic  to  pass,  they  could  have  made 
a  handsome  profit  from  selling  their  Yukos 
shares.  What  spooked  them  into  selling? 

At  the  same  time  that  the  Khodor- 
kovsky camp  was  negotiating  loan  restruc- 
turing terms  with  West  Merchant  and 
Daiwa,  it  was  announcing  pending  share 
offerings  in  Yukos  and  its  subsidiaries  that 
would  have  diluted  Daiwa's  and  West  Mer- 
chant's 29%  stake  to  insignificance. 

"This  was  a  normal  defensive  maneu- 
ver," says  Platon  Lebedev,  director  of  Group 
Menatep,  tlie  holding  company  represent- 
ing Khodorkovsky  and  his  six  partners.  "We 
had  to  save  Yukos,  so  we  had  to  have  a  share 
issue  to  raise  more  equity  capital.  If  the 


banks  wanted  to  own  shares  of  Yukos,  t 
should  have  acted  like  shareholders  ; 
subscribed  to  the  share  offering." 

Meanwhile,  Yukos  was  selling  som 
its  prime  oil-producing  assets  to  obsc 
entities  offshore.  Yukos  seemed  in  dange 
becoming  a  shell  company.  Not  surp 
ingly,  Daiwa  and  West  Merchant  (ol 
their  hands.  Khodorkovsky  and  his  p 
ners  bought  back  most  of  the  stake  thf 
selves.  The  share  offerings  were  canct 
and  whatever  assets  had  been  moved 
shore  were  returned  to  Yukos  in  Russis 

It  is  hard  to  say  whether  or  not  Yu 
has  fully  repaired  its  relations  with  fort 
banks;  it  has  no  credit  rating. 

Today  a  new  era  is  dawning  in  Ruj 
Vladimir  Putin  is  in  charge  of  the  Krt 
lin.  The  Russian  monstrosity  even  lib' 
politicians  call  "gangster  capitalism"  is 
ing  way  to  a  more  civilized  market.  Th 
nancial  free-for-all  is  yielding  to  an  ethi 
reinvesting  in  your  business.  And  am 
the  old-time  oligarchs,  Mikhail  Khoc 
kovsky  is  leading  the  charge. 

"By  now  we  understand  how  busii 
is  done  in  the  West,"  he  says.  "As  a  sh 
holder,  I  earn  money  in  dividends  and  v 
the  increase  in  the  market  capitalizatio 
my  company." 

To  that  end  Yukos  has  published  tl 
years  of  accounts  meeting  U.S.  GAAP  st 
dards,  has  issued  an  ADR  and  is  payii 
serious  dividend  (a  trailing  12-month  y 
of  2.8%  on  the  $98  ADR).  There  are 
foreigners  on  the  board  of  directors 
the  chief  financial  officer  is  an  Amerii 
Yukos  shares  are  up  more  than  tenfol' 
two  years,  although  that  may  be  as  mu 
function  of  the  small  free  float  (IS''' 
20%  of  the  shares  outstanding)  as  of 
operating  results. 

"Previously  we  were  all  focused  ( 
on  the  cash  revenues  of  our  business,  s 
no  one  believed  that  the  situation  wc 
last,"  says  Khodorkovsky.  "Now  that  th 
are  stabilizing,  people  are  more  intere 
in  increasing  the  value  of  their  propen 

Yes,  things  have  changed  in  Rus 
"How?  Well,  for  instance,  I  recenfly  boi 
my  first  house,"  says  Russia's  wealth 
man,  indicating  the  Zhukovka  compoi 
"I  simply  feel  more  comfortable  in  Ri; 
these  days." 

Outside,  the  guards  with  their  mad 
guns  still  keep  a  wary  eye  for  intruders 
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Collaboration— it  all  begins  witb  a  shared  vision 

In  times  like  these,  you  can't  afford  to  partner  with  someone  who's  single-minded.  There  mus 
be  a  shared  vision  and  shared  ideas  right  from  the  start.  We're  talking  about  collaboratio: 
The  method  of  constant  dialogue  and  complementary  skills  interacting  to  create  better 
solutions.  Solutions  that  address  your  business  challenges,  make  the  most  of  your  existing 
infrastructure,  and  deliver  results  on  your  IT  investment.  At  Fujitsu,  we  work  very  closely 
with  our  clients  from  the  outset,  fostering  great  relationships  through  our  unique  approach 
to  consulting  and  services,  the  antithesis  of  prefabricated  solutions.  Information  technolog 
is  not  the  panacea.  Collaboration  is.  Together,  we  can  accomplish  anything. 

It's  an  approach  that  further  benefits  from  the  expertise  and  resources  of  the  entire 
Fujitsu  group,  which  has  long  provided  world-class  technology  and  platform  products  all 
over  the  globe.  The  result?  Business  solutions  that  many  may  promise  but  few  can  deliver. 


FuflSL 


Fujitsu  Consulting 

With  a  global  economy  and  fierce  competition  pressuring  their  bottom  line,  most 
companies  today  seek  a  more  rapid  and  measurable  return  on  their  IT  investment. 

Knowing  this,  Fujitsu  has  been  building  a  results-focused,  global  consulting 
organization  to  be  known,  starting  in  April,  as  Fujitsu  Consulting.  This  new 
organization-comprising  what  is  currently  DMR  Consulting,  Fujitsu  Systems 
Business  of  America  and  other  businesses  within  Fujitsu-provides  a  full  breadth 
of  consulting  and  services  that  help  clients  design,  integrate  and  maintain 
high-impact,  strategic  business  solutions. 

Industry  and  business-process  knowledge 

Whether  it's  core  back  office,  front  office  or  extended  functions,  Fujitsu 
Consulting  has  an  excellent  track  record  in  building  relevant  solutions  that 
enable  companies  to  better  serve  their  customers  and  collaborate  with  their 
extended  supply  chain  of  employees,  vendors  and  partners. 

Customer  solutions 

Fujitsu  Consulting  creates  tailored  solutions  for  a  variety  of  industries,  such 
as  enhanced  billing  systems  for  telecommunications  clients,  "straight-through 
processing"  to  reduce  risk  and  lower  costs  for  financial  services  clients,  and 
e-business  strategies  and  innovative  business  intelligence  solutions  for 
government.  Through  our  Application  Portfolio  Management  service,  we 
enable  clients  to  reduce  their  IT  costs  and  free  up  resources  to  focus  on  their 
core  business. 

Unique  ROI-focused  methodology 

Fujitsu  has  a  long  history  of  delivering  ROI  for  its  clients.  Our  unique,  proven 
methodology  enables  the  delivery  of  tangible  business  results.  The  methodology 
starts  by  focusing  on  the  results  the  client  expects  to  achieve  from  their 
investment.  It  then  provides  a  road  map  through  the  design,  implementation 
and  operation  of  the  solution  to  ensure  the  achievement  of  the  desired  results. 

Fujitsu— a  different  way  of  working 

At  Fujitsu  Consulting,  we  live  and  breathe  three  simple  but  revolutionary  ideas: 
deep  collaboration  with  our  clients,  an  eye-to-eye  approach,  and  a  passion  for 
rolling  up  our  sleeves  and  getting  the  job  done.  It  is  the  unique  combination  of 
global  scope  and  human  scale  that  sets  us  distinctly  apart  from  our  competitors 
and  makes  us  so  attractive  to  our  clients. 


THE    POSSIBILITIES    ARE  INFINITE 


us.fujitsu.com 


©2002  Fuiitsu,  All  rights  reserved. 
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ORBES'  16TH  ANNUAL  RANKING  OF  THE  WORLD'S  RICHEST 

people  discovered  29  new  billionaires  over  the  past  year, 
■    including  seven  Germans,  a  winemaker  from  Australia  and  a 

Turk  who  mines  soda  ash,  an  ingredient  used  to  make  glass. 

But  for  every  new  billionaire  who  joined  or  returned  to  our 
tr,  two  other  members  departed.  Half  of  the  dropouts  are  Ameri- 
.  Among  some  of  the  notables:  AOL  Time  Warner  Chairman  Steve 
:  and  Global  Crossing  Chairman  Gary  Winnick.  In  all,  83  billionaires 
ie  their  exit.  It's  been  that  kind  of  year,  even  for  the  superwealthy. 
combined  net  worth  of  billionaires  fell  from  $1.73  trillion  to 
4  trillion  this  year,  while  their  average  net  worth  declined  from 
billion  to  $3.1  billion. 

Dur  34  reporters  and  researchers  identified  497  individual  billionaires 
1  43  countries.  The  accompanying  tables  list  the  billionaires  by  net 
th  within  each  one  of  five  regions:  Europe,  Asia,  Middle  East/ Africa, 
\jmericas  and  the  U.S.  Next  to  each  person's  name  is  their  world  rank- 
Americans  still  dominate,  accounting  for  nearly  half  of  the  total 
nbership  and  nine  of  the  top  ten.  (Bill  Gates  remains  number  one  for 
eighth  year  in  a  row  with  a  net  worth  of  $52.8  billion.)  Second  to  the 
is  Europe,  with  1 2 1  billionaires.  Asia  is  home  to  70  billionaires,  down 
1  123  billionaires  in  1996,  while  the  Americas,  which  comprise 
ada,  Mexico  and  South  America,  is  home  to  40  members.  The  Middle 
/Africa  rounds  out  the  list  with  23  billionaires, 
i^or  billionaires  with  publicly  traded  fortunes,  net  worths  are  calcu- 
1  using  share  prices  and  exchange  rates  from  the  market  close  of 
4, 2002.  Privately  held  fortunes  are  estimated  according  to  prevailing 
)s  for  publicly  traded  companies  in  similar  businesses.  The  arrows 
cate  the  directional  change  in  wealth  from  last  year's  list.  Extended 
ilies  like  the  Rothschilds  and  Du  Fonts  are  not  included.  The  special 
out  that  follows  celebrates  the  many  ways  people  make — and  lose — 
-  money,  from  investing  in  stocks  to  selling  zippers,  and  provides  sta- 
:s  on  which  industries  gave  rise  to  the  biggest  fortunes.  An  alphabet- 
index  of  our  billionaires  begins  on  page  150. 
?or  more  information,  go  to  www.forbes.com/billionaires. 
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BilliQnaires- 


TopTen 

Big  gains  from  the  mundane  worlds  of  insurance 
and  retailing  trump  those  from  technology. 


1.  William  H.  Gates  111 

$52.8  billion  ▼ 

World's  richest  man  has  more  to  worry 
about  than  a  $6  bilHon  hit  to  his  net 
worth  since  last  year:  Microsoft's  chair- 
man still  fending  off  antitrust  hassles 
while  expanding  into  Web  services 
(.NET)  and  videogames  (Xbox). 

2.  Warren  E.  Buffett 

$35  billion  A 

Shares  of  Berkshire  Hathaway  up  14% 
since  Sept.  11,  despite  $2.4  billion  blow 
against  his  reinsurance  businesses  follow- 
ing the  terror  attacks. 


3.  Karl  &  Theo  Albrecht 

$26.8  billion  A 

Germany's  reclusive  retail  barons  own 
more  than  4,000  Aldi  discount  stores  in 
ten  countries.  Sales:  $27  billion.  The 
brothers  also  have  extensive  landholdings 
in  Germany  and  a  7%  stake  in  Boise, 
Idaho-based  Albertson's  supermarkets. 

4.  Paul  G.  Allen 

$25.2  billion  T 

Microsoft  cofounder  no  longer  on  the 
board,  but  still  owns  stock  worth  $8.5  bil- 
lion; rest  of  wealth  comes  from  a  tech 
portfolio  he  continues  to  pare.  Value  of 


his  $3.6  billion  stake  in  cable  venti 
Charter  Communications  halved  sit 
last  year.  Owns  pro  football's  Seahaw 
NBA's  Trail  Blazers;  funded  Frank  Geh 
designed  rock  'n'  roll  museum  in  Seati 

5.  Lawrence  J.  Ellison 

$23.5  billion  T 

Founder  of  Oracle  Corp.,  world's  secoi 
largest  software  company,  known  for  end 
prise-wide  database  products;  brash  dr\ 
known  for  boundless  ambition,  disdain 
Bill  Gates.  Bulk  of  net  worth  tied  up  in  ( 
acle  stock,  down  1 5%  since  last  year, 
promises  bigger  gains  ahead.  Yachtsm 
revving  up  for  America's  Cup  2003. 

6.  Jim  C.  Walton 

$20.8  billion  A 

7.  John  T.  Walton 

$20.7  billion  A 

8.  Alice  L.  Walton 

$20.5  billion  A 

9.  S.  Robson  Walton 

$20.5  billion  A 

10.  Helen  R.  Walton 

$20.4  billion  A  I 

If  he  were  alive,  Wal-Mart  founder  Sa 
Walton  (d.  1992)  would  be — with  a  i 
worth  of  $100  billion — world's  richi 
man.  His  widow,  Helen,  and  childr 
doing  well  on  their  own;  family  up  a  c 
lective  $10  billion  as  terror  attacks  a 
recession  send  Americans  into  Wal-M 
stores  for  discount  supplies,  snack  foo 
Robson  and  John  are  only  family  mei 
bers  to  sit  on  the  board. 
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TEST  YOUR  MARKET  I Q 


100 

THE  S&P  500  IS  A  CAR  RACE. 
TRUE  OR  FALSE? 

80  -j 


70 


*Since  incepfiari  in  1993,  the  SPOR  trust  has  distributed  only  one  capita!  gain  of  $.09  in  1996.  For  more  complete  information  and  a  prospei 
including  potential  risks,  on  SPORsf  call  1-800-THE  AMEX  or  visit  www.amex.com/SPY.  Read  the  prospectus  carefully  before  you  m 

SPDRs  arc  subject  $o  risks  similar  to  those  of  stocks.  Investment  returns  will  fluctuate  and  are  subject  to  market  volatility,  so  that  an  inves: 
shares,  when  redeemed  or  sold:  may  be  worth  more  or  less  than  their  original  cost.  Past  performance  is  no  guarantee  of  future  resi 

ALPS  Distributors,  inc..  a  registered  broker-dealer,  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust.  Standard  &  Poor's, S&R'"  1 
500,''"  "Standard  &  Facer's  Depositary  Receipts'^"  and  "SPDRs'"'  are  trademarks  of  The  McGraw-Hill  Companies,  Inc..  and  have  been  licensed  fo( 
by  PDR  Services  LLC  and  Americar;  Stock  Exchange  LLC.  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  S&R  a  division  of  The  McGJ 
Hill  Companies  inr  qnn  SSP  m:'.-'^'^  'in  reoresentation  regarding  the  advisabilitv  of  investino  in  SPDRs     2002  American  Stock  Exchange^ 
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tif  you  chose  false,  congratulations! 
You're  savvy  enough  to  think 
about  investing  in  Spiders. 


If  you're  looking  at  ways  to  invest  in  the  S&P  500  Index™ 
compare  and  contrast  them  to  Spiders.  Spiders  are 
the  best  parts  of  a  stock  and  a  mutual  fund  all  pressed 
into  one  neat  little  package.  Each  share  you  buy  is  a 
portion  of  the  whole  basket  of  S&P  500®  stocks,  just  like  a 
traditional  index  fund.  And  with  Spiders,  the  management 
fees  and  taxes  are  very  low.  (One  capital  gain  of  nine 
cents  in  1996.  That's  it.*)  You  buy  and  sell  Spiders 
the  same  way  you  buy  stocks,  and  pay  your  usual 
commission.  And  they're  easy-in-easy-out,  allowing  you 
to  sell  anytime  without  a  penalty.  Spiders  (SPY)  are  one 
of  over  100  different  Exchange  Traded  Funds  listed  on 
the  American  Stock  Exchange,  making  it  possible  for 
you  to  spread  the  genius  all  over  your  portfolio.  Talk 
to  your  broker  or  financial  advisor  Or  to  get  more  details 
call  1-800-THE  AMEX  or  visit  www.amex.com/SPY. 
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1  EUROPE 
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Eiiii 

^■■conomic  woes  naa  meir  eriei.  i  on  turopean  weaiin  as  wen.  ine  resuii:  riiiy-eigiu  nuropean  uiiiioiiaireb  i>ianu  poorer 
P""  this  year.  Of  the  32  who  got  richer,  many  run  companies  steeped  in  old  economy  businesses,  including  the  Albrecht 
mam  brothers,  who  oversee  a  vast  retailing  and  real  estate  empire,  and  Johanna  Quandt,  heir  to  the  BMW  fortune. 
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66 

127  Bernai'd  Ecclestone/llnitpH  Kin^Hnm 

Xfcl   Hvl  IIQI  U  bVWlv9IUiiw/ Ul  III  CU  rXlllgUUIII 

3.0 

Formula  One  71 

lllito 

40  Michael  Otto  &  family/Germany 

6.5 

rptsil 

1  Clull 

UU 

▲ 

13B  Hiibprt  Biirrfa/fiPrmAnu 

Awu  nuuui  1  Bill  114/ UCI  iiiaiiy 

CO 

publishing 

62 

fhs 

48  CurtEngelhorn/Germany 

5.6 

Hri  i(Jc 
Ul  Ugo 

7R 
f  \j 

▲ 

1 AA  ^prf^A  lUdntPfiiTTa/^u/itTPrlanH 

X*t*ff  vUl  gIV  IflalllCgCUMl/ OWMZ.CI  IdllU 

9  R 

CO 

travel 

74 

mk 

48  Stefan  Persson/Sweden 

5.6 

rptnil 

1  CICIII 

JH 

▲ 

1 AA  Uiiiiic  TcrhirA/fiPrmanw 

X*T*ff  niallO  Idbllll  a/ UCI  lllal  ly 

2R 

CO 

SAP 

61 

50  Friedrich  Karl  Flick  Jr/Germany 

5.5 

in\/PctiTipntc 

lllVCollMClMd 

f  o 

A 

1  'i?  llpinT  RniiPi'/nprnianu 
Xwfc  rlUIII&  DatlVI/uclllldlly 

9  R 

CO 

publishing 

62 

55  Walter  Haef ner/Switzerland 

5.0 

oUIIWdl  c 

Q1 

▼ 

1  *%7  Arhillp  MaramAtri/ltalu 

X«l  1  Hbiilllv  IflCliCllllUiil/  iidiy 

9  ^ 

CO 

apparel 

75 

62  Luciano  Benetton  &  family/Italy 

4.9 

DcilcllUII 

RR 

UU 

▼ 

1  Cfl  Mirniac  llavplr/^u/itTPrlanH 
XOO  nil^Urao  flajUlvOWII^cl  IdllU 

9  A 

Swatch 

73 

m 

62  Serge  Dassault  &  family/France 

4.9 

aviation 

77 

1  BR  niptmar  IIaaa  JL  fsmiiv/nprmanu 
XOO  UIKIIIIal  nU|l|l  Qb  lalllliy/ucl lildliy 

9  4 

CH 

SAP 

61 

64  Pierre  Landoit  &  family/Switzerland 

4.8 

Novartis 

54 

▼ 

1  BR  Thnmsc  ^rhitiirihpinv/^u/itTPrlanrl 
xoo  iiiuiiido  obiiiiiiuiiciiiy/owiizci idiiu 

9  A 

cement 

56 

m 

64  August  von  Finck/Germany 

4.8 

investments 

71 

▼ 

1 RB  Rinvanni  Aimplli  familu/ltalu 

XOU  UlUValllll  HgllUIII  Ol  Idlllliy/lidly 

9  1 

Fiat 

81 

70  Schickedanz  daughters/Germany 

4.5 

retail 

A 

180  Robert  Bosch  Jr  &  family/Germany 

2.3 

mfg 

74 

mk 

72  Hasso  Plattner/Germany 

4.4 

SAP 

58 

T 

191  John  T  Dorrance  ill/Ireland 

2.2 

soup 

58 

m 

76  Rolf  Gerling/Germany 

4.3 

insurance 

47 

T 

191  Philippe  Foriel-Destezet/France 

2.2 

temp  agency  66 

m 

76  Reinhard  Mohn/Germany 

4.3 

media 

80 

T 

191  Mikhail  Fridman/Russia 

2.2 

oil 

37 

m 

76  David  Sainsbury  &  family/United  Kingdom 

4.3 

supermarkets  61 

▼ 

191  Gerard  Louis-Dreyfus  &  family/France 

2.2 

commodities  69 

76  Alain  &  Gerard  Wertheimer/France 

4.3 

Chanel 

▼ 

200  Kjeld  Kirk  Kristiansen/Denmark 

2.1 

Lego 

54 

iba 

76  Charlene  de  Carvalho/Netherlands 

4.3 

Heineken 

47 

★ 

208  Otto  Beisheim/Germany 

2.0 

retail 

78 

wki 

14  f 

m       ■    f  m     •  « 
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Name/Country 

Net  worth 
(Sbii) 

Sourrx  ,;. 

Age 

1                                                        Net  worth 

1  Rank  Name/Country                                       ($bil)  , 

Source      ,  / 

Age 

Anneliese  Brost  &  family/Germany 

2.0 

newspapers 

81 

A 

327  Patrick  Guerrand  &  family/France 

1.4 

Hermes 

68 

A 

Ennio  Doris/Italy 

2.0 

insurance 

61 

▼ 

327  Stelios  Haji-loannou  &  family/Greece 

1.4 

Easyjet 

35 

T 

Martin  Ebner/Switzerland 

2.0 

investments 

56 

▼ 

327  Hans-Werner  Hector/Germany 

1.4 

SAP 

62 

A 

Hugo  Mann  &  family/Germany 

2.0 

retail 

88 

327  John  A  Fentener  van  Vlissingen/Netherlands 

1.4 

travel 

63 

Maersk  Mc-Kinney  Moller/Denmark 

2.0 

shipping 

88 

T 

327  Albert  von  Thurn  und  Taxis/Germany 

1.4 

diversified 

18 

* 

Schmidt-Rirthenbeck  brothers/Germany 

2.0 

retail 

T 

351  Stein  Erik  Hagen/Norway 

1.3 

supermarkets  45 

T 

GeorgThyssen-Bornemisza/Switzerland 

2.0 

diversified 

52 

351  Alicia  Koplowitz/Spain 

1.3 

investments 

49 

A 

Willi  and  Isolde  Uebherr/Switzerland 

1.9 

construction 

A 

351  Anthony  O'Reiily/lreiand 

1.3 

publishing 

65 

A 

Adolf  Merckle/Germany 

1.9 

drugs 

67 

▼ 

351  Didier  Primat/France 

1.3 

oil 

57 

▼ 

Stefan  Schorghuber/Germany 

1.9 

real  estate 

40 

351  Calisto  Tanzi  &  family/Italy 

1.3 

Parmalat 

63 

John  Hargreaves  &  family/United  Kingdom 

1.9 

retail 

58 

378  Pierre  Bellon  &  family/France 

1.2 

food  services  72 

T 

Gerald  Cadogan/United  Kingdom 

1.8 

real  estate 

64 

A 

378  Enric  Bernat  &  family/Spain 

1.2 

lollipops 

78 

T 

Vladimir  Potanin/Russia 

1.8 

metals 

40 

378  Emilio  Botin  &  family/Spain 

1.2 

banking 

67 

T 

Anton  Schlecker/Germany 

1.8 

retail 

N/A 

* 

378  Paolo  Buigari  &  family/Italy 

1.2 

Buigari 

64 

T 

Bruno  Schroder  &  family /United  Kingdom 

1.8 

banking 

69 

T 

378  Otto  Happel/Germany 

1.2 

engineering 

54 

* 

Martin  Bouygues  &  family/France 

1.7 

telecom 

50 

T 

378  Manfred  Lautenschlager/Germany 

1.2 

insurance 

63 

* 

Antonio  Champalimaud/Portugal 

1.7 

finance 

83 

T 

378  Terry  Matthews/United  Kingdom 

1.2 

technology 

58 

▼ 

Jean-Claude  Decaux  &  family/France 

1.7 

advertising 

64 

T 

378  Jerome  Seydoux/France 

1.2 

media 

67 

* 

Jean-Louis  Dumas  &  family/France 

1.7 

Hermes 

63 

A 

378  Eugen  Viehof  &  family/Germany 

1.2 

retail 

N/A 

* 

Michele  Ferrero/ltaly 

1.7 

chocolates 

75 

413  OlegDeripaska/Russia 

1.1 

aluminum 

33 

* 

Kenneth  Morrison  &  family/United  Kingdom 

1.7 

supermarkets  70 

413  Michael  Hiiti  &  family/Liechtenstein 

1.1 

power  tools 

55 

▼ 

Giorgio  Armani/Italy 

1.6 

fashion 

67 

▼ 

413  Joseph  Lewis/United  Kingdom 

1.1 

finance 

65 

Vladimir  Bogdanov/Russia 

1.8 

oil 

50 

413  Miuccia  Prada  &  family/Italy 

1.1 

Prada 

52 

▼ 

Juan  and  Carlos  March/Spain 

1.6 

banking 

T 

445  Anthony  Bamf  ord  &  family/United  Kingdom 

1.0 

construction  56 

T 

Karl  Ehlerding  &  family/Germany 

1.5 

real  estate 

59 

* 

445  Albert  Frere/Belgium 

1.0 

investments 

76 

Klaus  J  Jacobs/Switzerland 

1.5 

temp  agency  65 

▼ 

445  Jonathan  Harmsworth/United  Kingdom 

1.0 

publishing 

34 

T 

Lorenzo  Rossi  Di  Montelera  &  family/Italy 

1.5 

wine 

445  Antonia  Johnson/Sweden 

1.0 

diversified 

59 

Adrian  Swire  &  family/United  Kingdom 

1.5 

diversified 

71 

T 

445  Leo  Kirch/Germany 

1.0 

media 

75 

▼ 

Rafael  del  Pino  &  family/Spain 

1.5 

construction 

81 

A 

445  Esther  Koplowitz/Spain 

1.0 

construction 

51 

Vagit  Alekperov/Russia 

1.4 

oil 

51 

A 

445  Andre  Kudelski/Switzerland 

1.0 

software 

42 

T 

Christoph  Blocher/Switzerland 

1.4 

plastics 

61 

T 

445  Steno  Marcegaglia  &  family/Italy 

1.0 

steel 

71 

Richard  Branson/United  Kingdom 

1.4 

Virgin 

51 

T 

445  Friede  Springer/Germany 

1.0 

publishing 

59 

Gustaf  Douglas/Sweden 

1.4 

security 

64 

★ 

~2  NIDPtE  MflRKET  COHPftm^^ 


ASIA 


With  the  exception  of  China  and  South  Korea, 
vii  tiiaUy  every  Asian  economy  suffered  in  the 
past  year.  Of  the  15  Asians  who  dropped  from 
the  list,  5  were  from  Japan.  Still,  there  are  signs  of  recovery 
in  certain  sectors:  Three  new  billionaires  join  the  list,  from 
industries  such  as  oil  and  animal  feed. 


Net  worth 

.Mm....,..:. 

23  LiKa-shing/HongKong 

10.0 

diversified 

73 

▼ 

24  Walter,  Thomas  &  Raymond  Kwok/Hong  Kong  9.2 

real  estate 

T 

29  Nobutada  Saji  &  family/Japan 

8.6 

beverages 

56 

A 

41  Azim  Premji/lndia 

6.4 

software 

56 

T 

51  Lee  Shau  Kee/Hong  Kong 

5.2 

real  estate 

74 

T 

51  YasuoTakei&  family/Japan 

5.2 

credit 

72 

T 

68  TsaiWan-lin&  family /Taiwan 

4.6 

insurance 

77 

▲ 

84  Robert  Kuok/Malaysia 

4.1 

agriculture 

79 

▲ 

97  Kyosul(eKinoshita&  family/ Japan 

3.8 

credit 

61 

T 

105  Fukuzo  Iwasaki/Japan 

3.5 

real  estate 

77 

▼ 

106  Akira  Mori/Japan 

3.4 

real  estate 

65 

▲ 

112  YC  Wang/Taiwan 

3.3 

chemicals 

85 

▲ 

118  Eitaro  Itoyama/Japan 

3.1 

golf  courses 

59 

T 

118  Michael  Kadoorie  &  family/Hong  Kong 

3.1 

diversified 

61 

▼ 

118  Ng  Teng  Fong  &  family/Singapore 

3.1 

real  estate 

73 

T 

138  Dhirubhai  Ambani  &  family/India 

2.9 

diversified 

69 

▼ 

138  Yoshitaka  Fukuda  &  family/Japan 

2.9 

credit 

54 

T 

138  Masatoshi  Ito/Japan 

2.9 

retail 

77 

▼ 

138  Lee  Seng  Wee  &  family/Singapore 

2.9 

banking 

77 

A 

151  Khoo  Teck  Puat/Singapore 

2.7 

banking 

85 

▼ 

157  Terry  Gou/Taiwan 

2.5 

technology 

A 

157  Lee  Kun-hee  &  family/South  Korea 

2.5 

Samsung 

60 

A 

157  Kerry  Packer/Australia 

2.5 

media 

64 

157  Yoshiaki  Tsutsumi/Japan 

2.5 

real  estate 

67 

T 

168  Nina  Wang/Hong  Kong  2.4    real  estate  T 


Rank  Mame/Country 

($bil) 

Source 

168  Patrick  Wang/Hong  Kong 

2.4 

micromotors 

51 

180  Hiroshi  Yamauchi/Japan 

2.3 

Nintendo 

74 

200  Kumar  Mangalam  Rirla/lndia 

2.1 

commodities 

34 

200  Frank  Lowy/Australia 

2.1 

malls 

71 

208  Cheng  Yu-tung/Hong  Kong 

2.0 

real  estate 

76 

208  Koo  Chen-f u  &  family/Taiwan 

2.0 

banking 

85 

208  Kwek  Long  Reng  &  family/Singapore 

2.0 

hotels 

61 

208  Lim  Gob  Tong/Malaysia 

2.0 

gaming 

84 

225  Shin  Kyuk-ho/South  Korea 

1.9 

candy 

79 

234  Kunio  Busujima/Japan 

1.8 

gaming 

62 

234  Rachman  Halim  &  family /Indonesia 

1.8 

tobacco 

54 

234  Ryoichi  Jinnai/Japan 

1.8 

credit 

75 

258  Rarry  Lam/Taiwan 

1.7 

laptops 

52 

258  Quek  Long  Chan  &  family/Malaysia 

1.7 

banking 

61 

258  Lucio  Tan/Philippines 

1.7 

tobacco 

67 

277  Tetsuro  Funai/Japan 

1.6 

VCRs 

75 

277  Shosuke  Idemitsu/Japan 

1.6 

oil 

74 

277  Richard  Li/Hong  Kong 

1.6 

telecom 

35 

277  Takemitsu  Takizaki/Japan 

1.6 

sensors 

56 

277  Tadahiro  Yoshida/Japan 

1.6 

zippers 

55 

293  Chen  Din  Hwa/Hong  Kong 

1.5 

real  estate 

79 

293  Hideo  Merita  &  family/ Japan 

1.5 

Sony 

50 

293  Masayoshi  Son/Japan 

1.5 

Softbank 

44 

293  Henry  Sy  &  family/Philippines 

1.5 

malls 

77 

327LakshmiMittal/lndla 

1.4 

steel 

51 

327  Kazuo  Okada/Japan 

1.4 

gaming 

59 

351  Dhanin  Chearavanont  &  family/Thailand 

1.3 

agriculture 

62 

351  Ananda  Krishnan/Malaysia 

1.3 

telecom 

63 

351  Kenichi  Mabuchi  &  family/ Japan 

1.3 

micromotors 

69 

378  Den  Fujita  &  family/Japan 

1.2 

McDonald's 

76 

378ShivNadar/lndia 

1.2 

technology 

56 

378  Wee  Cho  Yaw/Singapore 

1.2 

banking 

73 

bme/Coiimry 

Net  worth 
($bil) 

Source 

tanley  Ho/Hong  Kong 

1.1 

gaming 

80 

— 

kuo  Ogihara/ Japan 

1.1 

pharma 

47 

— 

ieorge  TV  &  family /Philippines 

1.1 

banking 

69 

«^ 

lenry  Fok/Hong  Kong 

1.0 

gaming 

78 

T 

oichiro  Fukutake  &  family /Japan 

1.0 

education 

56 

T 

iu  Yongxing,  Yonghao  &  brothers/China 

1.0 

agriculture 

53 

★ 

obert  Oatley  &  family /Australia 

1.0 

wine 

★ 

Jdhiko  Otsuka  &  family/Japan 

1.0 

drugs 

64 

T 

haksin  Shinawatra  &  family/Thailand 

1.0 

telecom 

52 

T 

eter  Woo  &  family/Hong  Kong 

1.0 

real  estate 

56 

T 

adashi  Yanai/Japan 

1.0 

retail 

53 

T 

eoh  Tiong  Lay  &  family /Malaysia 

1.0 

construction  72 

aime  Zobel  de  Ayala  &  family /Philippines 

1.0 

diversified 

42 

T 

IIDDLE  EAST  /  AFRICA 

r hanks  in  part  to  falling  oil  prices,  14  of  the  region's 
23  billionaires  saw  their  wealth  decrease.  Tourism  in 
Israel  fell  54%.  Slowdowns  in  consumer  spending 
art  South  Africa's  luxe-living  barons.  Meanwhile,  eco- 
jmic  and  political  turmoil  continued  to  hamper  wealth 
eation  in  the  Mideast.  Still,  three  new  faces  emerged,  all 
□m  old-line  industries  like  oU,  banking  and  mining. 


ame/Country 

Net  worth 

Source 

Age 

linceAlwaleed  Bin  TablAlsaud/Saudi  Arabia  20.0 

investments 

45 

uliman  Olayan  &  family /Saudi  Arabia 

76 

investments 

83 

T 

asser  Al  Kharafi  &  family/Kuwait 

5.7 

construction 

58 

▼ 

af  ik  Al  Hariri  &  family /Lebanon 

4.0 

construction 

58 

A 

ehmet  Karamehmet  &  family /Turkey 

4.0 

telecom 

48 

▲ 

hari  Arison  Dorsman/israe! 

3.3 

cruise  ships 

44 

T 

Icky  Oppenheimer  &  family/South  Africa 

3.3 

De  Beers 

56 

T 

akip  Sabanci  &  family/Turkey 

3.3 

diversified 

69 

▼ 

Mulaziz  Hamad  Algosaibi&  family/Saudi  Arabia  3.1    finance       68  ir 


Rank  Mame/Couniry 

Net  worth 
(Sbil) 

Source 

Age 

127  Mohammed  Jameel  &  family/Saudi  Arabia 

3.0 

auto  sales 

- 

157  Ferit  Sahenk  &  famlly/lurkey 

2.5 

banking 

38 

A 

180  Rahmi  Koc  &  family/Turkey 

2.3 

diversified 

71 

T 

191  Sulaiman  Bin  Abdul  Al  Rajhi/Saudi  Arabia 

2.2 

banking 

82 

A 

191  Saleh  Kamel/Saudi  Arabia 

2.2 

diversified 

60 

▼ 

208  Sammy  and  Yuli  Of  er/lsrael 

2.0 

shipping 

▼ 

234  Abdul  Aziz  Al  Ghuralr/United  Arab  Emirates 

1.8 

banking 

48 

T 

258  Khalid  Bin  Mahfouz&  family/Saudi  Arabia     1.7    banking      55  T 


293  Mohammad  Hussein  AlAffloudi/Saudi  Arabia  1.5  oil  56  ir 

351  KemalUzan&  family/Turkey  1.3  telecom      67  T 

413  Saleh  bin  Abdul  Aziz  Al  Rajhi/Saudi  Arabia  1.1  banking      90  T 

413  Johann  Rupert  &  family /South  Africa  1.1  luxury  goods  51  T 

445TurgayCincr/Turkey  1.0  mining       46  ★ 

445GilShwed/lsrael  1.0  software     34  ▼ 


AMERICAS 


It  was  a  year  of  mixed  results  for  the  region's  40 
biUionaires.  Overall,  17  fortunes  were  up,  while  19 
declined.  Six  members  who  were  dropped  from  this 
year's  ranking  were  partially  replaced  by  3  new 
fortunes.  But  the  biggest  loser  was  Argentina,  whose 
debt  default  and  currency  crisis  caused  3  of  its  4  billion- 
aires to  fall  from  our  roster. 


Net  worth 
(Sbil)     Source  Age 


13  Kenneth  Thomson  &  family /Canada  14.9  publishing  78  ▼ 

17  Carlos  Slim  Helii/Mexico  11.5  telecom  62  A 

55  Gustavo  Cisneros  &  family/Venezuela  5.0  media  58  T 

72  Lorenzo  Mendoza  &  family/Venezuela  4.4  beverages  36  T 

82  Galen  Weston  &  family/Canada  4.2  retail  61  A 

84  James,  Arthur  &  John  Irving/Canada  4.1  oil  ▼ 

87  Joseph  &  Moise  Saf  ra/Brazil  4.0  banking  A 

3.7  retail  76  A 


Rank  Name/Country 


101  Jeronimo  Arango/Mexico 


445GilShwed/lsrael 


ST  flCTIUE  liPTIOHS  E^^ICHflHGES... 


Billionaires 


UNITED  STATES 


103  Antonio  Ermirio(leMoraes&  family/Brazil  3.6    diversified    73  A 


144  Aloysio  de  Andrade  Faria/Brazil 


2.8    banking  81 


144  Lorenzo  Zambrano  &  family/Mexico 

2.8 

cement 

57 

▼ 

157  Charles  Bronfman/Canada 

2.5 

Vivendi 

70 

▼ 

157  Bernard  Sherman/Canada 

2.5 

drugs 

60 

A 

180  Eugenie  Garza  Lagiiera  &  family/Mexico 

2.3 

beverages 

78 

T 

191  Jeffrey  S  SIcoll/Canada 

2.2 

Ebay 

37 

T 

208  Jim  Pattison/Canada 

2.0 

diversified 

73 

A 

234  Roberto  Hernandez/Mexico 

1.8 

banking 

59 

A 

234  Eugene  Melnyli/Canada 

1.8 

drugs 

42 

A 

258  Wallace  McCain/Canada 

1.7 

food 

72 

A 

277  Paul  Desmarais/Canada 

1.6 

finance 

75 

* 

277  Alfredo  Harp  Helu/Mexico 

1.6 

banking 

CO 

58 

A 

277  Ricardo  Salinas  Pliego  &  family/Mexico 

1.6 

retail 

46 

▼ 

293  Maria  A.  Aramburuzabala  &  family/Mexico 

1.5 

beer 

38 

▼ 

293  Alberto  Bailleres/Mexico 

1.5 

mining 

69 

▼ 

293  Eliodoro  Matte  &  family/Chile 

1.5 

paper 

56 

A 

293  Harrison  McCain/Canada 

1.5 

french  fries 

74 

A 

327  Andronico  Luksic  &  family/Chile 

1.4 

mining 

75 

A 

351  Julio  Bozano/Brazil 

1.3 

finance 

66 

T 

351  Jean  Coutu/Canada 

1.3 

pharmacies 

74 

A 

351  Carlos  Peralta  &  family/Mexico 

1.3 

telecom 

50 

T 

378  Edward  S  Rogers/Canada 

1.2 

media 

68 

A 

413  Andre  Chagnon/Canada 

1.1 

telecom 

74 

* 

413  Abilio  dos  Santos  Diniz  &  family/Brazil 

1.1 

retail 

65 

▼ 

A  ■■■            I  ■         Mi_ ■    In  1 

413  Michael  Lee-Chin/Canada 

1.1 

finance 

51 

A 

413  Luis  Carlos  Sarmiento  Angulo/Colombia 

1.1 

banking 

69 

▼ 

445  Emilio  Azcarraga  Jean/Mexico 

1.0 

media 

34 

T 

445  Roberto  Marinho  &  family/Brazil 

1.0 

media 

97 

▼ 

445  Gregorio  Perez  Companc  &  family/Argentina 

1.0 

oil  &  gas 

67 

T 

445  Isaac  Saba  Raffoul  &  family/iVlexico 

1.0 

diversified 

78 

▼ 

445  Lily  Safra/Bfazil 

1.0 

inherited 

★ 

Rocked  by  terrorism  and  global  recession,  the  fortune 
of  U.S.  billionaires  took  a  spill  in  2001,  collectivel 
losing  $  11 1  billion  since  our  last  survey.  Last  year  ther 
were  272  U.S.  billionaires  on  the  list;  this  year,  243.  But  ther 
is  some  good  news:  The  rest  of  the  world  has  just  25- 
billionaires.  Below,  the  members  of  a  club  that's  getting  mor 
and  more  exclusive. 


Rank  Name/State 


1  William  H  Gates  Ill/Washington 


2  Warren  Edward  Buffett/Nebraska 


4  Paul  Gardner  Allen/Washington 


5  Lawrence  Joseph  Ellison/California 


6  Jim  C  Walton/Arkansas 


7  John  T  Walton/Colorado 


8  Alice  LWaltonA^exas 


8  S  Robson  Walton/Arkansas 


10  Helen  R  Walton/Arkansas 


15  Steven  Anthony  Ballmer/Washington 


18  Michael  SDeil/Iexas 


20  John  Werner  Kluge/Virginia 


21  Barbara  Cox  Anthony/Hawaii 


21  Anne  Cox  Chambers/Georgia 


26  Forrest  E  Mars  Jr/Virginia 


26  Jacqueline  Badger  Mars/New  Jersey 


26  John  Franklyn  Mars/Virginia 


29  Abigail  Johnson/Massachusetts 


32  Sumner  M  Redstone/Massachusetts 


37  George  Soros/New  York 


42  Charles  Ergen/Colorado 


43  Gordon  Earle  Moore/California 


44  Kirk  Kerkorian/California 


45  Philip  H  Knight/Oregon 


Net  worth 
($bjl)  Source 


52.8    Microsoft  46 


35.0    investments  71 


25.2    Microsoft  49 


23.5  Oracle 


57 


20.8    Wal-Mart  54 


20.7    Wal-Mart  58 


20.5    Wal-Mart  53 


20.5    Wal-Mart  58 


20.4    Wal-Mart  82 


14.8    Microsoft  45 


11.1  Dell 


37 


10.5  media 


87 


h 
III 


10.1  media 


78 


10.1  media 


82 


9.0  candy 


70 


9.0  candy 


63 


9.0  candy 


65 


8.6    Fidelity  40 


8.1  Viacom 


78 


6.9    money  mgmt  71 


6.2    satellite  TV  49 


6.1  Intel 


73 


5.8    investments  84 


5.7  Nike 


64 
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Net  worth 

Rank  Name/State 

($bil)  Source 

Age 

127  Stephen  Davison  Bechtel  Jr/California 

3.0    construction  76  — 

tome/State 

($bil) 

Source 

Age 

leith  Rupert  Murdoch/New  York 

5.7 

News  Corp 

71 

T 

;li  Broad/California 

5.2 

real  estate 

68 

▼ 

'hilip  F  Anschutz/Colorado 

5.1 

Qwest 

62 

T 

^llcahn/NewYork 

5.0 

investments 

66 

▲ 

lonald  Edward  Newhouse/New  Jersey 

5.0 

media 

72 

- 

tamuel  Irving  Newhouse  Jr/New  York 

5.0 

media 

74 

- 

tobert  Alan  Pritzker/lllinois 

5.0 

hotels 

75 

T 

riiomas  J  Pritzlcer/lllinois 

5.0 

hotels 

51 

T 

lames  Goodnight/North  Carolina 

4.8 

software 

59 

T 

Ufred  Lerner/Ohio 

4.7 

banking 

68 

▼ 

lerre  M  Omidyar/California 

4.6 

Ebay 

34 

A 

Samuel  Curtis  Johnson/Wisconsin 

4.5 

floor  wax 

73 

- 

Aichael  Rubens  Bloomberg/New  York 

4.4 

media 

59 

T 

llarvin  H  Davis/California 

4.4 

investments 

76 

T 

idward  Crosby  Johnson  Ill/Massachusetts 

4.3 

Fidelity 

71 

T 

Charles  R  Schwab/California 

4.1 

Schwab 

64 

T 

Valter  Hubert  Annenberg/Pennsylvania 

4.0 

publishing 

93 

- 

lonald  LBren/California 

4.0 

real  estate 

69 

- 

lavid  Geffen/California 

4.0 

music 

59 

A 

liy  Warner/Illinois 

4.0 

toys 

58 

- 

lenry  Ross  Perot/Texas 

3.9 

investments 

71 

A 

Ion  Meade  Huntsman/Utah 

3.8 

chemicals 

64 

- 

tobert  E  (Ted)  Tlirner/GeQrgia 

3.8 

cable  TV 

63 

▼ 

AickyArison/Florida 

3.6 

cruise  ships 

52 

T 

£Ster  Crown  &  family/Illinois 

3.4 

defense 

76 

A 

Aaurice  Raymond  Greenberg/New  York 

3.4 

AIG 

76 

T 

IfilliamWrigleyJr/lllinois 

3.4 

chewing  gum 

39 

A 

ohn  R  Simplot/ldaho 

3.3 

potatoes 

93 

T 

ames  L  Sorenson/Utah 

3.2 

med  devices 

80 

▼ 

iharles  De  Ganahl  Koch/Kansas 

3.1 

oil  services 

66 

T 

lavid  Hamilton  Koch/New  York 

3.1 

oil  services 

61 

T 

tileyPBechtel/California 

3.0 

construction 

49 

127  Edgar  M  Bronfman  Sr/New  York  3.0  liquor  73  T 

127  Henry  Lea  Hillman/Pennsylvania  3.0  investments  83  - 

127  George  Lucas/California  3.0  movies  57  - 

127  Bernard  Marcus/Georgia  3.0  Home  Depot  72  T 

127  Thomas  MSiebel/California  3.0  software  49  A 

127  Jack  Crawford  Taylor/Missouri  3.0  car  rental  79  A 

138  Leonard  Alan  Lauder/New  York  2.9  Estee  Lauder  68  T 

144  Ann  Walton  Kroenke/Missouri  2.8  Wal-Mart  52  T 

144  Nancy  Walton  Laurie/Missouri  2.8  Wal-Mart  50  A 

144  Preston  Robert  Tlsch/New  York  2.8  investments  75  T 

152  Samuel  JaysonLeFrak/New  York  2.6  real  estate  84  T 

152AJerroldPerenchio/California  2.6  television  71  T 

152  Richard  MSchulze/Minnesota  2.6  Best  Buy  61  A 

152  Leslie  Herbert  Wexner/Ohio  2.6  the  Limited  64  T 

157  Robert  Muse  Bass/Texas  2.5  investments  54  T 

157  Susan  Thompson  Buffett/California  2.5  investments  69  A 

157  David  Rockefeller  Sr/New  York  2.5  inheritance  86  - 

168  Martha  Ingram/Tennessee  2.4  distribution  66  A 

188  Barbara  Piasecka  Johnson/Monaco  2.4  inheritance  65  A 

168  Ronald  Steven  Lauder/New  York  2.4  Estee  Lauder  58  ▼ 

168  Craig  OMcCaw/Washington  2.4  telecom  52  T 

168  Robert  Rowling/Texas  2.4  oil  &  gas  48  T 

168  John  Sali/North  Carolina  2.4  software  53  T 

168  Leonard  Norman  Stern/New  York  2.4  real  estate  63  - 

180  Charles  Francis  Dolan/New  York  2.3  cable  TV  75  T 

180  Amos  BarrHostetterJr/Massachusetts  2.3  cable  TV  65  T 

188  Ray  Lee  Hunt/Texas  2.3  oil  &  gas  59  - 

188  George  B  Kaiser/Oklahoma  2.3  oil  &  gas  59  - 

180  Laurence  Alan  Tisch/New  York  2.3  investments  79  ▼ 

180  Steven  Udvar-Hazy/California  2.3  leasing  56  T 

191  Henry  T  Nicholas  Ill/California  2.2  technology  42  ▼ 


127  Henry  Lea  Hillman/Pennsylvania 
127  George  Lucas/California 


157  David  Rockefeller  Sr/New  York 


168  Leonard  Norman  Stern/New  York 


188  Ray  Lee  Hunt/Texas 
188  George  B  Kaiser/Oklahoma 


Billionaires 

L 

1  Rank  Name/State 

Net  worth 
($WI) 

Sotffce 

Age 

1  Rank  Name/State 

Net  worth 
(SbilJ 

Source 

I 

191  Steven  Alien  Spielberg/California 

2.2 

movies 

55 

A 

250  Carl  Pohlad/Minnesota 

1.7 

banks 

86 

» 

200  wniliam  Morse  Davidson/Michigan 

2.1 

glass 

79 

▼ 

258  Richard  Edward  Rainwater Aexas 

1.7 

investments 

57 

200  Gordon  Peter  Getty/California 

2.1 

inheritance 

85 

T 

258  Haim  Saban/Caiifornia 

1.7 

media 

57 

200  Ralph  Lauren/New  York 

2.1 

fashion 

83 

T 

258  Clemmie  Dixon  Spangler  Jr/North  Carolina 

1.7 

investments 

69 

200  Ronald  Owen  Perelman/New  York 

2.1 

investments 

59 

T 

277  Arthur  M  Blank/Georgia 

1.6 

Home  Depot  59 

Ik) 

200  Henry  Samueli/California 

2.1 

technology 

47 

▼ 

277  David  A  Duffield/Nevada 

1.6 

PeopleSoft 

61 

!M 

200  Joan  Beverly  Kroc  &  family/California 

2.0 

McDonald's 

73 

▼ 

277  Blase  Thomas  Golisano/New  York 

1.6 

payroll 

60 

Ilk 

200  Patrick  Joseph  McGovern/New  Hampshire 

2.0 

publishing 

64 

277  Robert  Edward  Rich  Sr/New  York 

1.6 

food 

88 

lUii 

200  John  R  Menard  Jr/Wisconsin 

2.0 

retail 

62 

277  Dennis  Washington/Montana 

1.6 

investments 

67 

ifc 

225  Leona  Helmsiey/New  York 

1.9 

real  estate 

82 

293  Lee  Marshall  Bass/Texas 

1.5 

investments 

45 

Ita 

225  Michael  Krasny/lllinois 

1.9 

retail 

48 

293  Jeffrey  P  Bezos/Washington 

1.5 

Ama20n.com  38 

ItJ 

225  John  C  Malone/Colorado 

1.9 

cable  TV 

81 

T 

293  Franklin  Otis  Booth  Jr/California 

1.5 

investments 

79 

itt 

225  Glen  Taylor/Minnesota 

1.9 

printing 

60 

293  Bennett  Dorrance/Arizona 

1.5 

soup 

55 

Ibi 

234  S  Daniel  Abraham/Florida 

1.8 

Slim-Fast 

78 

293  Donald  George  Fisher/California 

1.5 

Gap 

73 

111 

234  Herbert  A  Allen  Jr/New  York 

1.8 

finance 

62 

293  Doris  Feigenbaum  Fisher/California 

1.5 

Gap 

71 

234  Charles  C  Butt/Texas 

1.8 

supermarkets  63 

- 

293  Thomas  F  Frist  Jr/Tennessee 

1.5 

health  care 

63 

Ita 

234  Richard  T  Farmer/Ohio 

1.8 

uniforms 

67 

293  Edward  Lewis  Gaylord/Oklahoma 

1.5 

media 

82 

lb 

234  Louis  L  Gonda/California 

1.8 

leasing 

53 

▼ 

293  Leslie  L  Gonda/California 

•  1.5 

leasing 

82 

\lh 

234  Donald  Joyce  Hall/Kansas 

1.8 

Hallmark 

73 

293  Tom  T  Gores/California 

1.5 

LBOs 

37 

lili 

234  Bradley  Wayne  Hughes/California 

1.8 

storage 

68 

▲ 

293  Peter  R  Kellogg/New  Jersey 

1.5 

finance 

59 

\k 

234  H  Wayne  Huizenga/Florida 

1.8 

investments 

64 

T 

293  Herbert  Kohler  &  familyAlVisconsin 

1.5 

mfg 

63 

li 

234  Charles  Bartlett  Johnson/California 

1.8 

finance 

69 

T 

293  George  Phydias  Mitchell/Texas 

1.5 

oil 

82 

lilt 

234  James  Kim/Pennsylvania 

1.8 

microchips 

66 

T 

293  John  P  Morgridge/California 

1.5 

Cisco 

68 

234  Fayez  Shalaby  Sarofim/Texas 

1.8 

money  mgmt  73 

T 

293  Robert  Allen  Naify/California 

1.5 

theaters 

80 

234  Ernest  E  Stempel/Bermuda 

1.8 

AIG 

85 

T 

293  Peter  M  Nicholas/Massachusetts 

1.5 

med  devices 

61 

M 

234  Donald  John  Trump/New  York 

1.8 

real  estate 

56 

▲ 

293  Laurance  Spelman  Rockefeller/New  York 

1.5 

inheritance 

91 

k 

234  Samuel  Zell/lllinois 

1.8 

real  estate 

60 

▼ 

293  Harold  Clark  Simmons/Texas 

1.5 

investments 

70 

k 

250  Richard  M  DeVos/Michigan 

1.7 

Amway 

76 

▲ 

293  Jackson  Thomas  Stephens/Arkansas 

1.5 

banking 

78 

k 

250  Jess  Stonestreet  Jackson/California 

1.7 

wine 

72 

293  Jay  Van  Andel/Michigan 

1.5 

Amway 

77 

ISti 

250  Mary  Alice  Dorrance  Malone/Pennsylvania 

1  -7 
l.f 

soup 

52 

▼ 

327  John  E  Abele/Massachusetts 

1.4 

med  devices 

64 

250  Clayton  Lee  Mathile/Ohio 

1.7 

petfood 

61 

327  Ronald  Burkle/California 

1.4 

supermarkets  49 

Iftt 

Mark  Cuban/Texas 


Net  worth 
(Sbil)  Source 


1.4    technology  43 


Stanley  Druckenmiller/New  York 


1.4    money  mgmt  50  — 


larbara  Carlson  Gage  &  family/Minnesota    1.4  travel 


60  - 


lames  Jannard/Washington 


1.4    sunglasses   52  T 


lupert  Johnson  Jr/California 


1.4  finance 


61  T 


Viiliam  S  Kellogg/Wisconsin 


1.4  retail 


58  - 


lharles  Munger/California 


1.4    investments  77  A 


Aarilyn  Carlson  Nelson  &  family/Minnesota  1.4  travel 


63  - 


lieodore  W  Waitt/California 


1.4    Gateway      39  T 


ianford  Weill/Connecticut 


1.4    Citigroup     69  ▼ 


!arl  Edwin  Berg/California 


1.3    real  estate    64  ▼ 


tichard  J  Egan/Massachusetts 


1.3    datastorage  66  T 


awrcnce  Flinn  Jr/Connecticut 


1.3  media 


66  T 


Jan  Gerry/New  York 


1.3    cable  TV     72  ▼ 


tichard  Kinder/Texas 


1.3  energy 


57  T 


lenry  R  Kravis/New  York 


1.3  LBOs 


58  ▼ 


lennetii  G  Langone/New  York 


1.3    investments  66  — 


'.  Pierce  Marshail/Texas 


1.3  oil 


63  - 


.Lowry  Mays/Texas 


1.3  media 


65  ▼ 


lames  Martin  Moran/Florida 


1.3    auto  sales  83 


Mitchell  Rales/Washington,  D.C. 


1.3  mfg 


45  ▼ 


iteven  Rales/Washington,  D.C. 


1.3  mfg 


49  T 


leorge  R  Roberts/California 


1.3  LBOs 


57  ▼ 


[ennyATroutt/Texas 


1.3  telecom 


54  T 


irthur  L  Williams  Jr/Florida 


1.3    insurance  59 


'rank  Batten/Virginia 


1.2    publishing    75  T 


irchieAldis(Red)Emmerson/California      1.2  timber 


'rederick  Woodruff  Held/California 


1.2  media 


72  - 
49  - 


itanley  Stub  Hubbard/Minnesota 


1.2    broadcasting  68  ▼ 


loseph  Dahr  Jamail  Jr/Texas 


1.2  lawsuits 


76  - 


>eter  Benjamin  Lewis/Ohio 


1.2    insurance  67 


Lank  Name/State                                  .  .^^ 

Networtli 

Source 

Age 

378  George  L  Lindemann  &  family/Florida 

1.2 

investments 

65 

▼ 

378  Richard  Edwin  Marriott/Maryland 

1.2 

hotels 

63 

T 

378  Billy  Joe  (Red)  McCombs/Texas 

1.2 

radio 

74 

T 

378  Robert  C  McNair/Texas 

1.2 

energy 

65 

T 

378  Marc  David  Rich/Switzerland 

1.2 

commodities  67 

- 

378  Arthur  J  Rock/California 

1.2 

investments 

75 

▲ 

378  Winthrop  Paul  Rockefeller/Arkansas 

1.2 

inheritance 

54 

- 

378  Richard  Mellon  Scaife/Pennsylvania 

1.2 

inheritance 

69 

- 

378SanjivSidhu/Texas 

1.2 

software 

44 

T 

378  Jon  L  Stryker/Michigan 

1.2 

inheritance 

43 

- 

378  Ronda  E  Stryker/Michigan 

1.2 

inheritance 

47 

▲ 

378  Leonard  Tow  &  family/Connecticut 

1.2 

cable  TV 

73 

★ 

378  Albert  Lee  Ueltschi/Texas 

1.2 

flight  schools  84 

A 

378  Daniel  Morton  Ziff/New  York 

1.2 

publishing 

30 

- 

378  Dirk  Edward  Ziff/New  York 

1.2 

publishing 

37 

- 

378  Robert  David  Ziff/New  York 

1.2 

publishing 

34 

- 

413  Sid  Richardson  Bass/Texas 

1.1 

investments 

59 

T 

413  Malcolm  Chace  III  &  family/Rhode  Island 

1.1 

investments 

67 

A 

413  William  Alfred  Cook/Indiana 

1.1 

catheters 

70 

- 

413  Barry  Diller/New  York 

1.1 

television 

60 

A 

413  Thomas  John  Flatley/Massachusetts 

1.1 

real  estate 

69 

- 

413  Christopher  Goldsbury/Texas 

1.1 

salsa 

59 

- 

413  Steven  Paul  Jobs/California 

1.1 

Apple 

46 

▼ 

413  Enos  Stanley  Kroenke/Missouri 

1.1 

real  estate 

54 

★ 

413  Harold  Fitzgerald  Lenfest/Pennsylvania 

1.1 

cable  TV 

71 

T 

413  Gary  Magness/Colorado 

1.1 

cable  TV 

48 

▼ 

413  Kim  Magness/Colorado 

1.1 

cable  TV 

50 

T 

413  Alfred  Mann/California 

1.1 

mfg 

76 

413  Robert  Drayton  McLane  Jr/Texas 

1.1 

Wal-Mart 

65 

- 

413  Patricia  A  Short/Colorado 

1.1 

inheritance 

45 

413  Frederick  Wallace  Smith/Tennessee 

1.1 

FedEx 

57 

★ 

.•: :  : :  i 
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Diiiionaires 

Rank  Namc/Siatc 

Net  worth 
(Sbil) 

Source 

Age 

■  Rank  Name/State 

Net  worth 
($bil) 

Source 

Age 

^1  ^  Jnhn  Alhprt  Sohrato/n^ilifnrnip 

■tXw  VUllll  HIUvl  1  wUUI  aiU/ l/CllllUI  Ilia 

1.1 

real  estate 

1  bai  Uwiaiv 

61 

▼ 

445  Bruce  Kovner/New  York 

1.0 

money  mgmt  56 

^  Ch;irlnttp  Cflllcpt  Weher/Flnrirl;i 

1.1 

soup 

59 

445  John  Wiliard  Marriott  Jr/Maryland 

1.0 

hotels 

69 

^  Alfrpfl  P  Wp<£t  Jr/PpnnQulv/^tnifl 

■vXw  MlllvU  r  nC3l  wi / rcillloyiValllo 

1.1 

finance 

III  lai  iww 

59 

•A- 

445  Bruce  R  McCaw/Washington 

1.0 

telecom 

54 

At  ^  Mnrtimpr  BpniARiin  Zuckerman/Npw  Ynrk 

1.1 

rpal  p<;tate 

1  wai  uoiaiw 

64 

▼ 

445  John  Eiroy  McCaw  Jr/Washington 

1.0 

telecom 

51 

AA^  .Inhn  ArrillA^ft/Palifnrnia 

t*tw  WUIIBI  HI  1  IllagCl/  ualllUI  Ilia 

1.0 

real  estate 

64 

▼ 

445  Keith  W  McCaw/Washin^on 

^w^w^0  nwiiia       ■■■vwuvv/  If cioi  III igiui  1 

1.0 

telecom 

48 

dd"!  Carv  CAmnhell  Comer/lllinnk 

■t*tw  Mai  J  WCllll|IUdl  VUIIICI/ Hill  lUlO 

1.0 

Lands'  End 

74 

445  Roger  Miiliken/South  Carolina 

1.0 

textiles 

86 

AAC  Rnhprt  Henrv  Dfsdman  Sr/Tpy;!*; 

nuuwi  1  nciii  J  Wwuiiiciii  wi/  icacio 

1.0 

country  clubs  76 

T 

445  Richard  Taylor  Peery/California 

1.0 

real  estate 

61 

AAK  L  Jnhn  Doerr/r^ilifnrni;) 

'l"lw  b  WUIIII  WUwl  1/ UulllUI  IIIO 

1.0 

finance 

51 

445  Patrick  George  Ryan/Illinois 

1.0 

insurance 

64 

AA*i  Pinrii^  Crppn/^\A/it7PrlnnH 

■ff*Vw  rillvllO  W  vvll/ OWII^CI  luliU 

1.0 

commodities  66 

445  Donald  J  Schneider/Wisconsin 

1.0 

trucking 

65 

4d5  Mar^erite  llarhei*t/Ahh;)m;i 

fffv  ifini  guwi  iiw  nai  ugi  i/ niauaiiia 

1.0 

construction  78 

T 

445  Walter  Scott  Jr/Nebraska 

wvwiwi  WWII  wB /  1 Y i/ui  aona 

1.0 

telecom 

70 

445  William  Randolnh  Hearst  lli/nalifnrnm 

■v*ffw  niiiiaiii  nciiiuuipii  nwciioi  iii/ uaiiiui iiia 

1.0 

inheritance 

52 

445  Charles  Sinionvi/Wa<;hln^Qn 

wiim  1  WW  viiiiwiiv ■/  viuui  III  igi vi  1 

1.0 

Microsoft 

54 

445  Robert  Earl  Holdine/Utah 

1.0 

gas  stations 

75 

445  Ollen  Rruton  Smith/North  Carolina 

Wllwll  BP!  MVWII  Willi  III/  IIUI  III  \JOl  uiii  la 

1.0 

motor  sports  75 

445  Irwin  Mark  Jacobs/P^ilifnmi;? 

ii  TYiii  iTini  n  wfRwVHw^  uciiiiui  Ilia 

1.0 

Qualcomm 

69 

▼ 

445  Hope  Hill  Van  Beuren/Rhode  Island 

1.0 

soup 

68 

445  Robert  Johnson/Wasningtcn,  D.L. 

l.U 

cable  TV 

55 

▼ 

449  Alberto  viiar/New  York 

l.U 

finance 

61 

445  Vmod  Khosla/California 

1.0 

finance 

47 

445  Dean  White/Indiana 

1.0 

billboards 

78 

445  Jerome  Spiegel  Kohlberg  Jr/New  York 

1.0 

LBOs 

76 
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Please  turn  to  the  next  page  for  a  special  foldout  section  that  highlights 
many  of  the  ways  the  world's  richest  people  found  their  paths  to  fortune.  (^1 
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The  world's  billionaires  take  many  roads  to  arrive  ^ron  our  lis 


i     i     1     1  I 


The 

Innovators 

These  futurists  turn  ideas  into  profit. 
While  it  helps  to  be  in  high  tech, 
innovation  comes  in  many  forms. 


J"  — — 


BRAIN  POWER 


BIOTECH 


Swiss  Ernesto  Bertarelli  transformed 
drug  firm  Serono  into  a  biotech  giant. 
Awaiting  FDA  approval  for  blockbuster 
multiple  sclerosis  drug  Rebif. 


VIDEOGAMER 


Hiroshi  Yamauchi  inherited  a  playing  card 
company  and  morphed  it  into  a  videogame 
leader.  Revolutionized  road  trips  with  pocket- 
size  Game  Boy.  Successfully  launched  Game 
Boy  Advance,  first  new  portable  in  a  decade. 


H 


H  h 
I  I — i 


4r/ 

Serge  Dassault 

$4.9  billion  Rank:  62 

Holocaust  survivor  Marcel  Dassault  wa 
one  of  the  great  pioneers  in  aviation,  ini 
troducing  such  legendary  fighter  plane 
as  the  Mirage.  Son  Serge  continues  thi 
tradition  with  the  Rafale,  France' 
answer  to  the  U.S.  Joint  Strike  Fighter. 


innovators  by  Industry 


RICHEST 


Bill  Gates,  of  course.  U.S.  dominates  in  the  technology  and 
software  sectors. 


M 


TECHNOLOGY  27 
TELECOM  19 
SOFTWARE  16 
PHARMACEUTICALS  7 
HEALTH  CARE  6_ 


T 


1. 


i 


the  trail  is  well-traveled;  others  take  far  less  familiar  routes. 


0  EARTH 


E_SJL 


Kingdom's  Duke  of  Westminster,  a.k.a.  Ger- 
rendish  Grosvenor,  is  the  top  lord,  wortli  $6.7 
Owns  300  acres  in  London's  tony  West  End. 


It  time  a  landowner 
e  list's  top  spot  was 
),  when  Japanese 
ki  Tsutsumi  was 
$16  billion.  Now 
a  mere  $2.5  billion. 


NEW 


The  Liu  brothers  from  China 
turned  a  humble  quail-and- 
chicken-breeding  business  into  an 
animal-feed  empire.  Sales:  $1.2  bil- 
lion. Turgay  Ciner  of  Turkey  made 
a  bundle  from  mining  soda  ash,  a 
basic  component  in  gtassmaking. 


Land  Lords  by  industry 

REAL  ESTATE  33 
OIL  &  GAS  25 
CONSTRUCTION  13 
AGRICULTURE  8 
MINING  5_ 


Nicky  Oppenheimer 

$3.3biiiion  Rank:  112 

Africa's  richest  man  derives  most  of  his  wealth  from  diamonds.  The  third 
generation  of  his  family  to  head  De  Beers,  he  led  a  successful  $19  billion 
bid  to  take  the  group  private  last  year  in  one  of  the  largest  corporate  deals 
in  African  history.  His  family  now  owns  45%  and  has  a  3%  stake  in  nat- 
ural-resources-and-mining  giant  Anglo  American.  One  of  the  largest 
landowners  in  Zimbabwe  as  well. 


le  Lords  of  the  Land 

farming  the  land,  drilling  it  or  simply  owning  it,  tapping  into  the  Earth's  natural  resources 
en  rise  to  84  billionaires.  In  Asia  it  is  the  source  of  one  out  of  four  fortunes. 


Hr 


'it 


lionaires 


5y  the  Numbers 


BILLIONAIRE  BETS 


rHE  RARER  SEX 


Women  may  have  come  a  long  way,  but  it  s  not  yet  reflected  in  the  ranks 
of  the  superrich.  Only  35  of  our  members  are  women — a  paltry  7% — 
and  only  one  can  be  considered  self-made:  Doris  Fisher,  who  opened 
die  first  Gap  store  with  her  husband  in  1969.  The  rest  inherited  their  wealth.  But 
don't  confuse  inheritance  with  idleness;  many  are  still  hard  at  work.  For  instance, 
Mexican  Maria  Asuncion  Aramburuzabala  took  over  Grupo  Modelo,  the  brewer 
af  Corona,  in  1996.  Abigail  lohnson  is  heir  apparent  at  Fidelity  Investments. 
Spain's  Esther  Koplowitz  runs  a 

A  rising  Mexican 
star:  beer  heiress 
Aramburuzabala. 


$2.5  billion  construction  group. 
The  average  age  of  these  women 
is  61 .2;  their  average  net  worth: 
S4.8  billion.  Staying  married 
doesn't  help:  Divorcees  are  worth 
$6.3  billion,  on  average. 


WOMEN 

WIDOWED 

WORKING 

DIVORCED 

SELF-MADE 


35 
10 
9 
7 
1 


rEALTH  SCAN 


unners-up:  Americans  hold  title  to 
lost  of  the  superlatives  on  the  list, 
ine  they  don't  own:  highest  average 
et  worth.  That  honor  belongs  to 
liddle  East/ Africa  ($3.4  billion), 
anked  as  an  individual  country  the 
.S.  places  ninth  behind  countries 
<e  Sweden,  which  is  bumped  to  the 
»p  because  of  Ikea's  Ingvar  Kamp- 
id's  $13.4  billion  net  worth. 


SWEDEN 

SAUDI  ARABIA 

VENEZUELA 

GERMANY 

FRANCE 

HONG  KONG 

U.S. 


$6.6  billion 
$4.7  billion 
$4.7  billion 
$4.0  billion 
$3.5  billion 
$3.4  billion 
$3.3  billion 


SUMMED  UP 


Coincidence?  The  combined  net  worth  of 
all  U.S.  billionaires  last  year  was  $91 1  bil- 
lion. This  year's  totals  by  region: 

U.S.  $801  billion 

EUROPE 
ASIA 

AMERICAS 
MIDEAST/AFRICA 


$390  billion 
$170  billion 
$105  billion 
$79  billion 


An  indulgent  peek  behind  billionaires' 
closed  doors: 


)D  WAYS  TO  MAKE  A  BUCK 


SELF-MADE 

237 

DIVORCED 

33 

COLLEGE  DROPOUTS 

27 

UNDER-40 

25 

SINGLES 

15 

#  - 

lese  billionaires  struck  it  rich  in  offbeat  niches: 


Tadahiro  Yoshida 
Calisto  Tanzi 
Enric  Bernat 
Liu  brothers 


zippers 
long-life  milk 
lollipops 
animal  feed 


$1.6  billion 
$1.3  billion 
$1.2  billion 
$1.0  billion 


Where  are  some  of  the  world's  richest 
individuals  investing  these  days?  Below 
are  some  recent  high-profile  bets. 

LI  KA-SHING 

Global  Crossing  (post-bankruptcy), 
Priceline 

PRINCE  ALWALEED 

SULIMAN  OLAYAN 

Kraft  Foods,  Principal  Financial  Group 

MARTIN  EBNER 

BdiQioC  vovvicis  insurer) 

RICJHLE&T  

The  top  five  richest  by  region: 

$52.8  billion 


U.S. 

Bill  Gates 


EUROPE 

Albrecht  brothers     $26.8  billion 

MIDDLE  EAST/AFRICA 

Prince  Alwaleed       $20.0  billion 

AMERICAS 

Kenneth  Thomson   $14.9  billion 


ASIA 

Li  Ka-shing 


$10.0  billion 


FAMILY  REUNION 
OF  THE  YEAR 


After  a  near-death  experi- 
ence in  lanuary,  Baron 
Thyssen-Bornemisza  sum- 
moned his  long-estranged  Swiss 
family  to  his  Madrid  villa.  They 
made  amends  after  battling  in 
court  for  three  years  and  blowing 
at  least  $60  million  on  legal  fees. 


Thyssen-Bornemisza  forgives  all. 


Artists 

Ninety-six  billionaires  got  ri 
by  indulging,  entertaining 
and  informing  consumers. 

Lifestylists  by  Industry 

MEDIA/ENTERTAINMENT  47 
FASHION  22 
PUBLISHING  10 
TRAVEL  10 
GAMING  Z_ 


Miuccia  Prada 

$!  i  uiu'A^u  Rank:  413 

Youngest  granddaughter  of  Prada 
founder  Mario  Prada.  Took  over 
luxury  goods  manufacturer  with 
husband,  Patrizio  Bertelli,  in  1978, 
but  past  year  hasn't  exactly  been 
de  luxe:  postponed  much-antici- 
pated initial  offering;  sold  big  stake 
in  Fendi  to  LVMH  for  $262  mil- 
lion to  raise  cash  to  pay  off  debt; 
reportedly  considering  selling  Jil 
Sander  and  Helmut  Lang  brands. 
Manhattan  store  opening  was 
biggest  architectural  event  since 
the  Guggenheim  reopened. 
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T  T 


LEISURE  SUITS 


RLaHEsr 


nil 


Worth  $14.9  billion,  Canadian  Kenneth  Thomson  controls  Thomson  Corp.,  a 
leading  publisher  of  financial  (First  Call)  and  legal  (West  Group)  information. 
Family  bought  out  Jane's  Information  Group  last  year.  Thomson  will  step  down 
as  chair  this  year;  son  David  will  succeed  him. 

GAMBLER  


One  of  five  Asian  gaming  billionaires, 
Macau's  casino  magnate  Stanley  Ho 
enjoyed  a  monopoly  for  40  years.  Now 
he  must  share  it  with  groups  linked  to 
Las  Vegas  impresarios  Steve  Wynn  and 
Sheldon  Adelson.  Not  to  be 
outshone,  Ho  recently  opened  a 
1,109-foot  Las  Vegas-style  tower. 


BRANDED 


Billionaires  are  behind  many  of  the  world's  toil 
brands,  A  sampling:  Benetton,  Bulgari,  Cartielj 
Chanel,  Hermes,  Giorgio  Armani,  MaxMara, 
Nike,  Polo,  Virgin. 


Jreenbacks 

ey  begets  money.  Even  after  a  rocky 
in  the  world's  capital  markets,  95 
inaires  are  still  making  a  bundle  of  it, 
fher  by  investing  it  for  themselves 
anaging  it  for  others. 


Greenbacks  by  Industry 

INVESTMENTS  29 
FINANCE  26 
BANKING  25 
INSURANCE  9 
MUTUAL  FUNDS  6_ 


Michael  Lee-Chin 

billion  Rank:  413 

The  eldest  of  nine  children,  Chinese-Jamaican  Lee-Chin 
worked  on  highway  projects  and  as  a  bouncer.  Then  he  got 
a  tip  from  a  friend  about  selling  mutual  funds.  In  1987  he 
bought  a  tiny  fund  outfit.  Fifteen  years  later  he  owns  AIC, 
Canada's  1  Ith-largest  fund  group;  a  financial  services  firm; 
and  a  75%  stake  in  a  Jamaican  bank. 


BANK  ROLLERS 


RICHEST 


Value  investor 
Warren  Buffett 
is  the  top  money 
man,  worth 
$35  billion.  Prince 
Alwaleed  Bin  Talal 
Alsaud,  the  richest 
Middle  Easterner, 
ranks  second. 
Nearly  half  the 
prince's  $20  billion 
fortune  is  in  Citi- 
group, a  stock  that 
Buffett  has  been 
selling  recently. 


MIDDLE  EAST 

Of  the  region's  21  bil- 
lionaires, 8  got  rich 
through  investing, 
banking  or  other 
financial  dealings. 

NEW  


German  Manfred  Lautenschlager  took  a  simple 
concept  (selling  cheap  insurance  policies  to 
university  graduates)  and  turned  it  into  the 
foundation  of  a  $1.2  billion  fortune.  His  company, 
MLP  AG,  joined  the  DAX  Index  of  30  leading 
stocks  in  2001. 


Is  love  the  first  time  eyes  meet  or  a  long,  developed  trust?  We  feel  that 
either  way,  everyone  should  experience  it.  From  the  "wow"of  our  daring 
design  to  the  reassurance  of  quality  engineering,  each  Chrysler  has  a 
certain  something  that  is  almost  indefinable.  K  nd  of  like  love.  For  more 
on  our  award-winning  lineup,  call  1.800. CHRYSLER  or  visit  chrysler.com. 
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I  AM 


YOUR 


How  fai 
I  take 


IDEA 


can 
you? 


not  how  many  ideas  you  have.  It's  how  many  you  make 


pen.  So  whether  it's  your  idea  or  Accenture  s,  we  II  help  you 
1  innovation  into  results.  See  how, at  accenture.com 


accenture 


suiting,'  Technology  •  Outsourcing  •  Alliances 


Innovation  delivered 


It's  not  how  many  ideas  you  have. 
It's  how  many  you  make  happen. 


In  early  2000,  the  world's  number  one  computer  company  set 
to  upgrade  its  already  world-class  manufacturing  infrastructui 
with  a  bold  yet  simple  premise:  "build  more  systems  with  less 
inventory."  I  am  Dell's  idea,  delivered.  In  about  100  days, 
Accenture  and  Dell  conceived  and  implemented  an  approach  tl 
allows  Dell  to  operate  on  no  more  than  two  hours  of  inventor 
at  a  time.  Now  in  place  in  Dell's  plants  around  the  world,  this 
system  has  already  generated  a  500%  return  on  investment, 
while  enabling  Dell  to  adapt  more  quickly  to  rapidly  changing 
technologies. 

Claims  is  the  nexus  of  cost  and  service  for  property  and 
casualty/general  (P&C)  insurers.  Improvements  to  the  claims  pre 
represent  the  single  greatest  opportunity  for  P&C  carriers  to  rea 
the  next  level  of  profitability.  I  am  Chubb's  idea,  delivered. 
Accenture  is  partnering  with  the  Chubb  Group  of  Insurance 
Companies  to  develop  an  easy-to-use  Web-based  solution  to  mai 
Chubb's  claims  process  via  the  Internet.  Drawing  upon  the 
most  advanced  technology  available,  this  system  is  revolutionij 
the  claims  process  by  allowing  claims  professionals  to  further 
improve  the  superior  service  for  which  Chubb  is  known. 

As  one  of  Europe's  leading  automakers,  Peugeot  saw  the 
potential  of  eCommerce  as  a  means  to  enhance  and  strength^ 
relationships  among  manufacturer,  dealers  and  customers 
while  also  providing  an  opportunity  to  extend  its  market  reacH 
I  am  Peugeot's  idea,  delivered.  Drawing  upon  a  combinatic 
of  vast  auto  industry  experience  and  Internet  savvy,  Accenture! 
helped  create  peugeot.fr,  a  b-to-c  website  that  includes  a 
state-of-the-art  showroom,  used  car  searches,  dealer  contact 
integration,  as  well  as  direct  purchase  options  to  customers  in 
countries  in  which  Peugeot  dea'ler  penetration  is  low. 
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To  see  how  we  can  deliver  innovation  in  your  ^ndustry^^^'.V;.  OOO^n^l  II 
visit  us  at  accenture.cpm  Clw^d  I  LUI 

Consulting -Technology*  Outsourcing- Alliances  IfinOVOtion  dcHvCI  ^ 


lionaires 


rhe  Winners 

3St  billionaires  struggled  to  tread  water  this  year. 
)t  these  six,  each  of  whom  turned  in  impressive 
ins  by  striking  deals  or  expanding  their  business. 


lancio  Ortega 

I  billion  Rank:  25 

Spaniard  landed  on  our  list  last  year 
1  a  net  worth  of  $6.6  billion  after  tak- 
public  his  fashion  company,  Inditex. 
h  Inditex  up  over  50%,  Ortega's  now 
th  $9.1  billion,  making  him  one  of 
ope's  richest  self-made  entrepre- 
rs.  The  secret:  a  nimble  production 

distribution  system  that  shrinks 
laround  time  on  new  styles  to  as  lit- 
s  three  weeks. 

ilip  Knight 

7  billion  Rank:  45 

;  stock  stumbled  last  year  when  third- 


quarter  earnings  fell  short.  But  with  U.S. 
shoe  orders  on  the  rise — after  declining 
for  14  consecutive  quarters — the  sneaker 
giant  rebounded  and  hit  a  new  52-week 
high  in  lanuary.  The  tattooed  titan,  whose 
personal  net  worth  is  at  an  alltime  high, 
just  introduced  his  first  $200  sneaker  and 
is  now  branding  the  company's  trade- 
mark swoosh  on  golf  clubs. 

Shin  Kyuk-ho 

$1.9  billion  Rank:  225 

The  self-made  South  Korean  returns  to 
the  list  for  the  first  time  since  1996  despite 
a  slumping  Asian  economy.  His  $18  bil- 
lion candy,  tourism  and  entertainment 


sales  tripling  in  three  years. 


With  orders  up,  Nike  is  on  the  run:  Knight. 

concern,  started  in  1948,  is  once  again  on 
the  move:  Shares  of  flagship  company, 
Lotte  Confectionery,  were  up  300%  in  the 
last  year,  thanks  in  part  to  lip-smacking 
new  gum  flavors. 

Robert  Oatley 

$!  billion  Rank:  445 

Former  coffee  trader  planted  vineyard  in 
1969  with  his  teenage  children,  toiling  on 
weekends  and  holidays  to  clear  the  first 
50  acres.  Last  year  Southcorp,  Australia's 
largest  premium  wine  producer,  bought 
Oatley's  Rosemount  wineries  for  stock 
plus  $450  million  in  cash.  Son-in-law 
Keith  Lambert  now  runs  the  newly 
merged  outfit. 

Barry  Lam 

$i.7  billion  Rank:  258 

His  Taiwan-based  Quanta  Computer 
unseated  lapan's  Toshiba  as  the  world's 
largest  notebook  manufacturer  last  year. 
Produces  one-seventh  ot  all  notebook 
computers  sold  worldwide.  Predicts  sales 
will  triple  by  end  of  2005.  Investors  are 
taking  note:  Stock  price  up  30%  in  last 
year,  adding  a  half-billion  to  his  fortune. 

Kjeld  Kirk  Kristiansen 

$2.1  billion  Rank:  200 

Two  years  ago  his  classic  toymaker,  Lego, 
endured  playground  bullying  by  rivals 
like  Hasbro  and  Mattel,  posting  a  $121 
million  loss.  But  the  Danish  company  is 
bouncing  back  with  new  focus  on  pre- 
school toys.  Also  hit  big  with  Harry  Pot- 
ter-themed  toys.  Result:  Lego's  sales  up 
an  estimated  5%,  small  profit  expected. 
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Billionaires, 


Once  afoul  of  AOL  execs, 
Ted  Turner's  back  in  the  fold 


The  Losers 

More  than  half  of  the  world's  billionaires  tumbled 
last  year.  Some  of  these  sob  stories  are  downright 
painful.  And  the  economy  is  only  partly  to  blame. 


Masayoshi  Son 

$1.5  billion  Rank;  293 

In  what  may  be  the  world  record  for 
biggest  fortune  lost,  the  Japanese  investor 
dropped  $77  billion  in  two  years,  as  the 
value  of  his  Softbank  holdings  fell  98%. 
Reasons:  bursting  of  Internet  bubble, 
questionable  investment  in  bankrupt  Nip- 
pon Credit  Bank  (now  Aozora  Bank)  and 
delays  in  broadband  deployment.  After 
racking  up  $3  billion  in  debt,  Softbank  is 
now  selling  assets. 

Ted  Turner 

$3.8  billion  Rank:  97 

Talk  about  a  tough  year:  "Fired"  by  retir- 
ing AOL  Time  Warner  boss  Gerald  Levin; 
divorced  from  Jane  Fonda;  criticized  for 
impolitic  comments  about  "bravery"  of 
Sept.  1 1  terrorists.  Even  the  market  for  his 


bison  soured.  But  AOL  Time  Warner's 
largest  individual  shareholder  has  yet 
more  reason  to  scream:  AOL  stock  fell 
nearly  60%  in  value,  slicing  $5  billion 
from  his  worth.  With  Levin  gone  and 
Turner  back  in,  expect  the  "Mouth  of  the 
South"  to  make  more  noise  if  things 
don't  improve. 

Tadashi  Yanai 

$1  billion  Rank:  445 

Turned  parents'  small  clothing  store  into 
Fast  Retailing,  Japan's  answer  to  the 
Gap.  Despite  cheers  from  customers  for 
bringing  affordable  clothes  to  the  over- 
priced Japanese  market,  his  retail  empire 
is  unraveling.  In  January  it  announced 
that  profits  would  dip  23%.  Result: 
Yanai's  net  worth  fell  from  $4.8  billion 
to  $1  billion. 


Gary  Winnick 

$500  million  Rank:  dropout 

"Getting  rich  at  the  speed  of  light"  was 
headline  for  a  1999  FORBES  cover  storj 
Winnick  after  the  former  Drexei  Burnl  jetn 
executive  turned  a  $  1 5  million  investnj  lowt 
in  undersea-cable  operator  Global  Crosj 
into  $4.5  billion  in  18  months.  But  vi 
demand  for  broadband  and  overcapa 
in  fiber  dropped  Global  back  to  earth.  I] 
for  bankruptcy  in  January  and  now  f 
scrutiny  of  its  accounting.  Original  si 
today  worth  only  $8  million,  but  Wini 
did  manage  to  sell  more  than  S6(){)  mil 
worth  of  shares  before  the  crash.  Inves 
wish  they  had,  too. 


Francois  PInault 

$3.1  billion  Rank:  118 

The  Frenchman  bought  Christie's, 
once-genteel  auction  house,  in  1998. 
company's  been  dogged  by  a  price-fij 
scandal  ever  since.  Worse,  the  stock  oi 
retail  empire,  which  includes  stakes  in 
depariment-store  chain  Printemps 
couturier  Gucci,  fell  almost  50%.  Now 
of  the  year's  worst  fashion  victims  is  wd 
half  of  what  he  was. 

Argentina 

Thanks  to  the  largest  sovereign  debt  del 
ever,  a  currency  crisis  and  five  presid- 
in  two  weeks,  three  of  the  country's  1 
billionaires  dropped  ft"om  our  list,  incl 
ing  Amalia  Lacroze  de  Fortabat,  presic 
of  the  nation's  largest  cement  comp. 
Only  survivor:  oil  and  gas  tycoon  "I 
Gregorio"  Perez  Companc. 
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Softbank's  Son  rose,  then  set. 


THE   STRAIGHT  GOODS   ON   e-BUSINESS  PLATFORMS 


> 


THE  WHOLE  e-BUSINESS 
THING  IS  A  FAD. 

iothing  could  be  further  from 
ie  truth.  In  times  of  economic 
ownturn,  it  may  seem  prudent  to 
ut  the  whole  e-Business  issue  on  the 
ackburner.  But  it's  not.  Tough  times 
all  for  nimbleness  and  agility  more 
lan  ever.  The  time  to  get  smart  and 
nplement  e-Business  solutions  for  your 
ustomers  is  today. 


THE  INTERNET 

CHANGES 
EVERYTHING. 

he  Internet  does  not 
hange  everything. 
:  doesn't  change  the 
usiness  rules  that 
jn  your  company, 
ir  the  infrastructure 
ou've  spent  years 
uilding.  The  Internet 
;  obviously  a 
ritical  part  of  any 
-Business.  But  it's 
ow  well  you  manage 
he  information 
raveling  over  the 
let  that  determines 
he  success  of 
our  business. 

IT'S  A 
ONE-BRAND 
WORLD. 

his  myth  surrounds 
jst  about  every 
ignificant  e-Business 
ilatform  discussion, 
'irtually  every 
lurveyor  of  e-Business 
ilatforms  touts  their 
ersion  of  this 
one-brand"  world, 
heir  brand,  of  course, 
lig  surprise. 


\t  Sybase,  we  know  it's  just  not  true. 
Countless  brands  compete,  cooperate 
md  commingle  inside  your  company. 

t's  laughable  to  pretend  that  any  one 
■xternal  organization  can  "standardize" 
ill  the  various  protocols,  systems, 
omponents,  new  technologies, 
anguages,  databases  and  vendor 
elationships  that  your  business 
epends  on  to  succeed. 


Our  open  e-Business  platform  embraces 
diversity.  Making  all  of  this  stuff  work 
together  is  what  our  stuff  is  all  about. 

A  WEBSITE  IS  A  PORTAL. 
A  PORTAL  IS  AN  e-BUSINESS. 

Unless  your  data  has  the  ability  to 
travel  from  a  customer's  pager  to 
your  trusty  OS/390  mainframe  and 
then  back  to  your  customer  via  cell 
phone,  you  may  very  well  have  a 


website,  but  you  really  don't  have  an 
e-Business.  Our  proven  e-Business 
platform  totally  delivers  end-to-end 
functionality.  It  integrates 
every  single  aspect  of  your 
business.  What's  more, 
it  has  the  scalability 
to  constantly 
integrate  your 
new  components 
into  the  mix.  Like 
say,  10,000  brand  new 
customers,  for  example. 


SYBASE   e-BUSINESS  SOFTWARE 
AUSE    EVERYTHING    WORKS    BETTER  WHEN 


IF  AT  FIRST  YOU  DON'T 
SUCCEED,  THROW  SOME  MORE 
MONEY  AT  IT. 

Hah,  Very  funny.  But  a  popular  belief 
for  a  long  time.  Listen:  That's  pure 
poppycock.  Real  e-Business  solutions 
deliver  real  business  results.  That 
means  increased  revenues,  reduced 
costs  and  profits  to  your  bottom  line. 

At  Sybase,  we  deliver  e-Business 
solutions  to  the 
FORTUNE  500,-  the 
largest  firms  on  Wall 
Street,  the  biggest 
names  in  healthcare, 
the  world's  largest 
computer  and 
networking  companies, 
the  biggest  players  in 
Europe  and  Asia. 

We  lead  in  enterprise 
portal  technology. 
We  dominate  in 
enterprise  wireless 
solutions.  And  we 
have  some  of  the 
best  middleware 
integration  solutions 
found  on  our  planet. 

We  can  deliver  ROI 
with  a  sense  of 
immediacy. 

IT'S  ALL  OR 
NOTHING. 

The  Big  Bang  Theory: 
You  need  to  do  all  of 
this  at  once.  Not  at  ail. 

Implement  in  the 
way  that's  right  for 
your  firm.  From  the 
bottom  up.  Or  the 
top  down.  Component  by  component. 
It's  your  choice. 

Call  1-800-8-SYBASE  or  visit 
www.sybase.com/myths  and  we'll  show 
you  how.  Fact,  not  myth. 


i  Sybase 

Information  Anywhere" 


EVERYTHING    WORKS  TOGETHER'. 


I 


®2001  Sybase,  Inc.  All  rights  reserved.  All  trademarks  are  the  propertv  of  their  respective  owners. 


Bill  ion  a  ires 


September  1 1  Aftermath 

The  terrorist  attacks  affected  these  billionaires  in  more  ways  than  just  fallirl 
stock  prices.  But  like  the  rest  of  the  world,  they're  moving  on  with  business 


The  land  rush  is  bittersweet:  LeFrak. 

Frank  Lowy 

$2.1  billion  Rank:  200 

Signed  99-year  lease  for  the  World  Trade 
Center's  subterranean  shopping  plaza 
last  July.  Seven  weeks  later  the  property 
was  destroyed.  Unbowed,  the  Australian 
pressed  ahead  with  U.S.  expansion 
plans,  buying  $2.3  bilhon  worth  of  com- 
mercial space  from  Rodamco  North 
America.  Now  the  third-largest  mall 
owner  in  the  U.S. 

Kwek  Leng  Bang 

$2  billion  Rank:  208 

The  Singaporean's  New  York  Millenium 
Hotel  stood  200  yards  from  the  WTC  and 
suffered  extensive  damage  as  50  windows 
were  blown  out.  The  property  was  fully 
insured,  and  the  hotel  is  slated  to  reopen 
by  year-end. 

Prince  Alwaleed  r  i  Talal 

$20  billion  Rank:  II 

In-  a  public  rebuke  then-New  York  City 
Mayor  Rudolph  Giuliani  rejected  the 
prince's  $10  million  donation  to  victims' 
families,  denouncing  Alwaleed's  com- 
ments that  the  U.S.  reexamine  its  Mideast 
policy.  Just  the  first  sign  that  the  stock- 
picking  prince  is  getting  political:  h;is 


since  warned  Saudi  Arabia  to  reform  its 
economic  policies  and  called  poverty  the 
"breeding  ground"  of  terrorism. 

Marvin  Davis 

$4.4  billion  Rank:  72 

Efforts  to  buy  a  40-story  building  in  Man- 
hattan for  an  estimated  $325  million  have 
been  stymied  due  to  difficulty  in  finding 
insurance  that  covers  terrorism.  Reason: 
The  building  stands  next  to  New  York 
City's  Grand  Central  Terminal — now  la- 
beled a  high-risk  area.  Reinsurers,  stuck 
with  most  of  the  estimated  $40  billion  in 
insured  losses  from  the  attacks,  don't  want 
to  back  new  terror-specific  policies. 

Khalid  Bin  Mahfouz 

$1.7  billion  Rank:  258 

In  October  the  Treasury  Department 
described  this  Saudi's  Muwaffaq  Founda- 
tion as  an  al  Qaeda  front.  Ever  since,  he 
has  combated  allegations  of  terrorist  ties. 
Son  Abdulrahman,  a  Muwaffaq  board 
member,  calls  the  label  "demonstrably 
false"  and  has  hired  Houston's  FuUiright 


&  Jaworski  law  firm  to  investigate 
charity's  activities. 

Samuel  LeFrak 

$2.6  billion  Rank:  152 

New  Jersey  real  estate  tycoon  owed  a|| 
to  the  Twin  Towers:  Tenants  paid 
rents  for  his  luxury  apartments  acrossil 
Hudson  River  for  the  proximity  and  stl 
ning  views  of  lower  Manhattan.  Sincei 
towers  collapsed,  residential  rents  in 
area  have  plunged.  A  silver  lining:  El 
gain  hunters  and  Wall  Street  firms  ll 
lost  space  are  now  flocking  to  his  5  rl 
lion  square  feet  of  prime  office  space  ] 

Richard  Branson 

$1.4  billion  Rank:  327 

Reduced  airline's  capacity  by  20% 
months  following  Sept.  11.  On  trad 
turn  a  profit,  airline  posted  small  1 
instead.  Hosted  press  conference  vi 
Mayor  Giuliani  to  boost  tourism.  F 
450  Brits  to  the  event,  including  firefit 
ers  outfitted  in  "I  Love  New  York 
shirts.  Onlv  recently  adding  flights. 


Mayor  Giuliani  pointed  out  his  displeasure  with  the  prince's  criticism  of  U.S.  foreign  policy 
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Are  you  ready  for  the  day  you 
head  home  for  retirement?" 


lu're  a  TD  Waterhouse  customer,  chances  are,  you  are. 
use  TD  Waterhouse  has  everything  you  need  to  get  control 
lur  retirement.  So  that  you'll  be  ready  for  that  last  day  of 
:.  For  that  last  commute.  For  that  one  day  when  you  hang 
le  business  casual  and  head  home  from  work—for  good. 

1  an  IRA  account  at  TD  Waterhouse  and  you'll  get: 

Online  Retirement  Advisor  to  help  with  planning  strategies 

tirement  Specialists  to  answer  your  questions  at  over 
[)  local  branches 

-fee  IRAs 

erhouse  Investor  Services,  Inc.  Member  NYSE/SIPC.  Access  to  services  and  your  account  may 
cted  by  market  conditions,  system  performance  or  for  other  reasons.  Online  market  orders 
95-iU.95  depending  on  trading  activity.  See  tdwaterliouse.com  for  complete  commission 
ledule.  Offer  valid  for  new  TD  Waterhouse  IRA  accounts  opened  and  funded  between 
-4/15/02.  Limit  one  offer  per  individual.  U.S.  residents  only;  void  where  prohibited.  If  you 
■ady  a  subscriber,  we  will  extend  your  sub.scriplion  for  one  year.  See  website  for  details. 

.RAFBM  TDW2642  02/02 


Get  one  year  of  Money  magazine 
with  our  compliments  when  you 
open  and  fund  an  IRA  account. 

l.SOO.tdwaterhouse 

tdwaterhouse.com 

over  150  branches  nationwide 

online  trades  as  low  as  $9.95 


WATERHOUSE 

You're  in  Control. 


Rillianaltjes  

Battling  Billionaires 

Everybody  loves  a  good  dustup,  especially  when  supermoguls  collide. 
Last  year  was  especially  contentious,  as  evidenced  by  these  four  skirmishe; 

BY  JOHN  TURRETTINI  AND  TOMAS  KELLNER 


Rupert  Murdoch  vs.  Leo  Kirch 

$5.7  billion  Rank:  45  $1.0  billion  Rank:  445 

News  Corp.  boss  Murdoch  has  German  media  baron  Kirch  in  a  choke 
hold.  Murdoch's  BSkyB  owns  22%  stake  in  Kirch's  satellite  TV  company, 
Premiere,  and  has  a  put  option  to  sell  the  stake  back  for  $1.8  billion  this 
fall.  But  here's  the  rub:  Premiere  lost  an  estimated  $1.7  billion  in  2001 
and  Kirch's  holding  company,  Kirch  Gruppe,  has  $5.9  billion  in  debt.  If 
Murdoch  exercises  his  option,  Kirch,  whose  net  worth  is  down  $11  billion 
already,  could  be  looking  at  a  default.  Ways  out:  Murdoch  may  walk  away 
and  take  a  big  writeoff  or  German  banks  could  bail  out  Kirch. 


Gustavo  Cisneros  vs.  Lorenzo  Mendoza 

$5.0  billion  Rank:  55  $4.4  billion  Rank:  72 

Mendoza's  Polar  owned  90%  of  Venezuela's  beer  market  for  years.  Media 
baron  Cisneros  entered  in  1992,  soon  knocking  its  share  down  to  about 
70%.  The  rivalry  turned  ugly  last  spring.  In  Venezuela  bottles  are  returned 
to  depots  and  sent  back  to  respective  companies  for  reuse.  Cisneros' 
brand  Regional  complained  to  the  trade  commission  that  Polar  hoarded 
1 4  million  Regional  bottles.  Polar  filed  countersuits,  one  for  hoarding  and 
one  accusing  Cisneros  Group  of  airing  the  accusations  on  its  T\'  network 
to  defame  it.  The  commission  threw  out  the  hoarding  claims. 

Micky  Arisen  vs.  Sammy  &  Yuli  Ofer 

S3,6  billion  Rank:  103  $2.0  billion  Rank:  208 

The  Ofer  brothers  (Sammy,  right),  big  shareholders  in  Royal  Caribbean, 
thought  their  crowning  achievement  was  a  done  deal:  merge  with  P&O 
Princess  Cruises  to  become  the  world's  largest  luxury  cruise  line.  But  Car- 
nival's chief  executive,  Arison,  countered  with  a  hostile  offer,  sweetened  his 
bid  three  times,  then  flew  to  London  to  P&O's  annual  meeting  to  pitch  his 
case  in  person.  Shareholders  postponed  any  decision,  leaving  regulators  to 
muU  it  over.  Says  Sammy's  son  and  Royal  Caribbean  board  member,  Eyal 
Ofer:  "It  is  not  our  style  to  do  business  this  way.  It  was  ungendemanly." 

Ricardo  Salinas  Pliego  vs.  Emilio  Azcarraga  Jean 

v;,6  billion  Rank:  277  $1.0  billion  Rank:  445 

What  happens  when  two  Mexican  princelings  try  to  make  something  of 
their  inheritance?  Competition  comes  to  Mexico.  Azcarraga's  Televisa  is 
the  country's  number  one  TV  network.  But  Ricardo  Salinas  Pliego,  the 
retail  heir  who  acquired  TV  Azteca  from  the  government  in  1994,  is  grab- 
bing ratings  by  using  upgraded  programming  (actors  get  paid  according 
to  their  shows'  ratings  and  profits.)  Azteca's  prime-time  audience  share  is 
33%,  up  from  24%  two  years  ago,  all  at  Televisa's  expense.  Next:  Salinas 
is  taking  on  Univision —  in  which  Televisa  has  a  15%  stake — in  the  U.S. 
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I  copy,  fax, 
fill  he  does 


print  and  scan. 

is  push  the  green  button. 


DO  EVERYTHING? 


Take  a  load  off  with  the  e-STUDI045.  This  multifunction  wonder  offers 
an  array  of  optional  fax,  scanning  and  network  printing  capabilities, 
all  from  one  location.  Get  the  job  done  with  superior  image  quality  at 

600  X  2,400  dpi,  advanced  digital  features,  and  custom  finishing  ^m^^      ■  ■  ■  v«  m 

capabilities  in  an  affordable,  compact  design.  So  what  are  you  waiting  for?  I  %J  Si  ni  I 

Visit  copiers.toshiba.com  or  call  1-800-GO-TOSHIBA  for  more  information.  Don't  copy.  Lead. 

©2002  Toshiba  America  Business  Solutions,  Inc.  Electronic  Imaging  Division.  All  rights  reserved. 


Billionaires 


Index 


Abete,J/United  States  $1.4  bil 
Abraham.  S/Unlted  States  1.8 

Abramovich,  R/Russia  3  0 

Agnelli,  G&  family/Italy  2  3 
Al  Amoudi,  M/Saudi  Arabia  1.5 
Al  Ghurair,  A/United  Arab  Emirates  1.8 

Al  Hariri,  R  &  family/Lebanon  4.0 
AIKharafi.N&  family/Kuwait  5  7 

AIRajhl.S/Saudi  Arabia  2.2 
AIRajhi,S/Saudi  Arabia  1.1 

Albrecht,K/Germany  26.8 

Alekperov,  V/Russia  1.4 

AlgosaibI,  A  &  family/Saudi  Arabia  3.1 
Allen,  HJr/United  States  1.8 

Allen,  P/United  States  25.2 

Alsaud,A/Saudi  Arabia  20.0 

Ambani,D&  family/India  2.9 

Annenberg.  W/Unlted  Stales  4.0 

Anschutz,  P/United  Stales  5.1 

Anthony,  B/United  States  10.1 
Aramburuzabala,  M  &  family/Mexico  15 

Arango,  J/Mexico  3.7 

Arison  Dorsman,  S/lsrael  3.3 

Alison,  M/United  States  3.6 

Armani,  G/lialy  1.6 

Arnault,  B/France  70 

Arrillaga.J/United  States  1.0 

Azcarraga  Jean,  E/Mexico  1.0 


Ballleres,  A/Mexico 

1.5 

Ballmer,  S/United  States 

14.8 

Bamford,  A  &  family/United  Kingdom 

1.0 

Bas$,L/United  States 

1,5 

Bass,  R/United  States 

2.5 

Bass,  S/United  States 

1.1 

Batten.  F/United  States 

1.2 

Bauer,  H/Germany 

2.6 

Bechtel,  R/United  States 

3.0 

Bechtel,SJr/United  States 

3.0 

Beisheim,  0/Germany 

2.0 

Bellon,  P  &  family/France 

1.2 

Benetton.  L  &  family/Italy 

4.9 

Berg  C/United  States 

1.3 

Berlusconi,  S/ltaly 

72 

Bernat,  E  &  family/Spam 

1.2 

Bertarelli,  E  &  family/Switzerland 

8.4 

Bettencourt,  IVFrance 

14.9 

Bezos,  J/Uniled  States 

1.5 

Bin  Mahfouz.  K  &  family/Saudi  Arabia 

1.7 

BIrIa  K/lndia 

2.1 

Blank,  A/United  States 

1.6 

Blocher,  C/Switzerland 

1.4 

Bloomberg.  M/United  States 

4.4 

Bogdanov,  V/Russia 

1.6 

Booth.  FJr/United  States 

1.5 

Bosch,  R  Jr  &  family/Germany 

2.3 

Botin,  E  &  family/Spain 

1.2 

Bouygues,  M  &  family/France 

1.7 

Bozano,  J/Brazil 

1.3 

Branson,  R/United  Kingdom 

1.4 

Bren,  D/United  Slates  4.0 

Broad,  E/United  States  5.2 

Bronfman,  C/Canada  2.5 

Bronfman,  E  Sr/United  States  3.0 

Brost,  A  &  family/Germany  2.0 

Buffett,  S/United  Slates  2.5 

Buffett,W/United  States      ■  35.0 

Bulgari,P&  family/Italy  1.2 

Burda,  H/Germany  2.9 

Burkle,  R/United  States  1.4 

Busujima,  K/Japan  1.8 

Butt.  C/United  States  1.8 


Cadogan,  G/United  Kingdom  1.1 

Chace,  M  III  &  family/United  States  1 . 1 

Chagnon, A/Canada  1.1 

Chambers,  A/United  Stales  10.1 

Champalimaud.  A/Portugal  1.7 

Chearavanont.  D  &  family/Thailand  1.3 

Chen  D/Hong  Kong  1.5 

Cheng  Y/Hong  Kong  2.0 

Ciner.T/Turkey  1.0 

Cisneros,  G  &  family/Venezuela  5.0 

Comer,  G/United  Stales  1.0 

Cook,  W/United  States  1.1 

Coutu,  J/Canada  1.3 

Crown,  L&  family/United  States  3.4 

Cuban,  M/United  States  1.4 


Dassault.  S  &  family/France  4.9 

Davidson,  W/United  States  2.1 

Davis,  M/United  States  4.4 

de  Carvalho,  C/Netherlands  4.3 

Decaux,  J  &  family/France  1 . 7 

Dedman.RSr/United  States  1.0 

del  Pino.  R  &  family/Spain  1.5 

DelVecchio.L/ltaly  6.6 

Dell,  M/Uniied  States  11.1 

Deripaska,  0/Russia  1.1 

Desmarals,  P  &  family/Canada  1.6 

DeVos,  R/Uniied  Slates  1.7 

Diller,  B/United  States  1.1 

Diniz,  A  &  family/Brazil  1.1 

Doerr.L/United  States  1.0 

Dolan,  C/United  States  2.3 

Doris.  E/ltaly  2.0 

Dorrance,  B/United  States  1.5 

Dorrance.  J  Ill/Ireland  2.2 

Douglas,  G/Sweden  1.4 

Druckenmiller.  S/United  States  1.4 

Dufficld.  D/United  States  1.6 

Dumas,  J  &  family/France  1.7 


Ebner,M/Switzerland  2.0 

Ecclestone,  B/United  Kingdom  3.0 

Egan,R/United  States  1.3 

EhlsrdinfcKfc  family/Germany  15 

Ellison,  l/Unlted  States  23.5 

Emmerson.  A/United  States  1.2 

Engelhora,  C/Germany  5,6 

^igcn.  C/United  Stales  6.2 
'  r  rS.  t  e  Moraes,  A  &  family/Brazil     3  6 


fniv'i.  iVtrazil 

fsri;v  ;r,  iVUnited  States 

fsr.f'  ..  M/llaly 


riiklil  F/i  InitpH  ^tatPC 
r IcIUi  r/UilllcU  O'dicb 

1.2 

Fichpr  D/llnitPii  ^t;)tp<; 

1.5 

Fichpr  n/llnitpH  ^t;)lp<; 

1.5 

riallUji  1  / UllKcU  OlaiCo 

1.1 

Flick,  F  Jr/G6rni3ny 

5.5 

ninn  1   Ir/I  InitoH  ^tatPC 
nillll,  L  tli/UllllcU  Oldlca 

1.3 

Fok  H/HnnpKnn? 

1.0 

ruiici  ucdidci,  r/ n di ii/C 

2.2 

Frprp  A/Rploii  im 
ncic,  H/ucigiuiii 

1.0 

FridnicUi  M/Russi3 

2.2 

Fri^  TJr/llnitpri  StatP's 

1.5 

Fiiiita  D  £  familv/.  I;in;4n 

1  UJIIlIf  K#  QC  ICUIIIIJ/  ijoyjai  1 

1.2 

Fukuda,  Y  &  family/Japan 

29 

Fukutake,  S  &  family/Japan 

1.0 

Funai,  T/Japan 

1.6 

Gage,  B  &  family/United  States 

1.4 

Garza  Laguera,  E  &  family/Mexico 

2.3 

Gates,  W  Ill/United  Slates 

52.8 

Gayiord.  E/Uniied  States 

1.5 

Geffen,  D/Uniied  States 

4.0 

Gerling,  R/Germany 

4.3 

Gerry,  A/United  States 

1.3 

Getty,  G/United  States 

2.1 

Goldsbury,  C/United  States 

1.1 

Gollsano,  B/United  Slates 

1.6 

Gonda.  L/Uniied  Slates 

1.8 

Gonda,  L/United  States 

1.5 

Goodnight,  J/United  Stales 

4.8 

Gores,  T/United  Stales 

1.5 

Gou,  T/Taiwan 

2.5 

Green.  P/United  Slates 

1.0 

Greenberg.  M/United  States 

3.4 

Grosvenor.  G/United  Kingdom 

6.7 

Guerrand,  P  &  family/France 

1.4 

Haefner.  W/Switzerland 

5.0 

Hagen.  S/Norway 

1.3 

Haji-loannou.  S  &  family/Greece 

1.4 

Halim.  R  &  family/Indonesia 

1.8 

Hall.  D/United  Stales 

1.8 

Halley,P&  family/France 

4.0 

Happel,  0/Germany 

1.2 

Harbert,  M/United  Slates 

1.0 

Hargreaves,  J  &  family/United  Kingdom 

1.9 

Harmsworth,  J/United  Kingdom 

1.0 

Harp  Helu,  A/Mexico 

1.6 

Haub,  E  &  family/Germany 

3.8 

Hayek,  N/Switzerland 

2.4 

Hearst.  Will/United  Slates 

1.0 

Hector,  H/Germany 

1.4 

Helmsley.  L/Uniied  States 

1.9 

Hernandez.  R/Mexico 

1.8 

Hillman,  H/United  Stales 

3.0 

Hiiti,  M  &  family/Liechtenstein 

1.1 

Ho,  S/Hong  Kong 

1.1 

Holding,  R/United  States 

1.0 

Hopp,  D  &  family/Germany 

2.4 

Hostetter.  A  Jr/Uniled  States 

2.3 

Hubbard.  S/United  States 

1.2 

Hughes,  B/Uniied  States 

1.8 

Huizenga,  H/United  Stales 

1.8 

Hunt,  R/United  States 

2.3 

Huntsman,  J/United  States 

3.8 

Icahn,  C/United  States 

5.0 

idemitsu.S/Japan 
Ingram,  M/United  Stales 
Irving  J/Canada 
Ito,  M/Japan 
Itoyama,  E/Japan 
IwasakI,  F/Japan 

Jackson,  J/United  States 
Jacobs,  I/United  Stales 
Jacobs,  K/Switzerland 
Jamail,  J  Jr/United  States 
Jameel,  M  &  family/Saudi  Arabia 
Jannard,  J/United  Slates 
Jinnai,  R/Japan 
Jobs,  S/United  States 
Johnson.  A/United  States 
Johnson, A/Sweden 
Johnson,  B/United  States 
Johnson,  C/United  Slates 
Johnson,  E  Ill/United  Slates 
Johnson,  R/United  States 
Johnson,  R  Jr/United  Stales 
Johnson,  S/United  States 


Kadoorie,  M  &  family/Hong  Kong 
Kaiser,  G/United  Stales 
Kamel,  S/Saudi  Arabia 
Kamprad.  I/Sweden  i: 
Karamehmet.  M  &  family/Turkey 
Kellogg,  P/United  States 
Kellogg.  W/United  Slates 
Kerkorian,  K/United  States 
Khodorkovsky,  M/Russia 
Khoo  T/Singapore 
Khosia,  V/United  States 
Kim,  J/United  States 
Kinder,  R/United  States 
Kinoshita  K  &  family/Japan 
Kipp,  K/Germany 
Kirch,  L/Germany 
KJuge,  J/United  Stales 
Knight,  P/Uniied  States 
Koc,  R  &  family /Turkey 
Koch,  C/United  Stales 
Koch,  D/Uniied  States 
KohlbergJ  Jr/Uniied  States 
Kohler,  H  &  family/United  States 
Koo  C  &  family/Taiwan 
Koplowitz,  A/Spain 
Koplowitz,  E/Spain 
Kovner,  B/United  States 
Krasny,  M/United  States 
Kravis,  H/United  Stales 
Krishnan,  A/Malaysia 
Kristiansen.  K/Denmark 
Kroc.  J  &  family/United  States 
Kroenke,  A/United  States 
Kroenke,  E/United  States 
Kudelski,  A/Switzerland 
Kuok,  R/Malaysia 
Kwek  L  &  family/Singapore 
Kwok,W/HongKong 


Lam,  B/Taiwan 

Landott.  P  &  family/Switzerland 
Langone.  K/United  States 
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Latsis,  S  &  family/Greece 

34 

Mohn,  R/Germany 

4.3 

Lauder,  L/Unlted  Slates 

2.9 

Moller,  M/DenmaFk 

2.0 

Lauder,  R/Uniied  States 

2.4 

Moore,  G/Uniied  States 

61 

Lauren,  R/Unlted  States 

2.1 

Moran,  J/United  States 

1.3 

Laurie,  N/United  States 

2.8 

Morgridge,  J/United  States 

1.5 

Lautenschlager,  M/Gcrmany 

1.2 

Mori,  A/Japan 

3.4 

Lee,  K  &  family/South  Korea 

2.5 

Morita,  M  &  family/Japan 

1.5 

Lee,  S/Hong  Kong 

5.2 

Morrison,  K  &  family/United  Kingdom 

1.7 

Lee,  S  &  family/Singapore 

2  9 

Munger,  C/United  States 

1.4 

Lee-Chin,  M/Canada 

1.1 

Murdocli,  K/United  States 

5.7 

LeFral(,S/United  States 

2.6 

Lenfest.H/United  States 

1.1 

Nadar,  S/lndIa 

1.2 

Lemer,  A/United  States 

4.7 

Narfy,  R/United  States 

1.5 

Lewis,  J/United  Kingdom 

1.1 

Nelson.  M  &  family/United  States 

1.4 

Lewis,  P/United  States 

1.2 

NewhoHse,  0/Unlted  States 

5.0 

Li,  K/Hong  Kong 

10.0 

Newhouse,  S  Jr/United  States 

5.0 

Li,R/HongKong 

1.6 

Ng,  T  &  family/Singapore 

3.1 

Liebherr,  W/Switzerland 

1.9 

Nicholas,  H/Unlted  States 

2.2 

Lim,  G/Malaysia 

2.0 

Nicholas,  P/United  States 

1.5 

Undemann,  G  &  family/United  States 
Liu,  Y&  brothers/China 
Louis-Dreyfus,  G  &  family/France 
Lowy,  F/Australia 
Lucas,  G/United  States 
Luksic,  A  &  family/Chile 


,K&family/Japan 
Magnes$.G/United  States 
Magness,  K/United  States 
Malone,  J/United  States 
Malone,  M/United  States 
Mann.  A/United  States 
Mann,  H  &  family/Germany 
Mantegazza,  S/Switzerland 
Maramotti,  A/Italy 
Marcegaglia,  S  &  family/Italy 
March,  J/Spain 
Marcus,  B/United  States 
Marinho,  R  &  family/Brazil 
Marriott,  J  Jr/United  States 
Marriott,  R/United  States 
Mars,  F  Jr/United  States 
Mars,J/Unlted  States 
Mars,J/United  States 
Marshall,  E/United  States 
Mathile,  C/United  States 
Matte,  E&  family/Chile 
Matthews,  T/United  Kingdom 
May$,iyUnited  States 
McCain,  H/Canada 
McCain,  W/Canada 
McCaw,  B/United  Stales 
McCaw,  C/Unlted  States 
McCaw,  J  Jr/United  States 
McCaw,  K/United  States 
McCombs,  B/United  States 
McGovcrn,  P/United  States 
McLane,  R  Jr/United  States 
McNair,R/Unitcd  States 
Melnyfc.  E/Canada 
Menard,  J  Jr/Unlted  States 
Mendoza.  L  &  familyA'enezuela 
MercMe.  A/Gcnnany 
Milfiken,  a'United  States 
Mitchell,  G/United  States 
Mittal,  L/india 


1.2 
1.0 
2.2 
21 
3.0 
1.4 

1.3 
1.1 
1.1 
1.9 
1.7 
1.1 
2.0 
2.8 
2,5 
1.0 
1.6 
3,0 
1.0 
1.0 
1.2 
9.0 
9.0 
9.0 
1.3 
1.7 
1.5 
1.2 
1.3 
1.5 
1.7 
1.0 
2.4 
1.0 
1.0 
1.2 
2.0 
1.1 
1.2 
1.8 
2.0 
4.4 
1.9 
1.0 
1.5 
1.4 


O'Reilly,  A/Ireland  1.3 

Oatley,  R  &  family/Australia  1.0 

Oeticer,  R  &  family/Germany  4.0 

Ofer,S/lsrael  2.0 

Ogihara,  I/Japan  1.1 

Okada,  K/Japan  1.4 

Olayan,  S  &  family/Saudi  Arabia  76 

Omidyar,  P/Unlted  States  4.6 
Oppenheimer,  N  &  family/South  Africa  3.3 

Ortega,  A/Spain  9  1 

Otsuka  A  &  family/ Japan  1.0 

Otto,M&family/Geritiany  6.5 


Packer,  K/Australia  2.5 

Pattison,J/Canada  2.0 

Peery,R/United  States  1.0 

Peralta.C&  family/Mexico  13 

Perelman.  R/Unlted  Slates  2.1 

Perenchio,A/Uniied  Stales  2.6 
Perez  Companc,  G  &  family/Argentina  1.0 

Perot,  H/United  Stales  3.9 

Persson,  S/Sweden  5.6 

Pinault,  F/France  3.1 

Plattner,  H/Germany  4.4 

Pohlad,  C/United  Stales  1.7 

Potanin.V/Russla  1.8 

Prada.M&  family/Italy  11 

Premji,  A/India  6.4 

Primat.D/France  13 

Pritzker,  R/United  States  5.0 

Pritzker,  T/Unlted  States  5.0 

Quandt.  J  &  family/Germany  18.4 

Quek,  L  &  family/Malaysia  1.7 


Rainwater,  R/United  States  1.7 

Rales,  M/United  Stales  1.3 

Rales.  S/United  Stales  1.3 

Rausing.  H/Sweden  77 

Rausing,  K  &  family/Sweden  10.7 

Redstone,  S/United  States  8.1 

Rich,  M/Unlted  States  1.2 

Rich,  RSr/Unlted  States  1.6 

Roberts,  G/Unlted  States  1.3 

Rock,  A/United  States  1.2 

Rockefeller,  0  Sr/United  States  2.5 


Rockefeller,  L/United  States  1.5 

Rockefeller,  W/United  Slates  1.2 

Rogers,  E/Canada  1.2 

Rossi  Di  Monielera,  L  &  family/Italy  1 .5 

Rowling,  R/United  Stales  2.4 

Rupert,  J  &  family/Soutti  Africa  1.1 

Ryan.  P/Unlied  States  1.0 
^^■■■■■■■■■■i 


Saba  Raffoul,  I  &  family/Mexico  10 

Sabaa  H/United  Stales  1.7 

Sabanci.  S  &  family/Turkey  3.3 

Safra,J/Brazil  4.0 

Safra,  L/Brazil  1.0 

Sahenk.F&  family/Turkey  2.5 
Sainsbury.  D  &  family/United  Kingdom  4.3 

Saii.N&  family/Japan  8.6 

Salinas  Pliego.R&  family/Mexico  1.6 

Sail.  J/United  States  2.4 

Samueli.  H/United  States  2.1 

Sarmiento  Angulo.  L/Colombia  1.1 

Sarofim.  F/United  Slates  1.8 

Scaife.  R/United  Stales  1.2 

Schickedanz  daughters/Germany  4.5 

Schlecker.  A/Germany  1.8 

Schmidheiny.  S/Switzerland  3.1 

Schmidheiny,  T/Switzerland  2.4 

Schmidt-Ruthenbeck,  R/Germany  2.0 

Schneider,  D/United  Stales  1.0 

Schorghuber,  S/Germany  1.9 
Schroder.  B  &  family/United  Kingdom  1.8 

Schulze.  R/Uniied  States  2.6 

Schwab.  C/United  Stales  4.1 

Scott.  WJr/United  States  1.0 

Seydoux.  J/France  1.2 

Sherman.  B/Canada  2.5 

Shin  K/Soutit  Korea  1.9 

Shinawatra.  T  &  family/Tltalland  1.0 

Short.  P/Uniied  States  1.1 

Shwed.G/lsrael  1.0 

Sidhu,  S/Uniied  Slates  1.2 

SiebeLT/United  States  3.0 

Simmons,  H/United  States  1.5 

Simonyi,  C/Unlted  Stales  1.0 

Simplot,  J/United  Slates  3.3 

SkolU/Canada  2.2 

Slim  Hetu,  C/Mexico  11.5 

Smith,  F/Uniied  Slates  1.1 

Smith,  0/United  Stales  1.0 

SobratcJ/United  Slates  1.1 

Son,  M/Japan  1.5 

Sorenson,  J/Uniied  States  3.2 

Soros,  G/United  States  6.9 

Spangler,  C  Jr/United  States  1.7 

Spielberg,  S/United  Stales  2.2 
Springer.  F/Germany                •  1.0 

Stempel.E/United  States  1.8 

Stephens,  J/United  Slates  1.5 

Stem,  L/Uniied  States  2.4 

Stryker,  J/United  States  1.2 

Stryker,  R/Unlted  States  1.2 

Swire,  A  &  family/United  Kingdom  1.5 

Sy,H&family/Plillippines  1.5 


Takei,  Y  &  family/ Japan  5.2 
Takizaki.  T/Japan  1.6 
Tan,  L/Philippines  1.7 


Tanzi,  C  &  family/Italy  1 

Taylor.  G/Uniied  States  1 

Taylor.  J/United  Slates  3 

Thomson,  K  &  family/Canada  14 

Thyssen-Bomemisza.  G/Switzeriand  2 

Tisch.  L/United  Stales  2 

Tisch,  P/United  Stales  2 

Tow  &  family.  L/United  States  1 

Troutt.  K/United  States  1 

Trump.  D/United  Stales  1 

Tsai  W  &  family/Taiwan  4. 

Tschira,  K/Germany  2 

Tsutsumi.  Y/Japan  2 

Turner.  R/Uniied  Stales  31 

Ty.  G  &  family/Philippines  1 

Udvar-Hazy.  S/United  Slates  2 

Ueltschi.  A/United  States  1 

Uzan,K&  family/Turkey  1 

Van  Andel,  J/United  States  1 

Van  Beuren,  H/Uniied  Stales  1 

van  Vlissingen,  J/Neifierlands  1 

Viehof,  E  &  family/Germany  1 

Vilar,A/United  Slates  1 

von  Finck,  A/Germany  4 
von  Holtzbrinck,  0  &  family/Germany  4 

von  Tbum  und  Taxis,  A/Germany  1 


Waitt.T/Unlied  Stales 

1 

Walton.  A/United  Slates 

20 

Walton.  H/Unlted  Slates 

20 

Walton.  J/United  States 

20 

Walton,  J/United  States 

20 

Walton,  S/Uniied  States 

20 

Wang.  N/Hong  Kong 

2 

Wang.  P/Hong  Kong 

2 

Wang.  Y/laiwan 

3 

Warner,  H/Uniled  Stales 

Washington,  D/United  States 

Weber,  C/Unlted  States 

Wee,  C/Singapore 

Weill,  S/United  States 

Wertheimer,  A/France 

We$t,AJr/Uniied  States 

Weston,  G  &  family/Canada 

Wexner,  L/United  Slates 

White.  D/United  States 

Williams.  A  Jr/United  Stales 

Woo.  P  &  family/Hong  Kong 

Wrigley.WJr/United  States 

Wurth.  R/Germany 

Yamauchi,  H/Japan 
Yanai.  T/Japan 
Yeoh,  T  &  family/Malaysia 
Yoshida,  T/Japan 

Zambrano,  L  &  family/Mexico 
ZelLS/United  Slates 
Ziff,  D/Uniled  States 
riff,  D/Uniled  States 
Dff.  R/United  Slates 
Zobel  de  Ayala.  J  &  family/Philippines 
Zuckerman.  M/United  Stales 
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slo  waiting  in  line, 
slo  soggy  popcorn, 
vio  sitting  behind  some 
;uy  wlio's  six  foot  six. 

)ther  than  that  it's  just 
l<e  going  to  the  theater." 


Going  to  the  movies  isn't  what  it  used  to  be.  Especially  now  that  you 
)n  have  a  big-screen  experience  at  home.  Our  sO-inch  PureVision  Plasma  monitor  produces 
uhning;  high-deftnition  jm3ges,..a'nd  its  unique  PureCinema 
'chnology  creates .  thd  richest,  most,  filmtike  reproduction 
DVD  moyies  possible.  What's  more,  the  PureVision  Piasma  is 
I  unbelievably  svelte  four  inches  deep,  which  means  it  has  a 
ir>imal  impact  on  your  living  room,  OntH  you  turn  it  on  of  course 


JURE 


II V I  s  1 0  n 

MONfM  PuisnA  Btaeuur 


A  Manufacturin 
Audit  Can  Uncov 
Millions  You  Didn 
Know  You  Had 

Global  Manufacturing  Solutions^  Manufacturi 
efficiency  consulting  to  increase  your  earnings  potent 

Global  Manufacturing  Solutions  presents  a  comprehensive  portf 
of  value-added  solutions,  services,  and  software  to  maximize  your  intei 
investment.  It's  another  way  we  help  you  optimize  manufacturing.  Impil 
plant  uptime.  Reduce  time  to  market.  And  drive  regulatory  compliai 

After  conducting  an  in-depth  audit  of  your  manufacturing  operations,  we 
help  you  identify  areas  that  present  the  greatest  potential  for  improvemi 

The  savings  can  be  drama 

CASE  IN  POINT 


•  Industry  client: 
Leading  chemical  producer 


•  Objective; 

Improve  on-stream  production  time  and  reduce  customer's  total 
maintenance  cost 


•  Results: 

Reduced  overall  maintenance  costs  by  $10  million.  Reduced 
spare-parts  inventory  by  $3  million.  Increased  production  of  primary 
product  by  5%.  Increased  on-stream  production  rate  from  70%  to  95%. 


Consult  with  Global  Manufacturing  Solutions  from  Rockwell  Automatj 
You'll  add  to  your  earnings  statement  without  adding  to  your  infrastructy 
For  your  copy  of  our  consulting  services  brochure,  call  1-866-240-92 
Or  visit  our  web  site:  www.rockwellautomation.com/solutioi 

Rockwel 
Automatioi 

Global  Manufacturing  Soiutioij 


TED  BY  BRUCE  IJPRIN 


TECHNOLOGY 


Honey, 
you  could 
get  those 
pants  for 
less  in 
Aisle  7. 


'm  detergent  #23409! 
arrived  yesterday  on  a 
truck  from  Factory  #8! 


We're  missing  a 
bottle  here!  Better 
come  replace  it. 


The  Internet  of  Things 


Stores  have  eyes.  Now  they're  getting  ears  and  brains.  Soon  tiny  wireless 
chips  stuck  on  shampoo  bottles  and  jeans  will  track  all  that  you  wear  and  buy. 

BY  GHANA  R.  SCHOENBERGER 


rHE  FUTURE  IS  UNDER  CON- 
struction  at  a  Sam's  Club  in 
suburban  Tulsa,  Okla.,  but 
you  can't  see  or  hear  it. 
Microchips  inside  cases  of 
Mach  3  razors  and  All  deter- 
continually  and  silently  alert  wireless 
ors  that  the  goods  have  just  arrived  at 
loading-dock  doors.  More  sensors 
t  into  store  shelves  alert  staffers  when 


a  product  needs  replenishment. 

It  is  the  ultimate  in  inventory  man- 
agement: No  hand-counting  necessary — 
just  let  the  chips  speak  up  to  vouch  that 
every  unit  ordered  has  indeed  arrived,  on 
time  and  intact.  In  ten  years  most  every 
consumer  item,  from  jeans  to  dish  soap, 
will  probably  bear  a  tiny  chip  that  contin- 
ually broadcasts  its  existence  to  radio-fre- 
quency readers  at  loading  docks,  store 


shelves,  entrances  and  parking  lots — ^just 
about  everywhere. 

Much  as  the  humble  bar  code  helped 
companies  understand  what  they  were 
selling,  these  new  tags,  which  bear  a 
unique  number  known  as  an  electronic 
product  code,  will  let  businesses  track 
what  customers  are  buying.  The  chips 
contain  no  more  information  than  a  bar 
code  does,  but  they  eliminate  the  manual 
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labor  of  scanning.  This  summer  the 
Sam's  Club  in  Tulsa  will  begin  testing 
chips  on  individual  items,  such  as  packs 
of  Caress  soap.  Consumer-product  mak- 
ers figure  they'll  tag  cases  of  goods  within 
two  years,  pricey  items  like  shampoo 
within  four  years  and  everything  they 
make  within  a  decade. 


The  benefits  to  manufacturers  include 
far  fewer  wasteful  inventory  glitches  and, 
for  retailers,  lower  shoplifting  losses. 
Procter  &  Gamble's  goal  is  to  use  the 
intelligence  provided  by  the  tags  to  cut  its 
inventory  by  40%,  or  $1.5  billion.  P&G's 
preliminary  analysis  is  that  they  could  lop 
4  cents  off  the  dollar  in  every  transaction. 


And  once  these  radio-frequency 
chips  are  ubiquitous,  more  advanced  u 
are  expected  to  emerge,  making  retail 
omniscient  about  every  product  movi 
through  the  supply  chain.  Prada,  the  It 
ian  luxury  goods  designer,  is  attach  i 
Texas  Instruments  chips  to  each  $7 
handbag,  pair  of  sleek  spike  heels  a 


As  she  removes 
a  bottle  of 
detergent,  the 
reader  in  the 
shelf  recognizes 
the  need  to 
restock  and 
alerts  the  staff. 


A  reader  at  the  checkout  counter  automatically 
tallies  her  purchases.  No  shoplifting  here  because 
the  reader  catches  everything  she  is  carrying. 
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You  see  a  vo  ice  ma  il  waiting  on  your  laptop.  So  now  you  can  share  and  respond 
to  information  however  you  want.  It's  possible  when  Avaya  transforms  your  company's  voice  and 
data  systems  by  getting  them  working  together  Reliably.  Securely.  With  our  innovations  in  voice 
and  in-depth  expertise  in  data,  you  stay  accessible,  you  stay  connected.  Find  out  why  more  than 
90%  of  the  FORTUNE  500'^  use  Avaya  communications  to  power  their  business,  visit  avaya.com/nowone. 


AVAyA 

COMMUNICATION   WITHOUT  BOUNDARIES 


JECJiRQJLQl^L  WIRELESS  BAELCflDES- 


Tag  sale:  Kevin 
Ashton,  the  P&G 
executive  in 
charge  of  MIT's 
AutolD  Center. 


slinky  dress  in  its  glam  new  boutique  in 
New  York's  Soho  district.  When  cus- 
tomers hang  their  selections  in  the  dress- 
ing room,  the  chips  activate  a  tlat-panel 
video  screen  to  play  clips  of  models  wear- 
ing those  items,  as  well  as  a  video  of 
designer  Miuccia  Prada  discussing  sug- 
gestions for  accessories. 

Much  of  this  new  work  is  under  way  at 
the  two-year-old  AutoID  Center  at  MIT, 
which  has  $9  million  in  research  funding 


ful  in  highway  toll-gathering  schemes. 
ExxonMobil's  SpeedPass  wireless  pay- 
ment system  allows  drivers  to  pay  by  wav- 
ing a  key-chain  fob  next  to  the  pump.  It 
has  already  enlisted  6  million  drivers. 

New  networks  will  benefit  from 
smaller  and  cheaper  chips,  more  power- 
ful and  less  expensive  radio  receivers  and 
smarter  software  to  interpret  the  data. 
Alien  Technology,  a  Morgan  Hill,  Calif 
chip  company,  is  developing  chips  the  size 


among  the  vendors  working  on  the 
ware  and  servers  needed  to  transform 
chip  data  into  a  useful  form.  Eventi; 
the  information  will  feed  into  the  d 
bases  companies  already  maintain 
track  their  inventory. 

The  Star  City  Casino  in  Sydney,  i 
tralia  installed  the  tags  on  80, 
employee  uniforms  in  1997  to  stop  tl 
from  disappearing.  Its  system  has  cut 
replacement  rate  in  half,  to  less  than  1 


RFID  could  lead  to  COMPLETE  AUTOMATION  of  data  collection 


from  a  consortium  of  big  companies  and 
government  agencies,  including  Pepsi, 
Johnson  &  Johnson,  UPS  and  the  Depart- 
ment of  Defense.  Kevin  Ashton,  the  Proc- 
ter &  Gamble  exec  who  heads  the  center, 
foresees  RFID  leading  to  complete  au- 
tomation of  data  collection.  "We  need  an 
Tnternet-for-things',  a  standardized  way 
for  computers  to  understand  the  real 
world,"  says  Ashton. 

Radio  chips  have  long  been  used  to 
tag  livestock  and  are  immensely  success- 
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of  a  piece  of  glitter  for  MIT.  Alien  uses 
chemicals  to  etch  ultrafine  perforations 
into  a  silicon  wafer.  The  resulting  shards, 
suspended  in  a  solution,  are  poured  down 
a  sloped  surface  covered  by  a  dimpled 
plastic  fdm.  As  the  tiny  blocks  tumble 
down  the  slope,  gravity  pulls  them  into 
micropores. 

Paired  with  a  small  antenna,  the  chips 
broadcast  on  an  unlicensed  frequency 
near  the  FM  band,  with  a  range  of  a  few 
inches  to  several  yards.  SAP  and  Sun  are 


says  Lyle  Ginsburg,  a  partner  at  Ac< 
ture,  which  designed  the  system. 

The  Gap,  in  conjunction  with 
maker  Texas  Instruments,  recently  taj 
a  suburban  Atlanta  store.  It  tracked  j 
from  the  distribution  center  to  the  s 
shelves,  which  had  embedded  reac 
Scanning  at  50  tags  per  second  alio 
store  personnel  to  get  a  computer  si 
shot  of  where  every  pair  of  boot 
women's  indigo  jeans  was  located. 

McDonald's  is  also  trying  out 


A  hero  returns. 


Under  3  lbs.,  the  ultra-portable 
LifeBook  B  Series  arms  the  field 
with  everything  they  need  to  win  over 
customers— touch  screen  technology, 
wireless  LAN*  and  high  capacity 
batteries.  For  more  on  this  lean, 
field-force  machine,  visit  our  website. 


Fujfrsu 

THE    POSSIBILITIES    ARE  INFINITE 

www.fujitsupc.com/b-series 
1-877-372-3473 


The  LifeBook''  B  Series  is  powered  by  an  ultra  low-voltage  mobile  InteT^  Pentium"'  III 
Processor  700MHz-M  which  features  Intel  SpeedStep" technology. 


Fujitsu  PCs  use  genuine  IVIicrosoft  Windows* 
http://www.microsoft.com/piracy/howtotell 


'Optional 

le  Fujitsu  logo  and  LifeBook  are  registered  trademarks  of  Fujitsu  Limited,  Intel  and  Pentium  are  registered  trademarks  and  SpeedStep  is  a  trademark  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States 

and  other  countnes.  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  ©2001  Fujitsu  PC  Corporation.  All  rights  reserved 
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tags.  In  Boise,  Idaho  31  restaurants  give 
out  chip-embedded  key  chains  carrying 
stored-value  payment  information,  which 
is  linked  to  a  customer's  credit  card  or 
checldng  account.  The  tags,  from  Wayne, 
Pa.  startup  FreedomPay,  rack  up  rewards 
such  as  free  sodas. 

"You  walk  up,  place  your  order,  wave 
the  wand,  and  in  two  seconds  it's  autho- 
rized and  approved,"  says  David  Rosal,  a 
strategy  director  for  McDonald's,  which 
is  also  testing  ExxonMobil's  SpeedPass  in 
450  Chicago  restaurants. 

Before  the  tags  proliferate,  however, 
backers  will  have  to  overcome  obstacles 
of  cost,  technology  and  privacy  con- 
cerns. Consumer-products  makers  need 
the  cost  of  the  radio  tags,  now  at  $1  to 
$2  apiece,  to  drop  to  less  than  a  penny. 
MIT  researchers  plan  to  have  a  5-cent  tag 
ready  in  three  years.  Similarly,  the  price 
of  radio-frequency  readers  must  drop 
from  a  few  thousand  dollars  each  to 
$100  to  justify  putting  them  through- 
out a  store,  says  Simon  Ellis,  supply- 


chain  futurist  with  Unilever.  Thing- 
Magic,  an  MIT  Media  Lab  spinoff  that 
developed  the  prototype  readers  used  in 
Tulsa,  hopes  to  have  $100  models  avail- 
able this  fall. 

Another  problem  is  how  to  pick  mul- 
tiple tags'  numbers  out  of  the  sea  of 
transmissions.  ThingMagic  has  a  stop- 


would  be  easy  for  Wal-Mart,  say,  to  us< 
in-store  readers  to  figure  out  which  cc 
petitors  its  customers  frequented.  Ei 
scarier,  some  credit-card  issuers  are  c 
sidering  implanting  radio  tags  into  tl 
plastic  cards. 

"It's  quite  serious,"  cautions  Lee  T 
a  lawyer  with  the  Electronic  Fron 


Some  credit-card  issuers  are  consideriri! 
IMPLANTING  RADIO  TAGS  into  cards. 


gap  solution:  Rather  than  recognizing 
individual  tags,  its  prototype  readers 
monitor  which  cases  sit  on  which  pallets, 
thus  assuming  a  case  went  by  when  its 
pallet  goes  by.  But  this  approach  would 
fail  to  catch  theft  or  mistakes  once  cases 
are  cracked  open. 

Privacy  advocates  are  also  quaking 
over  the  possibility  that  anyone  with  a 
radio-frequency  reader,  including  the 
government,  could  find  out  where  a 
passerby  had  purchased  his  shoes.  It 


Foundation,  a  San  Francisco  watch* 
group.  "Once  you  go  down  that  road,  ■ 
has  to  consider  the  possibility  that  w 
Wal-Mart  and  Kmart  might  not  sh 
that  information  with  each  other,  tH 
will  be  times  when  that  information 
be  demanded  by  the  government  for  p 
poses  of  investigation." 

It's  a  long  way  since  the  first  bar-co 
item,  a  ten-pack  of  Wrigley's  gum, ' 
scanned  in  1974.  Ten  years  from  now  1 
package  may  well  have  a  chip  inside. 


DINNER  IS  NOT  THE  END  OF  THE  DAY. 


■ 


What  does  product 

development 
mean  to 


-Dave  Ellard,  Senior  Vice  President  and  CIO 
EMC  Corporation 


As  manufacturers  look  for  new  ways  to  stay  ahead,  more  and  more  are  returning  to  what  really  sets  them  apart- 
their  products.  That's  why  visionary  ClOs  like  Dave  Ellard  have  put  themselves  on  the  product  development  team.  PTC 
collaborative  product  development  solutions  have  allowed  EMC  to  cut  weeks  out  of  core  processes  and  deliver  the  next 
generation  of  storage  solutions  faster  "Ultimately  what  PTC  has  helped  us  do  is  make  our  entire  company  more  scalable," 
says  Ellard,  "so  we  extend  our  leadership."  For  more,  download  our  case  study  on  EMC  at  www.ptc.com/go/emc. 


Product  development  means  business." 

PTC 

Shaping  Innovation 
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Rule  of  Thumb 

New  biometrics  will  let  you  pay  with  your  finger— and  enable 
merchants  to  recoup  millions  in  fees  from  credit  card  banks. 

BY  DANIEL  LYONS 


FOl  KS  IN  FRESNO,  CALIF.  ARE  BUYING 
fries  at  McDonald's  with  no  cash — 
not  even  with  a  credit  card.  In  fact 
they  need  no  identification  at  all.  When 
they  get  to  the  counter,  they  press  a  finger 
on  a  biometric  scanner  to  activate  a 
screen  asking  how  they  would  like  to  pay 
for  their  Chicken  McGrill:  Visa,  Master- 
Card or  American  Express?  Done. 

A  nearby  Blockbuster  and  a  Walgreens 
will  join  this  pilot  project  soon.  By  year-end 
more  than  a  dozen  retailers  across  the 
country  will  be  testing  the  system,  devel- 
oped by  a  tiny  Oakland,  Calif  firm  called 
Indivos.  "Someday  you'll  use  this  every- 
where you  can  use  Visa  or  MasterCard.  It 
might  take  five  years.  But  it'll  happen,"  says 
Philip  Gioia,  chief  executive  of  Indivos. 

It  might  take  a  lot  longer  than  that. 
Biometrics  will  be  held  back  by  a  profiision 
of  incompatible  designs  and  a  lack  of  in- 
teroperability untO  one  dominant  player  or 
standard  emerges.  And  Indivos  must  pur- 
sue a  nasty  little  patent  fight  against  a  rival, 
Biometric  Access  of  Austin,  Tex.,  which  it 
accuses  of  violating  4  of  Indivos'  16  patents 
on  its  fingerprint  system.  Biometric  Access 
says  Indivos'  patent-infringement  suit  is 
baseless,  and  last  month  Indivos  suffered  a 
setback  when  a  judge  refused  to  grant 
an  injunction  stopping  Biometric 
Access  from  selling  its  product. 

But  the  evolution  of  cash  is  in 
need  of  a  great  leap  forward.  Retail- 
ers have  spent  years  searching  for 
taster,  more  convenient  ways  to  sep- 
arate people  from  their  dollars. 
Cash  evolved  into  credit  cards, 
which  evolved  into  debit  cards.  But 
progress  has  stalled.  One  hopeful, 
the  "smart  card" — a  credit  card  en- 
crusted with  a  microchip  storing 
cash  value  that  can  be  zapped  from 
card  to  merchant — ^has  made  little  headway 
in  the  U.S.,  despite  some  success  in  Europe. 

Fingerprint  scanners  may  be  next. 
There  are  some  big  "ifs"  to  their  prolif- 


eration, chief  among  them  privacy  con- 
cerns. Indivos'  Gioia  concedes  that  some 
people  will  never  enter  their  fingerprint 
into  a  stranger's  database,  no  matter  how 
strictly  one  promises  to  protect  privacy. 
But  most  don't  seem  to  care.  In  his  pilot 
tests  65%  of  the  3,000  offered  the  service 
were  willing  to  enroll.  "The  nice  thing 
about  fingerprints  is  that  everyone  al- 
ready has  them.  You  don't  have  to  wait 


for  them  to  be  issued,"  Gioia  says. 

The  Indivos  system  is  simple.  The 
scan  of  your  fingerprint  creates  5 
account.  Subsequent  swipes  of  your  ci 
cards,  debit  cards,  loyalty  cards,  what' 
capture  their  data  for  retrieval  by  fi 
tracks.  Sign  up  in  one  store,  and  yc 
recognized  in  any  other  store  that 
Indivos'  system.  Consumers  get  the  1 
venience,  while  merchants  cut  dowi 


"The  nice 
thing  about 
FINGERPRINTS 

is  that  every- 
one already 
has  them." 
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Simulated  next-generation  vehicle  information  system 


Someday  the  car  and  the  computer  will 
merge.  Onboard  IT  systems  will  monitor 
location  and  running  condition  while  giving 
the  driver  safe,  hands-free  access  to  e-mail, 
websites  and  other  goodies.  Those  who  don't 
need  to  watch  the  road  will  get  even  more: 
videoconferencing,  movies,  satellite  TV. 


With  our  in-depth  knowledge  of  every 
element  of  the  network— from  satellites  and 
chips  to  encryption  and  voice-recognition— 
we're  the  ones  to  get  it  all  running. 

rr  integration  is  making  things  better  all  over 
 www.mitsubishielectric.com/IT 
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traud,  move  customers  through  checkout 
lines  faster — and  maybe  even  get  them  to 
spend  more  freely. 

Biometric  checkout  scanners  also  have 
the  potential  to  shift  billions  of  dollars  in 
fees  from  banks  back  to  merchants.  Issuers 
of  credit  and  debit  cards  raked  in  $25  bil- 
lion on  "interchange  fees"  last  year  on  $1.5 
trillion  in  transaction  volume,  according 
to  the  Nikon  Report  of  0.xnard,  Calif. 

The  Indivos  system  lets  merchants 
give  premier  billing  to  whichever  account 
they  choose,  enabling  them  to  list  a 
checking  account  first.  Instead  of  paying 
up  to  5%  of  a  transaction  to  Visa  or  Mas- 
terCard, merchants  would  pay  only  the  10 
to  12  cents  per  transaction  levied  for 
checking  account  transfers  by  the  bank- 
ing-industry-owned Automated  Clearing 
House  network.  Savings  start  accruing  on 
any  transaction  above  $2.  At  the  very 
least,  savvy  merchants  can  offer  incentives 
to  shoppers  who  switch  from  credit  to 


for  things  like  protecting  access  to  c 
puter  networks  or  secure  governr 
areas.  When  it  came  to  retail,  biome 
faced  some  hurdles.  Scanners  were 
expensive  at  first.  But  now,  at  about 
apiece,  they're  within  reach. 

Another  challenge  was  creating 
ware  that  could  sift  through  millio 
fingerprint  records  in  the  blink  of  an 
Biometric  systems  used  to  secure  ro 
need  to  scan  only  a  few  hundrei 
thousand  records.  Retail  systems  r 
do  better. 

The  Indivos  system  scales  up  by  l 
a  technique  called  "binning"  to  sepi 
millions  of  records  into  groups  of  a 
hundred.  When  you  log  in  your  fin 
print,  you  also  type  in  a  seven-digit  n 
ber,  usually  your  phone  number.  This 
ates  a  sort  of  zip  code  that  gives  the  se 
software  a  shortcut  to  your  rec 
"Instead  of  looking  for  one  record  i 
million,  we're  looking  for  one  in  20 


"Someday  you'll  use  this  EVERYWHERE 
YOU  CAN  USE  Visa  or  MasterCard." 


checking  or  play  credit  card  issuers  off 
one  another. 

To  get  its  system  into  stores,  Indivos 
has  lined  up  three  leading  makers  of 
point-of-sale  terminals — Hypercom, 
Ingenico  and  VeriFone — to  sell  the  Indi- 
vos service  as  an  add-on  to  their  existing 
devices.  Indivos  will  handle  record-keep- 
ing and  authentication  chores  and  collect 
another  10  cents  per  transaction  from 
merchants,  sharing  that  with  the  firm  that 
made  and  installed  the  POS  terminal. 

VeriFone,  in  Santa  Clara,  Calif.,  has  10 
million  terminals  installed  and  sees  bio- 
metric scanners  as  a  potentially  lucrative 
upgrade,  says  Stuart  Taylor,  vice  president 
of  marketing.  VeriFone,  which  is  helping 
run  the  pilot  program  at  McDonald's  in 
Fresno,  boasts  customers  such  as  CVS  and 
Rite  Aid  drugstores,  Kroger  supermar- 
kets, ExxonMobil  gas  stations  and  Target 
superstores. 

Biometric  technology,  which  converts 
bodily  attributes  such  as  facial  dimen- 
sions, iris  patterns  and  fingerprints  into 
numeric  codes,  has  been  around  for  a 
while.  But  so  far  it  has  been  used  mostly 


300,"  says  Coy  Christensen,  enginee 
chief  at  Indivos. 

Indivos,  founded  in  1995  by 
young  engineers  and  a  patent  attorney 
assembled  a  management  team  of  v« 
ans  from  the  world  of  electronic  paym 
The  heads  of  marketing  and  enginee 
came  from  terminal  maker  Hyperc 
and  two  other  top  executives — in  sales 
marketing — came  from  Visa,  which  us 
prototype  of  the  Indivos  system  in  its  c 
teria.  In  six  years  Indivos  has  gotten  b; 
$20  million  in  venture  funding.  G 
hopes  to  raise  $20  million  more  in 
next  few  months. 

Indivos'  rival,  Biometric  Acces. 
running  pilot  programs  of  its  own  I 
metric  payment  system  at  Kroger 
HEB  supermarkets. 

It  is  likely,  however,  that  mult 
biometric  retail  systems  will  make  tl 
way  into  the  market.  Which  means  t 
for  a  while  you'll  use  one  system  at 
supermarket  and  a  different  one  at 
burger  joint.  At  first  the  systems  won' 
compatible,  but  most  of  us  have  ni| 
than  one  finger. 


164     F  O  R  B  E  S  •  March  18,2002 


t's  all  part  of  the  (dental)  plan. 

3  Direct  Reimbursement  dental  plan,  you  decide  hoW  much  your  company  contributes.  You  decide  how  much  your 
lyees  contribute.  And  since  there  are  no'  monthly  premiums,  you  pay  only  when  your  employees  actually  visit  the 
\.  It's  a  self-funded  dental  plan  for  smart  companies.  What's  more,  your  employees  have  the  freedom  to  choose  any 
\  they.  want.  Wouldn't  you  like  to  get  compliments  on  your  dental  plan?  Call  now  for  more  information,  or  visit  our  , 
te  for  a  OR  cost  estimate.  1-800-232-7698  ext.144  ]  www.ada.org/OR/144 


REIMBURSEMENT 


JJECHNOLOGY   DIGITAL  RADIO, 


Big  Audio  Dynamite 

New  satellite  services  aim  to  do  to  radio  what  cable  did  to  the  broadcast  networks. 
Radio's  counterattack— ten  years  in  the  making— may  finally  be  ready. 

BY  BRENDAN  COFFEY 


RADIO'S  OBITUARY  HAS  BEEN  WRIT- 
ten,  prematurely  and  repeatedly,  for 
years.  This  time  the  threat  seems 
real  and  imminent:  Two  satellite  networks 
are  poised  to  carve  up  radio's  fiefdoms 
just  as  cable  and  satellite  TV  did  to  the 
broadcast  networks.  XM  Satellite  Radio, 
launched  in  November  2001,  and  Sirius 
Satellite  Radio,  which  debuted  in  Febru- 
ary, offer  100  music  and  news  channels 
with  CD-quality  sound  and  fewer  ads. 

Consumers  are  hungry  for  something 
new.  XM  signed  up  30,000  subscribers  in 
its  first  60  days,  close  to  the  sign-up  pace 
in  the  first  months  of  the  Dish  Network 
in  1996.  By  2006,  21  million  Americans 
will  be  satellite  subscribers,  estimates  the 
Yankee  Group. 

Radio's  counterpunch  is  . . .  the  same 
old  thing,  only  better.  After  ten  years  of 
painstaking  development,  an  industry- 
backed  outfit  called  Ibiquity  Digital  is 
about  to  begin  enabling  CD-quality  digi- 
tal broadcasts  alongside  today's  analog 
transmissions  (see  graphic).  By  January 
2003,  nine  broadcasters  will  have  digital 
transmissions  in  six  cities  including  New 
York  and  Los  Angeles. 

For  an  extra  $100  you'll  be  able  to  buy 
a  radio  for  the  car  or  home  from  the  likes 
of  Kenwood  or  Harmon  that  receives 
both  digital  and  analog  AM/FM.  Unlike 
with  the  satellite  services,  you  will  pay  no 
monthly  subscription  fees.  All  13,000 
AM/FM  stations  will  be  digital  by  2017, 
estimates  CIBC. 

"Radio's  been  pronounced  dead  eight 
different  times,  with  TV,  eight-tracks,  cas 
settes,  CDs,  satellite  radio.  Guess  what? 
Radio  is  still  here,"  proclaims  Robert 
Struble,  38,  chief  executive  of  Ibiquity 
Digital  in  Columbia,  Md.  Of  the  nation's 
25  largest  broadcasters,  14  have  invested 
in  Ibiquity,  part  of  a  group  of  32  stake- 
holders, including  Ford  Motor,  that  ha\  e 
pumped  in  $100  million  since  its  incep- 
tion in  1991. 


The  result,  heard  while  riding  around 
the  hills  of  Maryland  in  one  of  Ibiquity's 
three  testing  vans,  is  stunning  to  the  ears. 
The  analog  classical  station  WETA  at  90.9 
FM  crackles  with  static  and  dropouts 
caused  by  trees,  hills  and  highway  over- 
passes. Switch  to  a  digital  radio  and,  after 
a  lag  of  less  than  two  seconds  as  the  digi- 
tal signal  takes  over,  WETA's  music  wafts 
through  so  clearly  that  when  the  DI  stops 
speaking,  one  suspects  the  radio  has  been 
turned  off.  The  new  technology  will 
finally  let  AM  stations,  long  limited  by 
bandwidth  one-tenth  the  size  of  FM, 
broadcast  in  stereo  at  a  quality  equal  to 
that  of  analog  FM. 

Upgrade  costs  to  stations  are  minor, 
about  $75,000  for  a  refrigerator-size  digi- 
tal transmitter.  And,  because  the  digital 
signal  occupies  only  65%  of  the  excess 


allotted  bandwidth,  stations  can  use 
leftover  spectrum  to  transmit  text  in 
mation  like  the  artist's  name,  song  titl 
more  advertising. 

Ibiquity's  business  plan  is  modi 
after  wildly  profitable  licensing  firms  s 
as  Qualcomm  (for  digital  cellular) 
Gemstar  (for  onscreen  TV  guides).  S 
ble  intends  to  earn  royalties  from  stati 
that  use  Ibiquity's  technology  as  we^ 
fees  of  4%  from  radio  makers  and  c 
companies  on  every  unit  sold.  XM 
Sirius  already  license  Ibiquity's  comp 
sion  technology,  generating  90  cents 
each  radio  sold,  according  to  CIBC  anc 
John  Corcoran. 

Ibiquity  could  generate  $90  million 
annual  revenue  by  2005.  If  digital  is  i 
versally  accepted,  Ibiquity's  fees  cc 
generate  $600  million  annually  by  2( 


Now  Hear  This 

Ibiquity's  new  broadcast 
technology  emrts  low- 
powered  digital  signals  it) 
tandem  with  existing 
analog  ones.  You'll  be 
able  to  tune  in  with  old 
radios,  but  new  digital 
models  will  receive  crisp, 
CD-quality  sound. 


FCC-imposed 
power  limit 
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;iSCO  MOBILE  OFFICE 


ON  THE  ROAD 


AT  HOME 


AT  WORK 


Now  employees  can  easily  increase  productivity  and  decrease 
downtime.  With  the  results  going  directly  to  your  bottom  line. 
Cisco  Mobile  Office  networking  solutions  will  allow  your  employees 
to  use  high-speed  connectivity  whenever  and  wherever  business 
akes  them.  How?  With  the  right  network  infrastructure  in  place,  employees  can  securely  update 
;olleagues,  quickly  access  multimedia  presentations,  and  download  files  to  whichever  device 
js  closest  at  hand.  When  you're  a  networked  virtual  organization,  you're  more  effective  and 
^ore  productive,  and  ultimately,  more  profitable  too.  To  learn  just  how  businesses  like  yours 
lave  added  more  productive  time  to  each  employee's  workday,  visit  cisco.com/go/productivity 
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A  spectacular  residence 
An  exceptional  lilestyle 
The  Trump  World  Tower 
is  the  east  side's  newest 
landmark.  Every  home  offers 
rooms  of  extra-  ordinary  pro 
portions,  with  ten  to  sixteen 
loot  ceilings  and  spectacular  River  and  City 
views.  Designed  to  rival  the  world's  finest  five-sta^ 
hotels,  amenities  and  services  include  a  private 
spa  and  health  club  with  a  60-foot  pool,  a 
world-class  restaurant,  on-premises  garage, 
around-the-clock  concierges,  doormen, 
security  and  extensive  service  staff. 

Spectacular  Two  and  Three  Bedroom 
Condominium  Residences  and 
Four  Bedroom  Penthouses  are  priced 
from  ♦1,525,000  to  over » 1 3,500,000. 


31 


.-  -.  V  j»- -  . 


in 


"h/ert's  one  ibm^  both  the  bulls 
and  bears  can  a^ree  on!' 

-  Donald  '  Trump 
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"A  close  friendship  with  J.B.  Fuqua  has  been  one  of 
the  blessings  of  my  life.  I  was  his  seatmate  in  the  state 
senate  and  I  benefited  often  from  his  experience, 
and  later  from  his  advice  and  support  when  I  served 
in  higher  offices.  This  intriguing  biography  outhnes, 
in  modest  terms,  j.B.'s  financial  exploits.  As  remarkable 
as  these  are,  his  friends  know  that  they  are  exceeded  by 
his  generous  and  carefully  crafted  philanthropy." 

—  President  Jimmy  Carter 

"J.B.  Fuqua's  fascinating  life  story  is  one  of 
remarkable  business  success,  commitment  to  family 
and  community,  and  contribution  to  education. 

J.B.  inspires  us  all  to  do  more." 

—  G.  Richard  Wagoner,  Jr., 

CEO,  C>£NERAl.  MPTp«S  QoBFORATlON 


lECHNiJLaGY   DIGITAL  R 

Struble  is  aiming  for  gross  marg| 
approaching  the  37%  of  Qualcommi 
34%  of  Gemstar. 

Yet  the  radio  industry  neai 
squelched  its  prize  investment.  For  I 
first  five  years  of  its  existence,  the  ef¥) 
was  limited  to  just  three  employees  wo 
ing  on  a  digital  scheme.  The  indus 
spent  much  of  that  time  fighting  ove 
plan  to  move  FM  and  AM  to  a  new  sp' 
trum  band  to  accommodate  digital. 

In  1996  Struble,  a  midlevel  executive 
then-CBS-owner  Westinghouse,  was « 
dered  to  evaluate  the  outlook  for  digi 
radio.  His  work  culminated  in  a  meeting 
Black  Rock  with  CBS  heads  Michael  lord 
and  Mel  Karmazin,  who  were  worry! 
about  the  threat  of  satellites.  "I  told  then 
would  give  them  the  bullets  to  fight  the  d 
ital  war,"  Struble  recalls.  Jordan  gave  h 
the  reins  of  Ibiquity  and  infiised  it  with  S 

"Radio  is  this 
NEANDERTHAL 


01 


technology." 


Iiap 


I 


million  and  a  staff  of  13  employees. 

Since  then  there  has  been  a  rush 
bring  on  more  partners  and  raise  mc 
funds  to  perfect  the  technically  tricky 
of  pairing  a  digital  signal  with  the  existi 
analog  signals  while  meeting  strict  F* 
requirements. 

Still,  now  that  Ibiquity  is  readyj 
remains  to  be  seen  whether  broadcast] 
will  jump  in.  XM  and  Sirius  burned 
nearly  $1  billion  apiece  in  their  decac 
long  quest  to  get  into  orbit.  XM  has  jusi 
months  of  cash  on  hand;  Sirius, 
months.  If  they  fail,  radio  operators  coii 
be  content  to  stick  with  analog. 

"Radio  is  this  Neanderthal  technolo 
yet  It  is  stronger  than  ever.  What's  the  coi 
p'eUing  reason  to  change?"  asks  John  Di]  itegj; 
chairman  of  the  National  Association 
Broadcasters'  radio  board  and  president 
Federated  Media,  a  ten-station  firm  ba^ 
in  northern  Indiana  with  no  financial  sta 
in  Ibiquity.  Still,  Dille  says  he  plans  to  cc 
vert  his  stations  to  digital  if  only  to  gel  iDEl 
jump  on  rivals.  That  type  of  thinking  H 
Struble  confident  Ibiquity  will  one  day 
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your  way 
out  of 
ough  times. 


Michael  Useem,  PhD 
The  William  and Jacaiyn  Egan  Professor 
Professor  of  Management 


http://wh-eXeCed.WhartOn.Upenn.edu/29il.Cfm 


>w  Do  You  Learn  To  Lead? 

lOR  MANAGEMENT 

utive  Development  Program 

j-17,  2002;  September  1-13,  2002 

need  Management  Program 

2-July  5,  2002;  September  22-October  25,  2002 

JAGEMENT 

ntials  of  Management 

19-24,  2002  (week  one  of  two) 
^3-28,  2002  (week  two  of  two) 

egic  Thinking  and  Management 
ompetitive  Advantage 

27-26,  2002 

it  4-8,  2002  (San  Francisco) 
)er  ij-November  i,  2002 

DERSHIP 

Ion  on  the  New  Business  Reality:  Scenarios 
>trategies  for  the  Future  I^CTTH 

19-22,  2002 

.eadership  Journey  fTBTO 

J- 7  9,  2002 


Professor  Michael  Useem,  author  of  Leading  Up:  How  to 
Lead  Your  Boss  So  You  Botli  Win  (Crown  Business,  2001), 
teaches  in  these  and  other  Wharton  executive  programs. 

His  new  book  shares  eight  gripping  stories  of  real  men  and 
women  in  business,  government,  and  the  military,  and  draws 
formidable  lessons  in  working  effectively  with  those  above  us. 
Readers  will  learn  how  to  add  more  value  to  their  organizations 
by  challenging  authority  the  right  way  at  the  right  time. 

To  find  out  how  to  get  three  chapters  of  this  new  book  for 
FREE  as  well  as  more  information  about  Wharton  Executive 
Education,  please  visit: 

http://wh-execed.wbarton.upenn.edu/29n.cfm 
or  call  1.800.255.3932  ext.  2911  (US  &  Canada) 
215.898.1776  ext.  2911  (worldwide) 

Leading  Up:  How  to  Lead  Your  Boss  So  You  Both  Win  is  available  wherever 
books  are  sold.  An  audio  version  is  available  at  Audible.com 
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TECHNOLOGY  HIGITALJOOLS  by  Stephen  Manes 


Wireless  Palmistry 


Palm's  versatile 
new  wireless  device 
challenges  RIM's  : 
BlackBerry.Too 
bad  its  software  is 
j  SO  annoying. 


PALM'S  CHUNKY  ORIGINAL  WIRELESS  ORGANIZERS,  THE 
Falm  VII  and  VIIx,  have  one  big  problem:  The  radio 
worl<s  only  when  you  raise  the  antenna.  And  the  de- 
vices' lethargic  pager  connections  mean  a  long  time 
waiting  for  messages.  Mail  junkies  coveted  the  always- 
on  connections  and  seemingly  instant  delivery  of  Research  In  Mo- 
tion's otherwise  less  versatile  BlackBerry-class  devices. 

Palm's  sleek  new  1705  aims  to  jump  ahead  of  RIM  with  slow 
but  always-on  connections  of  its  own.  The  $449  device  does 
everything  most  other  Palms  can  do  and  tosses  in  unlimited 
wireless  connections  for  $39.99  a  month.  Its  browser  works 
with  cut-down  "Web  clipping" 
sites,  some  of  which  are  gen- 
uinely useful,  and  even  lets  you 
surf  standard  sites,  though  not 
enjoyably.  The  rechargeable  bat- 
teries last  about  two  days,  but 
software  can  automatically  shut 
off  the  power-sapping  wireless 
connections  to  match  your 
work  schedule. 

These  devices  are  meant  for 
e-mail.  Although  each  RIM  unit 
typically  supports  just  one  fla- 
vor of  e-mail — POP3,  IMAP,  Microsoft  Exchange  or 
AOL — the  1705  can  do  all  of  them,  mixing  and 
matching  up  to  eight  accounts.  But  getting  mail 
without  asking,  as  RIMs  do,  can  be  a  pain. 

Corporate-oriented  Microsoft  Exchange  users 
must  run  a  special  application  on  their  desktop 
machine  to  forward  messages  from  Outlook.  If  that 
machine  goes  down  for  any  reason,  from  a  crash  to 
an  energy-saving  boss,  the  mail  will  never  reach  the 
1705.  Several  months  from  now  Palm  wOl  fix  that 
problem  by  offering  software  that  runs  on  servers 
instead  of  PCs — as  RIM  has  for  years. 

For  IMAP  and  POP3,  mail  arrives  instantly  onl\ 
if  you  have  it  forwarded  to  Palm's  service — a  bail 
idea,  since  it  will  never  appear  in  your  regular  mail- 
box. Otherwise  the  service  can  poll  your  inbox 
once  an  hour — a  delay  that  defeats  the  purpose  of 
an  always-on  device.  In  a  pinch,  you  can  give  out 
the  device's  palm.com  address  and  tell  people  to  send  urgent 
messages  there. 

AOL  mail  doesn't  work  instantly  at  all.  To  get  to  your  inbox, 
you  have  to  log  on  with  software  even  uglier  and  slower  than 
what  AOL  offers  on  PCs.  But  AOL's  Instant  Messenger  (AIM)  soft- 
ware could  be  the  killer  app  for  this  device. 
Since  almost  anybody  with  a  computer  can 


get  AIM  software  free,  the  i 
could  become  a  two-way  pi 
on  steroids. 

Too  bad  Palm's  softv. 
and  services  keep  getting  in 
way.  When  a  message  arrivesi 
optional  alarm  rings  and 
flashes  and  a  blinking 
appears  at  the  upper  left  co 
of  the  screen.  Tapping  the  ■ 
gets  you  to  a  list  of  incom 
messages.  Tapping  an  indivic 
item  brings  up  irrelevant  screens  and,  eventually,  the  mess 
itself — or,  with  AIM,  a  screen  that  demands  even  more  tappi 
As  delivered.  Palm's  sluggish  MultiMail  application  sin' 
throws  up  the  words  "HTML  Mail"  when  it  encounters  messg 
in  this  common  format.  Turns  out  it  can  display  the  tex' 
HTML  mail,  not  to  mention  Microsoft  Word  attachments, 
only  if  you  download  free  software  buried  at  actualsoft.cc 
which  Palm  now  owns.  Why  didn't  the  company  simply  incli 
this  stuft'on  the  CD-ROM? 

Maybe  because  it  just  doesn't  care.  A  puzzling  messi 
meant  to  signify  a  full  mailbox  came  from  "System  Admii 

trator@.MISSING-HOST-NAV 
MultiMail  occasionally  I 
trouble  accessing  my  accoi 
and  sometimes  delivered 
message  "Fatal  Alert/Fatal 
ception"  and  an  on-screen 
set  button.  Though  MultiN 
can  synch  its  e-mail  accou 
with  those  on  desktop  n 
chines  via  the  i705's  cradle, 
crucial  "sent  mail"  folder  ij 
included.  The  chunky  $59' 
add-on  mini-keyboard  ($30 
if  bought  with  unit)  covers 
backlight  switch  and  forces ) 
to  remove  the  screen's  proC 
tive  flap.  Documentation 
hopeless. 

But  somebody  did  m; 
sure  that  by  default  every  message  you  send  will  conclude  \\ 
the  commercial:  "This  e-mail  was  sent  from  my  Palm(TM)  i' 
handheld  (www.palm.com)."  If  Palm  doesn't  start  paying  m 
attention  to  quality  and  design  than  to  guerrilla  marketing,  t 
would-be  RIM-killer  could  turn  out  to  be  a  Palm-killer. 
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Stephen  Manes  (steve@cranky.com),  cohost  of  Digital  Duo.  has  been  covering  te 
nology  for  nearly  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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DDAY 


TOMORROW 


TOYOTA 


ass-produce  a  hybrid 
stem  that  reduces 
log-forming  emissions 
'  up  to  90% 


The  other  10% 


In  1997,  Toyota  was  the  first  car  company 
in  the  world  to  mass-produce  a  hybrid 
vehicle.  By  combining  gasoline  and  electric 
power,  the  Prius  reduces  smog-forming 
emissions"  cuts  gas  consumption  in  half, 
and,  in  short,  has  revolutionized  the  way 
cars  affect  our  environment. 

Even  so,  we're  not  resting  on  our  laurels. 
The  Toyota  Hybrid  System  is  being  further 
refined,  to  make  it  cleaner  and  more 
efficient.  And  we're  continuing  to  search 
for  even  greener  forms  of  transportation. 

Our  hydrogen-powered  fuel  cell  hybrid 
SUV  is  now  being  road-tested.  Its  only 
emission  is  pure  water.  Beyond  that,  who 
knows.  But  no  matter  what  alternatives 
are  discovered  in  the  future,  they  won't 
be  found  overnight.  They'll  be  the  result 
of  90%  perspiration.  And  10%  inspiration. 

www.toyota.com/tomorrow 


measurements  of  hydrocarbons  and  oxides  of  nitroqen.  Compared  to  the  average  car.  ©2002 
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;  Companies 

tor  Workers  Over  5C 


Could  you  be  one  of  AARP's  Best  Compani^ 
■  .    ^         for  Workers  Over  50?  There's  only  ori 
way  to  find  out  -  apply  by  March  15t 

More  than  80%  of  Baby  Boomers  say  they  plan 
' ;  keep  working  past  retirement  age.  That 

,  good  news  for  business  because  workers  ovu 

50  are  invaluable  to  the  workplaci 

Smart  companies  recognize  this  and  have  developed  recruitmef 
and  retention  strategies  like  flexible  scheduling,  profession 
development  and  mentoring  programs  specifically  for  50+  worken 

To  identify  and  promote  50+  friendly  workplace 
^  AARP  is  announcing  its  annual  Best  Companies  U 

porkers  Over  50.  Selected  companies  will  enjoy  national  medl 
Wk  coverage  in  Modern  Maturity  and  will  be  announced  to  AARP 
H      35  million  members  nationwide.  And  being  recognized  < 
one  of  AARP's  Best  Companies  for  Workers  Over  50  isi  j 
powerful  way  to  recruit  and  retain  the  very  best  employed 

/         2001  Honorees  Include: 

ABN  AMRO  North  America  •  Avis  Rent  A  Car  System 
Foley's  Department  Stores  •  Hyatt  Hotels  and  Resorts 
V     Prudential  Insurance  Company  of  America  ■ 


See  if  your  company  makes  the  grade.  Apply  online  befoi 
March  15  at  www.aarp.org/bestcompanie! 
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^uma  Roars  Again 

ice  as  good  as  dead,  Puma  is  a  hot  fashion  brand.  Can  it 
lep  ringing  up  sales  after  the  cachet  cools?  by  susan  kitchens 


Foot  soldier: 
Jochen  Zeitz 
pitches  shoes  for 
sport,  fashion. 


people  interested  after  the 
initial  fad  faded,  Zeitz  has 
continually  rolled  out  new 
styles  since  1996.  There  are 
improved  running  shoes  as 
well  as  skateboarding  and 
biking  footwear.  There's  also 
flashy  new  tennis  garb,  en- 
dorsed by  Serena  Williams. 
Puma  may  be  fashionable, 
but  Zeitz  wants  to  under- 


I UMA  AG  CHAIRMAN  JOCHEN  ZEITZ 
'wasn't  prepared  for  kids'  reaction 
when  members  of  the  Beastie  Boys 
eared  in  concerL  in  1994  wearing  blue 
de  Puma  Clyde  sneakers.  Almost 
antly  the  rap  band's  fans  were  clamor- 
for  the  shoes  with  the  leaping-cat  logo, 
re  common  to  $10  discount  bins  than 
front  shelf  in  sports  apparel  stores. 
Ramping  up  production  of  the  old 
na  Clyde — named  after  basketball 
It  Walt  Frazier,  who  wore  them  during 
1970s — didn't  exactly  jibe  with  Zeitz's 
ructuring  plan  at  troubled  Puma.  As 
fourth  chief  executive  in  as  many 
rs,  Zeitz  was  trying  to  return  the  45- 
r-old  sports  apparel  company  to  prof- 
ility  and  slash  costs  by  40%.  Puma  lost 
million  on  sales  of  $190  million  in 


1993,  the  year  Zeitz,  at  30,  took  over  as  the 
youngest  chief  executive  of  a  publicly 
traded  company  in  Germany. 

StQl,  Zeitz  knew  he  needed  to  pounce. 
He  ordered  more  Clydes,  even  as  he 
shifted  Puma's  production  to  Asia  from 
Germany.  When  large  U.S.  retailers 
snubbed  the  brand,  Zeitz  hired  a  young 
hipster,  Antonio  Bertone,  to  pitch  the 
shoes  to  urban  boutiques  where  trendset- 
ters prowl.  Bertone  also  cruised  clubs  and 
concerts,  giving  shoes  away  to  young 
influencers.  It  worked:  In  1996  Puma 
earned  $29  million  on  sales  that  jumped 
18%  to  $225  million. 

While  managers  of  another  classic 
brand  that  was  suddenly  hot,  Hush  Pup- 
pies, enjoyed  a  similar  resurgence  but 
didn't  create  new  shoes  to  keep  young 


score  its  sports  heritage. 

So  far,  so  good.  Puma's 
2001  earnings  were  $36  mil- 
lion on  revenue  that  reached 
$540  million,  of  which  20% 
came  from  the  U.S.  The  com- 
pany's stock  traded  in  Frank- 
furt at  a  recent  $38,  up  168% 
since  last  year.  And  there's 
more  good  news  ahead  if,  as 
analysts  expect,  Puma's  sales 
almost  double  by  2005. 

What's  not  to  like?  A 
fashionable  brand  can  turn 
cold  when  young  folks  dis- 
cover the  next  big  thing.  With 
that  in  mind,  Zeitz  is  trying 
to  sell  sports  and  fashion  to 
the  25-plus  crowd.  A  Puma 
Platinum  line  features  $200- 
plus  Italian-made  sneakers  and  boots  for 
men,  and  yoga  apparel  called  Nuala,  de- 
signed by  model  Christy  Turlington.  The 
upscale  togs  are  sold  in  tony  stores  like 
Henri  Bendel  in  Manhattan — well  away 
from  the  Clydes  and  brown  velour 
tracksuits  kids  are  buying  at  shops  like 
Urban  Outfitters. 

But  as  Puma  expands,  it  runs  into  a 
predictable  problem:  Fashion  fads 
become  the  victims  of  their  own  success. 
"We  have  to  keep  Puma's  name  and 
image  so  that  you  can't  find  it  everywhere, 
because  then  it  loses  its  appeal,"  Bertone 
frets.  Zeitz  believes  the  retail  strategy  will 
keep  Puma  from  becoming  overexposed 
to  any  one  set  of  customers — and  uncool. 
"It  seems  a  jumble,  but  it  is  a  very  focused 
plan,"  he  insists.  F 
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15,000  EMPLOYEES 

in  200  countries. 

200,000  ORDERS 

shipped. 


A  MILLION  ONLINE 


transactions. 


nil 


Not  a  bad  first  day. 


management  with  worldwide  capabilities  in  trans- 
portation and  freight  forwarding,  we've  created  a  more 
intelligent  wav  to  help  you  source  supplies,  manage 
^^^^  inventories  and  distribute  products  any- 


Introducmg  Menlo  Worldwide,  a  new  company  that 
brings  together  the  experience  and  resources  ot  Emery 
Worldwide,  Menlo  Logistics  and  Vector  SCM.  The 
result  is  one  wholly  integrated  business 

offering  a  superior  way  to  operate  in  a  *^  where  in  the  world.  We  can  do  it  faster 

global  economy.  By  combining  unparalleled  £         LC^    ''"'^  more  efficiently  than  ever  before, 

expertise  in  logistics  and  supply  chain    WO  RLDWI  D  E    And  to  think,  we're  just  getting  started. 


.menloworldwidc.coin 


TED  BY  TOM  POST 


NOT  JUST 

WINDOW- 

DRESSJNG 

LISA  HARPER  is  reviving  kiddie  shop 
Gymboree  by  ripping  a  page  from  its  past. 


BY  GHANA  R.  SCH0E|1BERGER 
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ENTREPRE-NIURS 


carefree  toddlers — and  plunging  sales. 
This  was  the  beginning  of  what  Harper 
calls  her  "long  walk  through  the  dark 
forest." 

Based  in  Burlingame,  Calif.,  Gym- 
boree  started  out  in  1976  developing 
children's  play  programs.  (The  play  and 
music  classes  are  now  licensed  to  fran- 
chisees, who  pay  $2  million  a  year  in 
royalties  and  dole  out  coupons  for  the 


example,  concentrated  primarily  on 
logistics  and  de-emphasized  customer 
service  because  it  was  run  by  hianagers 
focused  on  operations.  In  1999  the 
chain  scraped  bottom,  with  sales  per 
square  foot  plunging  to  $417. 

Under  chief  executive  Gary  White 
and  new  president  Melanie  Cox,  a  vet- 
eran of  teen  retailers  like  Urban  Outfit- 
ters and  Wet  Seal,  Gymboree  threw  over 


Gymboree  is  BACKING  AWAY  FROM  THE  CLIFF. 

Last  year  sales  per  square  foot  inched  up  to 
$500;  January  same-store  sales  rose  6%. 


Gymboree  stores.)  By  1986  the  com- 
pany was  selling  colorful  matching 
clothing  and  accessories  for  ages  7  and 
under,  relying  on  a  system  called  Match- 
Matics  to  link  basics  like  turtlenecks 
with  more  than  a  dozen  lines  of  pat- 
terned separates.  So  fanatical  were  cus- 
tomers that  dozens  signed  up  to  work 
part  time  as  salesclerks.  A  Gymboree  gift 
box  became  a  must-have  at  baby  show- 
ers. The  style  was  classic  cute;  no 
midriff-baring  toddlers  here.  Revenues 
were  growing  50%  a  year  and  reached 
$130  million  in  1993,  when  Gymboree 
went  public.  By  the  time  Harper,  then 
chief  designer,  left  in  1995  to  work  for 
Esprit  de  Corps  and,  later,  Limited  Too, 
Gymboree  was  at  its  peak,  turning 
sales  of  $875  per  square  foot  at  a 
chain  of  216  outlets. 

Thereafter  the  company  took 
a  southward  turn.  Baby  Gap  and 
Gap  Kids  muscled  in.  Gymboree 
responded  by  expanding — hap- 
hazardly— into  Canada,  the  U.K. 
and  Ireland.  Stores  popped  up 
with  no  standardized  layout, 
making  it  difficult  to  order  the 
right  merchandise.  As  sales 
slowed  despite  low  prices  (the 
gross  margin  slipped  from  45.9% 
in  1996  to  35.6%  in  1999),  the 
company  halved  inventory  in  a 
bid  to  stay  profitable.  Gymboree 
also  piled  on  executives  who  bat- 
tled for  slivers  of  power.  A  pro- 
gram to  help  store  personnel 
boost  sales  and  productivity,  for 
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adorable  for  edgy.  The  company  turned 
to  drab  colors  like  raisin  and  trends  like 
patched,  fringed  corduroys.  "I  was  part 
of  the  team  that  drove  Gymboree  to  its 
knees,"  Harper  sighs.  Salespeople  were 
encouraged  to  be  more  aloof,  instead  of 
rushing  over  to  help  customers  choose 
outfits.  Gymboree  launched  Zutopia,  a 
19-store  clothing  chain  for  7-  to  14- 
year-oids  that  ran  as  a  separate  unit. 

The  shift  was  a  disaster.  In  2000 
Gymboree  lost  $37  million  on  revenue 
of  $449  million.  Employee  turnover 
topped  50%.  Customers  panned  the 
changes.  Typical  among  them:  Danielle 
Miles,  a  31 -year-old  full-time  mother 
of  three  in  Gary,  N.C.  who  runs  a  Gym- 


►  By  the  Niitnbers 


Avoid  Shrinkage 

Along  with  a  contracting  economy,  the  market  for  kids'  cloth- 
ing has  shrunk— with  the  notable  exception  of  Gymboree. 

Number  of  children  under  age  9  in 
i   the  United  States.  .^^rfB 

Total  domestic  apparel  sales  in  2001. 


Children's  apparel  as  a  percentage  of  all  clothing 
sales  in  the  U.S. 

Decline  in  the  size  of  the  children's  apparel 
market  from  2000  to  2001. 

The  total  number  of  Gymboree  stores,  up  from 
216  in  1995. 

Sources:  NPD  Fashionworld:  U.S.  Census  Bureau:  Gyrrtboree. 


boree-fan  Web  site.  She  so  lamented  1 
falloff  in  quality — "You  could  wasF 
brand-new  shirt  and  the  colors  woi 
run  and  the  seams  would  come  apar 
she  recalls — that  she  started  buyi 
older  Gymboree  products  in  onli 
auctions  on  Ebay. 

Time  to  turn  back  the  clock.  Wh 
and  Cox  left  abruptly  at  the  same  tir| 
Chairman  Stuart  Moldaw,  the  ventt 
capitalist,  founder  of  d 
counter  Ross  Stores — ar 
with  more  than  10%  of  t 
stock,  the  largest  individ 
holder  of  Gymbore 
shares — persuaded  direct* 
to  promote  Harper  to  ch 
executive  a  year  ago.  Soon  after  movi 
upstairs  she  sold  Zutopia  to  Wet  Seal 
$3.5  million,  booking  a  $5  million  Ic 
Harper,  now  42,  brought  back  Gy 
boree  veterans  and  former  Esprit  lie 
tenants  like  Alison  May,  who  serves 
chief  financial  officer  and  chief  oper 
ing  officer;  rebuilt  inventory  with  ci 
styles;  and  even  rehired  disaffected  e 
ployees.  Over  the  next  two  years  s 
plans  to  spend  about  $8  million  on  ni 
warehousing  and  ordering  software 
the  company  can  keep  close  tabs 
every  store's  inventory  needs  by  v 
ume,  productivity  and  geography,  a 
target  customers  with  direct-in 
pitches. 

Slowly  Gymboree  is  ba 
ing  away  from  the  cliff  L 
year  sales  per  square  fo 
inched  back  to  more  than  $5 
and  January  same-store  sa 
rose  6%  over  the  same  peri 
in  2001.  Analyst  Jeffrey  Klii 
felter  at  U.S.  Bancorp  Piper  j 
fray  predicts  that  Gymbo 
will  report  a  net  of  $4  milli 
on  revenue  of  $505  million 
the  fiscal  year  that  ended  1 
31.  At  a  recent  $13.50,  sha 
have  climbed  threefold  fn 
their  52-week  low  last  May.  S 
Dorothy  Lakner  of  CIBC  Wd 
Markets:  "She  obviously  v 
the  person  with  the  vision 
say,  'It  isn't  that  hard,  let's 
back  to  what  made  us  great 
begin  with.'" 


Your  Choices  In  Life  Will  Always  Reflect  Your  Destiny. 


The   choices   we    make   every   day   are   certain   to   shape   our  destiny. 
So    why    not    choose    a    hotel    worthy    of   your   way    of  life. 


HOTEL   &  TOWERS 


>adin(fHotels 
tbtfWoHd 


455   Madison   Avenue   at   50th   Street   New  York, 

1  -800-NY-PALACE 
www.newyorkpalace.com 


New  York  10022 
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BARE  ESSENTIALS 

Plentiful  products  and  cheap  prices  have  done  the  trick 
for  this  X-rated  outfit.  Are  they  enough  to  sustain  it? 


BY  DIRK  SMILLIE 

IT  WAS  A  (ilXKHNG-RICm  S  I'AR  I  Y  WriH 
more  lap  dancers  than  victory  laps. 
Upstart  New  Frontier  Media,  a  small 
pornography  distributor,  had  just  scored 
its  first  big  upset:  persuading  AOL  Time 
Warner  to  yank  Playboy  I'V  from  its  ana- 
log system  in  favor  of  New  Frontier's 
racier  channel,  Pleasure.  To  celebrate  the 
acquisition  of  1  million  new  subscribers, 
the  Boulder,  Colo,  outfit  threw  an  all- 
night  bash  at  Manhattan's  notorious 
Scores  club  in  November.  You  could 
hardly  move  without  bumping  into  a 
porn  star  signing  autographs  or  a 
striptease  artist  plying  her  trade. 

What's  that  line  from  Mae  West?  "I 
used  to  be  Snow  White,  but  I  drifted."  Be- 
lieve it  or  not.  New  Frontier  was  founded  in 
1995  as  an  educational  software  com- 
pany. It  took  a  radical  turn  in  1998, 
after  sales  of  an  adult  CD-ROM  soared 
and  the  company  acquired  three  X- 
rated  satellite  networks. 

The  basic  economics  of  the  porn 
business:  a  race  for  the  bottom.  We 
refer  not  to  the  content  but  to  the 
pricing.  There  is  such  a  surfeit  of  X- 
rated  videos  out  there  that  whole- 
salers like  New  Frontier  have  practi- 
cally no  leverage  with  the  retail 
distributors — namely,  the  cable  com- 
panies. Playboy  has  given  cable  opera- 
tors 80%  of  the  revenue  from  porn 
channels.  New  Frontier  offers  up  to 
90%.  Contrast  the  market  for  high- 
grade  films  like  Titanic,  where  the 
split  between  the  film  owner  and  the 
cable  distributor  is  more  like  50-50. 

But  if  there  are  a  lot  of  porn  films, 
there  is  a  veritable  flood  of  porn  ac- 
tors and  actresses,  who,  as  a  conse- 
quence, get  next  to  nothing  for  their 
work.  So  the  film  producer  can  do  well 
even  off  a  tiny  license  fee. 

"We  have  cable  partners  who 
make  more  money  on  two  of  my  net- 
works than  six  feeds  of  HBO  and  30 


channels  of  pay-per-view  combined," 
boasts  Ken  P.  Boenish,  the  guy  in  charge  of 
New  Frontier's  programming.  Not  much 
of  an  exaggeration.  Buy  rates  for  the  com- 
pany's networks — flat  subscriptions,  pay- 
per-view  movies  and  harder-core  chan- 
nels— run  as  high  as  15%  in  markets  like 
Memphis  and  Kansas  City;  Playboy  was 
stuck  at  3%  in  New  York,  half  of  what  Plea- 
sure has  already  achieved.  Having  knocked 
off  competitors — including  mainstream 
pay-per-movie  giant  In  Demand — in  a 
dozen  markets.  New  Frontier  is  now  car- 
ried by  seven  of  the  top  ten  cable  operators 
on  300  cable  systems  nationwide. 

Does  the  wholesaler  get  rich?  Not  this 
one.  For  the  nine  months  ended  Dec.  3 1 , 
New  Frontier  netted  $1.8  million  on  rev- 
enue of  $4 1 .2  million,  versus  a  loss  of  $2.2 


million  on  $42.8  million  the  year  befi 
New  Frontier  offers  the  largest  library 
X-rated  films  in  the  U.S.,  with  10,000 1) 
(for  which  it  pays  no  production  costs,  c 
license  fees),  and  recently  built  a  $5  mill 
broadcast  center  that  will  store  up  to  40y 
movies.  It  has  encoded  every  movie  sc 
according  to  actors'  hair  color,  costun 
you  name  it.  Its  Web  site,  www.ten.co 
has  a  searchable  database  of  6,000  mc 
clips.  Get  a  list  of  films  starring  two  » 
heads  on  a  beach,  if  that's  what  you  wi 

Long-term  problems  loom.  Trum| 
Playboy  in  New  York  was  a  sweet  but  sli 
lived  win.  Analog — which  represents  ■ 
of  the  cable  systems  that  carry  New  f  r 
tier — is  a  dying  platform.  Competing 
digital  carriage  will  pit  the  company  aga 
the  Bunny  and  other  powerful  rival- 
many  markets.  "We  won't  put  Playboy 
of  business,"  Boenish  admits.  "But  we 
steal  a  huge  amount  of  their  market  sha 

Or,  perhaps,  turn  themselves  intc 
attractive  takeover  target.  With  a  rec 
$2.04  share  price.  New  Frontier  has  a 
million  market  cap,  only  1.3  times  sale." 


Skinflints:  Cable  operators  have  gotten  rich,  often  at  the  expense  of  New  Frontier's  Ken  BoenisJ 
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Now  if  you  could  just 
get  the  rest  of  tfie  world 
to  see  it.  No  matter  wliat 
size  your  company  is,  you  can  continually 
present  yourself  in  a  confident,  professional 
light  with  brilliant  output  from  HP  color 
printers.  HP  invents  the  kind  of  powerful, 
flexible  technology  that  can  easily  help 
any  size  business  make  a  big  impression. 
Solutions  that  always  start  with  you  — your 
issues,  your  challenges,  your  opportunities. 
How  do  you  want  to  be  remembered?  Find 
out  more  about  our  entire  line  of  HP  color 
printers  at  www.hp.com/go/smbprinters. 


NTT 

Do  CoMMo 


Beyond  The  Mobile  Frontier 


DoCoMo  joins 
the  New  York 
Stock  Exchange 
on  March  1,2002, 


Our  advanced  technologies  have  made  us  one  of 
the  world's  largest  mobile  communications  operators 
with  over  40  million  subscribers*.  The  NTT  DoCoMo  name 
symbolizes  innovation  and  customer-oriented  services  in 
Japan  where  i-mode,  our  unique  mobile  multimedia  service, 
attracted  over  30  million  subscribers*  within  its  first  three 
years.  We  broke  ground  again  recently  with  the 
commercial  launch  of  FOMA  in  Japan,  the  world's  first  3G 
mobile  communications  service.  Our  listing  on  the 
New  York  Stock  Exchange  now  opens  the  door  of 
opportunity  for  investors  in  the  U  S  and  around  the  world. 


DoCoMo  IS  listed  on  the  London  Stock  Exchange  as  of  the  same  day. 
For  a  better  understanding  of  DoCoMo,  we  invite  you  to  visit  our  Website 
www.nttdocomo.com 


fSMSi  jaifeP 


i-mode  and  FOMA  are  registered  trademarks  of  NTT  DoCoMo,  inc  in  Japan, 

The  FOMA  logo  is  a  trademark  of  NTT  DoCoMo,  Inc.  in  Japan.  'As  of  February  2002. 


MONEY  &  INVESTING 


oaded 

uestion 


Found  any  funds  that  don't 
charge  upfront  fees?  Keep 
looking.  They're  in  the  minority. 

BY  PHYLLIS  BERMAN  AND 
MICHAEL  MAIELLO 


WHAT  A  DELICIOUS  IRONY.  IN  1988  THE  SCUD- 
der  funds  made  a  big  fuss  over  their  com- 
mission-free status,  going  so  far  as  to  trade- 
mark the  slogan  "Pure  No-Load."  Supposedly,  no 
other  fund  family  could  describe  itself  as  pure.  And 
now?  Scudder's  owner  since  1997,  Zurich  Financial, 


has  merged  it  with  the  load-bearing  Kemper  fiinds. 
Beginning  in  two  months  entry  into  a  Scudder 
fund  will  cost  you  5.75%  of  your  investment. 

The  battle  between  the  loads  and  the  no-loads 
has  been  going  on  for  tour  decades,  and  each  side 
can  claim  some  victories.  In  assets,  the  no-loads,  led 


oS'' p»v',<"  800-572  9336^-    -    ^  -         yj^y  '^: 
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MONEY  &  INVESTING  I  THE  FUNDS 


by  the  Vanguard  fund  family,  arc  gaining:  Excluding  401  (k)  and 
other  retirement  accounts,  no-loads  had  just  27%  in  1982  and 
today  are  even  with  loads,  according  to  Thomson  Wealth  Man- 
agement (see  chart,  p.  184).  In  the  number  of  funds  listed, 
though,  the  ones  that  pay  sales  loads  to  brokers  are  still  in  the 
lead,  with  two-thirds  of  the  count. 

But  the  defections  of  no-load  fimds  should  tilt  the  balance 
more  to  the  load  side.  Credit  Suisse  added  loads  to  many  of  its 

"Our  current  shareholders  are  saying, 
I  want  SOMEONE  IN  THE  MIDDLE 


J » 


Fund 


Warburg  Pincus  funds  last  December.  Now  Invesco  is  delivering 
an  April  Fool's  joke  on  investors  by  turning  into  a  load  family 
on  Apr.  1.  Other  houses  making  the  jump:  Acorn,  Lexington 
and  Pilgrim.  While  some  big  fund  companies,  notably  Fidelity, 
American  Century  and  T.  Rowe  Price,  are  remaining  predomi- 
nantly no-load,  they  are  adding  a  few  loaded  broker-sold  funds 
to  their  lineups.  Fidelity  Advisors  funds,  available  only  from 
brokers  at  a  5.75%  entry  cost,  have  $50  billion  in  assets. 

Why  are  these  switches  happening?  One  reason  is  that 
financial  powerhouses  are  gobbling  up  independent  funds. 
Some  of  these  buyers,  such  as  Credit  Suisse,  have  brokerages 
with  large  sales  forces  that  have  to  be  fed. 

Another  reason  is  that  attracting  new     TIlGBi^  BOyS 

money  is  now  largely  a  zero-sum  game. 
Fund  assets  were  $6.8  trillion  at  the  end  of 
1999  and  $7  trillion  two  years  later, 
according  to  the  Investment  Company 
Institute,  the  fund  industry  trade  group. 
Because  the  pie  is  no  longer  growing  fast, 
says  lohn  Gallant  of  the  Cerulli  Associates 
research  firm,  fimds  get  bigger  by  recruit- 
ing other  funds'  customers. 

Another  phenomenon  that  may  play 
into  the  hands  of  brokers  selling  funds  is 
the  bear  market.  For  the  last  few  years  of 
the  1990s  bull  market,  the  do-it-yourselfers 
were  convinced  of  their  own  genius,  as  just 
about  any  Nasdaq  stock  or  tech  fund  they 
bought  online  went  up.  Now  humbled, 
they  may  be  more  willing  to  submit  to  a 
pro's  guidance.  Brokers,  to  be  sure,  some- 
times put  their  customers  into  absurd 
speculations,  but  the  good  ones  are  a  mod- 
erating influence.  As  Invesco  President  Roy 
Cunningham  gleefully  describes  the  situa- 
tion: "Our  current  shareholders  are  saying, 
'I  want  someone  in  the  middle  of  the  value 
chain  here.' " 

Invesco  hasn't  filed  its  prospectus  yet, 
but  expect  it  to  follow  the  industry  stan- 
dard: at  least  a  5%  load  with  Invesco  keep- 
ing 0.25  points.  The  other  4.75  points  go  to 


the  brokers  needed  to  drum  up  new  business — or  more  p 
cisely,  to  their  employers,  who  in  turn  let  the  brokers  keep  sc 
fi-action'(  typically  a  third  to  a  half)  of  their  gross  commissic 
If  the  broker  persuades  the  customer  to  go  into  a  fund  oper^ 
by  the  brokerage  itself,  which  will  generate  a  stream  of  man; 
ment  fees  for  the  company,  the  broker  may  get  an  even  bi| 
payout  as  a  reward. 

What's  in  it  for  the  customer  of  a  load  fund?  A  lower 
return,  especially  in  a  bear  market.  'Vjj 
$100,000  invested  in  the  Vanguard 
load  S&P  index  fund  at  the  beginninj 
2001  would  be  worth  $84,000  now,  j 
you'll  need  a  19.5%  rebound  in  the  rr 
ket  to  get  even.  The  same  money  in  the  Evergreen  Equity  Ini 
A  fund,  with  a  5.75%  load,  is  worth  only  $79,000,  and  ya 
need  a  27%  rebound  to  recover. 

The  load  would  be  more  tolerable  if  broker-sold  funds  de 
ered  better  performance.  Alas,  the  reverse  appears  to  be  trui 
study  of  funds  from  1962  to  1995  by  Mark  Carhart,  a  Univer 
of  Southern  California  professor,  found  that  no-loads  lag 
only  0.6%  yearly,  which  mounts  up  over  time. 

Load  funds  pack  another  insidious  wallop:  They  are 
more  likely  than  their  no-load  cousins  to  impose  yearly  n 
aimed  at  recouping  marketing  costs.  Called  12b-l  fees,  afti 


Here  are  the  most  sizable  load  and  no-load  funds.  You  pay  a  3%  sales  charge  for  fl 
largest  fund  of  all,  Fidelity  Magellan,  but  none  for  the  next  biggest,  Vanguard  500  [ 


Latest 
12-mos 
total  return 


Assets 
1/31/02 
($bil) 


Maximum 
sales 
charge 


Annuil 
expensl 
per  $1| 


NO-LOADS 

Ainer  Century  Ultra-Investors 

-20.6% 

$26.0 

none 

$0.9 

Fidelity  Growth  &  Income 

-9.2 

33.7 

none 

0.6 

Fidelity  Growth  Company 

-26.9 

22.0 

none 

0.8 

Janus  Fund 

-33.6 

24.6 

none 

0.8 

SPDR  Trust-1 

-16.4 

29.1 

none 

0.1 

Vanguard  500  Index-Investors 

-16.3 

72.3 

none 

0.1 

Vanguard  Institutional  Index 

-16.2 

24.1 

none 

0.0 

Vanguard  Wellington-Investors 

2.4 

21.8 

none 

03 

Vanguard  Windsor  ll-lnvestors 

-5.4 

21.9 

none 

0.4 

LOADS 

EuroPacific  Growth  Fund-A 

-17.4% 

$26.5 

5.75% 

$0.8 

Fidelity  Contrafund 

-9.5  " 

31.8 

3.00 

0.8 

Fidelity  Magellan  Fund 

-17.1 

76.9 

3.00 

0.8 

Fundamental  Investors-A 

-14.6 

19.1 

5.75 

0.6 

Growth  Fund  of  America-A 

-18.4 

36.1 

5.75 

0.7 

Income  Fund  of  America-A 

3.5 

20.0 

5.75 

0.6i 

Investment  Co  of  America-A 

-7.7 

54.0 

5.75 

0.5 

New  Perspective  Fund-A 

-13.9 

272 

5.75 

0.7 

Washington  Mutual  Investors-A 

-0.9 

48.9 

5.75 

0.6i 

Source:  Upper  Inc. 
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Please  call  for  a  prospectus  with  more  complete  information, 
including  charges,  expenses  and  minimums.  Be  sure  to  read 
it  carefully  before  you  invest  or  send  money. 

Anwriaiii  Century  Investment  Services,  Inc.  ©2002  American 
Century  Services  Corporation 


iMtfercAN  Opportunity 


It'p.fQilowing  a  time-tested  process  for  identifying  companies  trading  below  fair  market  value. 


fs  investing  only  in  those  companies  we  believe  {lave  the  most  potential!  : 
It's  knowing  our  disciplined  value  approach  has  delivered  solid  results.^ 

1:       American  Century  ^^^^1^ 


1  Year 

3  Years, 

5  Years 

Life  of  Fund 

Value  Fund 

12.86% 

9.81% 

11.86% 

14.54% 

(9/1/93) 

S&P500 

-11.87% 

-l.fe% 

10.70% 

13.60% 

(9/1/93) 

imericai|century.com . 
atlT877-44-AMCENor 
ivestjnexw  professional. 


Average  annual  returns  are  as  of  12/31jf01. 

Fund  performance  may  be  subject  td substantial  sliort-term  changes,  due  to 
market  volatility  or  other  factors.  Fdr^  further  information,  including  current 
fund-performance  information,  please  qall  lis  or  visit  our  Web  site. , 

Data  presented  reflect  past  performance  arid  are  iw  guarantee  that  the  advertised 
performance  may  be  repeated  or  consistency  achieved  in  the  future.  Performance 
over  a  longer  period  of  time  is  more  meaningful  than  short-term  performance. 
Data  assume  reinvestment  of  all  dividendsignd  capital  gains.  Investment  returns 
and  principal  values  will  fluctuate  anid  reAemption  value  may  be  more  or  less 
than  original  cost.  Performance  reflect^  lAvestor  Class  shares.  For  information 
about  other  share  classes,  please  consulf  the  prospectus. 

The  S&P.500  Index  is  a  capitalization-weighted  index  of  500  widely  traded 
stocks.  Created  by  Standard  &  Poar's,;  it  is  considered  to  represent  the 
performance  of  the  stock  market  in  gtnerjil.  It  is  not  an  investment  product 
available  for  purchase.  r 


American 


Century,;. 

Investr^ient  Managers 


JlssetEnvy 


At  least  no-loads  have  drawn  even  with 
load  funds  in  terms  of  assets.  But  now 
the  trend  seems  to  favor  the  load  side. 


$2.000  Total  net  assets  ($bil) 


I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I 
'82    '85        '90        '95  '01 


section  of  the  securities  regs,  they  range 
between  0.25%  and  1%.  Typically,  if  you 
buy  a  share  class  with  a  bigger  12b-l  you 
escape  some  or  all  of  the  upfront  load. 
Putnani  OTC  Emerging  Growth  Fund's  A 
shares  cost  you  a  5.75%  one-time  load 
and  only  0.25%  in  annual  12b-l  fees;  the 
B  shares  spare  you  the  sales  commission 
(unless  you  get  out  too  soon)  but  impose 
a  steeper  12b-l  tariff:  1%.  "Brokers  view 
12b-l  fees  as  a  retirement  plan  or  annu- 
ity," scoffs  Roy  Weitz,  editor  of  Fund- 
alarm.com,  a  fund  watchdog. 

Which  is  worse,  a  5.75%  one-time 
commission  or  a  1%  annual  drag? 
Depends  on  how  long  you  stick  around. 
Any  longer  than  5.9  years  and  you  would 


DOS./ 


be  better  off  with  the  one-time  pain.  \ 
ter  still,  unless  you  really  need  handh( 
ing,  send  your  money  to  Vanguard,  wl 
doesn't  levy  12b-l  fees.  The  seco 
largest  fund  family  by  assets  after  Fide 
Vanguard  bagged  $8  out  of  every  $10 1 
was  invested  directly  in  2001 — thai 
without  a  broker's  good  graces. 

Vanguard  is  so  proud  of  its  succesjfcbaf 
a  no-load  house  that  it  argues  it's  pal 
to  blame  for  the  load  trend.  Here's  'V 
guard  spokesman  Brian  Mattes'  t£ 
"The  800-pound  gorilla  named  VangU 
has  become  an  8,000-pound  gorilla  i 
has  made  the  direct  distribution  chaH 
[no-loads]  a  very  inhospitable  place 
our  competitors." 
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Aliens  Under  Attack 

The  estate  tax  can  be  rough  on  Americans.  On  noncitizen  survivors,  it's  brutal. 

BY  BRIGID  MCMENAMIN 


CALIFORNIA  HOTELIER  WAYNE-CHI 
Young  died  in  1989,  leaving  $4.8  mil- 
lion in  real  estate  held  jointly  with 
his  wife,  Tsai-Hsiu  Hsu  Yang,  then  55.  If 
she  were  a  U.S.  citizen  she  would  have  had 
the  property  scot-free;  since  1981  the  U.S. 
has  exempted  from  federal  death  taxes  any 
assets  left  to  a  citizen  spouse.  As  a  noncit- 
izen, however,  Yang  lost  some  $100,000  to 
estate  taxes  and  another  $50,000  or  so  to 
lawyers  and  accountants  who  spent  nine 
years  haggling  with  the  Internal  Revenue 
Service  for  her. 

If  you  are  one  of  the  5  million  American 
citizens  or  residents  married  to  aliens,  watch 
out:  Congress  has  set  a  trap  for  your  assets. 
In  1988  it  denied  surviving  spouses  who 
aren't  U.S.  citizens  tlie  unlimited  marital  ex- 
emption. An  estate  left  to  a  foreign  spouse  is 
taxed  as  if  it  had  been  left  to  a  nonspouse; 
this  year  assets  above  $1  milhon  left  to  a 
noncitizen  spouse  are  subject  to  estate  tax  at 
rates  of  up  to  50%.  (Exception:  President 
Bush  signed  a  bill  to  allow  famOies  of  those 
who  died  in  the  Sept.  1 1  attacks  to  inherit 
$8.5  million  free  of  estate  tax.) 

The  rationale  for  this  unequal  treat- 
ment? The  U.S.  Treasury  eventually  gets  its 


cut  when  a  citizen-survivor  dies.  But  a 
noncitizen  widow  or  widower  could  go 
back  to  her/his  native  country  with  the  as- 
sets, leaving  the  IRS  empty-handed. 

No,  you  can't  get  around  this  by  trans- 
ferring all  the  assets  to  the  spouse  just  be- 


the  law  presumes  the  couple's  joint 
erty  belonged  solely  to  the  deceased,  ujj 
the  survivor  (let's  assume  it's  a  widow^ 
prove  she  paid  for  it.  Surprisingly,  eveit 
ing  in  a  community  property  state  su(j 
California  doesn't  necessarily  mean  yd 
escaped  this  onerous  presumption. 

Nor  is  this  just  a  problem  in  mi 
marriages.  Couples  where  neither  pan 
is  a  U.S.  citizen  owe  U.S.  estate  tax] 
they're  deemed  to  reside  here  perman^ 
(The  standard  is  vague  and  includes 
tors  such  as  whether  you  intended  ti) 
but  you  can  be  taxed  even  if  you  don't 
a  green  card  allowing  permanent  i 
dency.)  Should  you  decide  to  retur 
your  homeland,  be  careful  not  to  leave 
property  behind;  the  U.S.,  like  a  Ic 
countries,  levies  estate  tax  on  prop 


Noncitizens  can  minimize  the  tax  damag 
if  they're  ready  to  pay  the  lawyers  


fore  the  citizen's  death.  A  citizen  can  give 
only  $1 10,000  in  property  to  a  noncitizen 
spouse  each  year  without  paying  gift  tax. 
Holding  property  joindy  doesn't  help  ei- 
ther, since,  if  the  survivor  is  a  noncitizen. 


within  its  borders  even  if  both  the  c 
person  and  the  heirs  are  nonresident  all 
Even  foreign  nationals  (such  as  W 
Bank  employees)  with  special  visas  alj 
ing  them  to  live  in  the  U.S.  income-tax-i  fctii 
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fiat's  the  biff  idea?  / 


ring  fully  integrated  solutions  is  the  strength  of  the  Connmerzbank  Group,  one  of  Europe's  prerrnier  financial 
:ions.  At  the  core  of  the  "Connmerzbank  in  the  21st  Century"  philosophy  is  a  firm  commitment  to  creative  partner- 
/vith  our  clients  to  turn  problems  into  opportunities.  Not  a  new  idea.  But  it  is  the  big  idea  when  you  work  with 
lerzbank. 


/ 


COMMERZBANK 


int  in  research:  An  integral  part  of  Commerzbank's  international  experience  built  up  over  130  years  is  the  excellence  of  the 
research.  Frankfurt  (volkswirtschaft@commerzbank.com),  London  (comsec@commerzbankib.com),  Prague  (research@ccme.cz), 
k  (cbmailbox@cbkna.com),  Singapore  (Fax  +65  225  39  43),  or  Tokyo  (cbkjapan@gol.com).  /  www.commerzbank.com  / 


COUNTRY  ESTATE 


MONEY  &  INVESTING  I  TAXING  MATTERS 


Tuscany  -  ITALY 


LIVE  YOUR  DREAMS 

670  ACRES, 
PRIVATE  HUNTING/FISHING 

PRESERVE, 
9  FARMHOUSES, 
2  PRIVATE  CHAPELS,  1  LAKE 

•  The  land  where  Michelangelo  was  born 
and  where  Dante  Alighieri  wrote  part  of  his 
Divine  Comedy. 

•  Four  seasons  of  the  best  quality  of  life. 

•  Great  Value:  5mins.  from  La  Verna  Sanctuary 
where  Saint  Francis  received  the  stigmata, 
50mins.  from  Florence,  h.  30mms.  from  Siena, 
2h.  30mins.  from  Rome.  Golfing  at  "Casentino". 


WWW.  tramoggiano.  com 


private  negotiations  only 
NO  brokers  please 

tramoggiano2002@yahoo.com 


STILL  HAYB^'T  fOUND  M  RIGHT  ACCOUNTING 
ORTAXPROffSSIONALfORYOURNHDS? 

Don  t  settle  for  just  anyone. 
Choose  a  qualified  specialist 
with  the  credentials  to  back 
his/her  expertise. 

Accredited  Business  Accountants 

or  Advisors  (ABA*) 
Accredited  Tax  Preparers  (ATP''^') 
Accredited  Tax  Advisors  (ATA*") 

KNOWLW,  INTEGRITY,  AND 
SPKIALIZED  EXPERTISE  IN  SERVING  THE 
NEEDS  Of  INDIVIDUALS  AND 
SMALL- TO  MID-SIZED  BUSINESSES. 

For  more  information  or  a  list  of 
accredited  professionals  in  your  area, 
visit  us  at  www.acatcredentials.org, 
or  call  us  toll  free  at 
888-289-7763 
(ext.  1341). 


can  be  subject  to  the  estate  tax,  warns  Gary 
Altman,  a  Rockville,  Md.  tax  lawyer.  One 
of  his  clients,  a  retired  Italian  World  Bank 
employee,  was  so  outraged  by  this  that  he 
returned  to  live  in  his  native  Italy,  while  his 
wife  stayed  in  the  U.S.  Altman  swears 
they're  still  happily  married. 

If  you're  not  ready  for  an  interconti- 
nental relationship,  the  easiest  solution  is 
often  for  the  alien  spouse  to  become  a  U.S. 
citizen.  This  can  take  time:  Even  before 
Sept.  1 1  the  Immigration  &  Naturalization 
Service  was  taking  two  years  to  process  ap- 
plications in  some  parts  of  the  country. 

U.S.  citizenship  isn't  for  everyone.  It  can 
result  in  an  even  liigher  estate  tax  bill  for  a 
family  if,  for  instance,  the  noncitizen  has 
substantial  assets  of  her  own  outside  the 
U.S.  and  plans  to  return  to  live  in  her  native 
country  some  day.  Some  spouses  refuse  to 
naturalize  out  of  loyalty  to  their  native 
countries;  43  nations,  including  Austria, 
China,  India,  Japan  and  usually  Germany, 
yank  citizenship  from  folks  who  take  an 


oath  of  allegiance  to  the  U.S. 

Fortunately,  there's  another  wa 
minimize  the  damage,  if  you're  ready  toj 
the  lawyers  and  live  with  the  paperwt 
Whatever  would  have  gone  to  the  non 
zen  survivor,  above  the  $1  million  1 
passes  tax  free,  goes  into  a  "qualified 
mestic  trust"  or  QDOT.  One  QDOT  tru 
must  be  a  U.S.  citizen.  If  the  trust  has  n 
than  $2  million  in  assets,  the  U.S.  tru 
must  be  a  bank  or  trust  company  or  n 
put  up  a  bond  or  irrevocable  letter  of  cr 
worth  65%  of  the  trust's  fair  market  vii 
If  the  survivor  dips  into  the  trust  princ 
estate  tax  is  due  on  the  distribution. 

Yet  another  gotcha:  That  new  law 
pealing  the  estate  tax  in  2010  (albeit  for 
one  year)  doesn't  eliminate  it  for  assets 
in  a  QDOT  until  2021.  If  a  QDOT  sou 
like  a  big  pain,  it  is,  which  is  why  you  m 
want  to  include  a  provision  in  the  t 
stating  that  if  the  survivor  naturalizes, 
trustee  can  give  her  the  assets  outright 

One  small  piece  of  good  new 


FOR   CHILDREN  ONLY 


Riches  From  Abroad  j 

You  live  in  the  U.S.,  but  your  rich  parents  don't,  and  they  aren't  American.  How 
should  they  leave  you  your  inheritance? 

That  depends.  If  you  plan  on  staying  in  the  U.S.  permanently,  then  your  par- 
ents should  probably  put  it  in  a  "generation-skipping"  or  "dynasty"  trust  so  the 
money  can  be  passed  down  for  many  generations  without  being  hit  by  federal 
estate  taxes,  says  New  York  lawyer  Carolyn  McCaffrey.  American  parents  can 
put  only  $1.1  million  each  into  such  trusts  before  incurring  stiff  generation-skip- 
ping taxes.  But  foreign  parents  can  usually  put  any  amount  in,  without  federal 
estate  or  gift  taxes  being  due.  Watch  out,  however,  for  state  death  taxes;  some 
states,  including  New  York,  levy  taxes  based  on  where  those  inheriting  live. 

Should  the  trust  be  set  up  in  the  U.S.  or  abroad?  If  you'll  need  income  from  th 
trust,  probably  in  the  U.S.  Yes,  the  income  is  taxed,  either  to  you  if  it's  distributed 
or  to  the  trust  if  it  is  not.  But  capital  gains  are  hit  with  a  maximum  20%  tax.  By 
contrast,  any  income  you  draw  from  a  foreign  trust  is  hit  with  higher  ordinary  in- 
come tax  rates  and  in  some  cases  special  interest  charges,  too. 

If  you  plan  to  leave  the  U.S.  someday,  consider  a  foreign  trust.  While  one  of 
your  parents  is  still  alive,  you  can  draw  from  it  tax  free,  provided  it's  set  up  as  a 
"grantor"  trust.  Once  your  parents  die,  it  gets  trickier,  but  New  York  lawyer  Gideor 
Rothschild  says  he's  come  up  with  a  way  you  can  continue  to  live  off  this  foreign 
trust  tax  free.  First,  it  has  to  be  set  up  so  that  all  the  income  is  distributed  each 
year  to  someone  who  doesn't  live  in  the  U.S.  The  child  in  the  U.S.  gets  his  cut  as 
payments  of  principal,  which,  like  any  other  inheritance  or  gift  from  abroad,  aren'1 
subject  to  U.S.  tax.  The  IRS  has  never  specifically  blessed  this  technique,  but  for 
those  with  enough  money,  it  may  be  worth  a  try.  Rothschild  says  he  recently  set 
up  a  $20  million  trust  of  this  sort  for  a  South  American  family.  — B.Mc^ 
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WILMINGTON 

TRUST 

Recognizing  worth. 


'our  Investments 

Should  Be  As 
iverse  As  You  Are 


London 
New  York 
Palm  Beach 
Philadelphia 
Santa  Monica 
Las  Vegas 
Wilmington 


25  Old  Broad  Street,  44.20.787  7.062  7 
520  Madison  Avenue,  2  1  2.75  1.9500 
2000  PGA  Boulevard,  561.630.1  477 
One  Liberty  Place,  6  1  0.520.1  430 
100  Wilshire  Boulevard,  31  0.899.7000 
3773  Howard  Hughes  Parkway,  702.866.2200 
1100  North  Market  Street,  877.836.9206 


MONEY  &  INVESTING  I  STRATEGIES 


nonciti/en  widow  whose  spouse  hasn't 
done  any  planning  can  set  up  a  QUO!'  for 
herself  after  she  becomes  an  heir.  A  Ger- 
man-born widow  came  to  Chicago  lawyer 
Thomas  McGuire  after  her  husband  died 
in  an  auto  accident.  The  husband  left  $10 
million,  witli  most  of  it  going  into  a  run-of- 
the-mill  marital  trust  for  his  wife,  set  up  by 
a  lawyer  who'd  neglected  to  ask  if  she  was 
a  citi/en.  McGuire  persuaded  a  judge  to 
substitute  a  QDOT.  But  that  might  have 
been  impossible  if  the  trust  had  other  ben- 
eficiaries who  objected  to  the  change. 

What  about  the  treatment  of  property 
left  by  noncitizens  who  don't  live  in  the 
U.S.  but  own  property  here?  Only  $60,000 
of  such  U.S.  property  is  exempt  from  the 
estate  tax.  But  the  tax  doesn't  apply  to 
shares  in  a  non-U.S.  company  or  partner- 
ship. So  foreigners  with  clever  lawyers  usu- 
ally hold  their  U.S.  property  through  off- 
shore partnerships,  while  less-well-advised 
foreigners  get  clobbered. 

Another  solution  for  nonresident  for- 
eigners (but  this  only  works  for  financial 
assets  like  10,000  shares  of  Coca-Cola)  is 
to  give  their  U.S.  property  to  their  kids  be- 
fore they  die.  There's  no  tax  on  such  gifts. 
Of  course,  then  the  kids'  estates  are  exposed 
to  U.S.  taxes,  unless  they  sell  the  stock. 

Historically,  middle-class  Canadians 
have  been  the  most  likely  to  fall  into  the 
U.S.  estate  tax  trap.  They  got  some  relief 
ft-om  a  1995  tax  treaty  that,  among  other 
things,  exempts  from  U.S.  estate  taxes  all 
U.S.  assets  (except  real  estate)  held  in  es- 
tates that  total  less  than  $1.2  million;  al- 
lows Canadians  to  claim  estate  deductions 
for  contributions  to  Canadian  charities; 
and  gives  them  a  share  of  the  normal  U.S. 
estate  tax  exemption.  (For  example,  if  a 
Canadian  holds  half  his  assets  in  the  U.S., 
he  gets  half  of  the  current  $  1  million  estate 
tax  exemption.) 

The  new  treaty  is  keeping  lawyers  busy. 
Toronto  entrepreneur  Avrom  Silver  was 
worth  $99  million  (U.S.)  when  he  died  in 
1997,  shortly  after  merging  his  Gamma- 
North  Peel  Laboratory  Ltd.  with  lab  ser- 
vices giant  Dynacare.  At  his  death  he  held 
U.S.  stock  worth  $516,268.  The  estate  de- 
ducted a  $312,840  charitable  contribution 
fi-om  Silver's  U.S.  holdings.  The  IRS  wants  to 
prorate  the  charitable  gift  over  the  whole 
estate  and  allow  just  a  $1,615  deduction.F 


Pipeline  for 
Profits 

Don't  let  Enron's  escapades  scare  you  away.  You  can  make 
decent  money  on  an  energy  partnership. 
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BY  DANIEL  FISHER 

FOR  ENTERPRISE  PRODUCTS  INVESTORS 
last  year,  the  bull  market  never  ended. 
Shares  in  the  operator  of  propylene 
pipelines,  natural-gas  processing  plants  and 
other  energy-related  assets  rose  62%  to  $48. 
And  with  the  cash  dividend  of  $2.50  a  share 
investors  walked  away  with  a  73%  return. 
Not  bad  for  a  year  in  which  technology 
stocks  plummeted  and  even  energy  giant 
ExxonMobil,  with  its  healthy  2.4%  divi- 
dend, fell  12%. 

Why  the  difference?  Enterprise  Prod- 
ucts is  a  master  limited  partnership,  a  spe- 


cialized investment  vehicle  somewhat  1 
a  real  estate  investment  trust,  whicl 
exempt  from  corporate  income  taxe? 
long  as  it  pays  out  almost  all  of  its  pro 
to  investors.  Unlike  the  ofF-balance-sh 
cesspools  that  hid  losses  at  Enron,  th 
energy  partnerships  are  publicly  trad 
many  on  the  New  York  Stock  Exchar 
and  offer  a  respectable  amount  of  liqu 
ity  and  transparency. 

Here's  the  best  part:  Their  yields 
substantial,  and  as  much  as  95%  of 
cash  they  pay  out  is  treated  as  a  tax-fl 
return  of  capital,  meaning  you  don't  \ 
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tax  until  you  sell  your  shares.  Your 
ter  is  the  depreciation  that  the  part- 
;hip  writes  off  on  its  tax  return.  Those 
reciation  charges  flow  through  to  you. 
h  the  depreciation  figured  in,  your 
e  of  the  taxable  income  is  potentially 
:h  less  than  your  dividend  checks. 
Say  the  partnership  generates  $2  a 
e  in  dividends,  but  thanks  to  $1.50  a 
e  in  depreciation  leaves  you  with  50 
:s  in  currently  taxable  income.  That 
:es  $1.50  of  the  dividend  a  return  of 
tal.  You  apply  this  amount  to  reduce 
r  tax  cost  of  the  shares.  If  you  bought 
n  at  $50,  they  will  now  carry  a  tax 
s  of  $48.50,  potentially  boosting  your 
ble  gain  (or  reducing  the  loss)  when 
sell  the  shares. 

When  you  do  sell,  which  hopefully 
be  a  long  time  from  now,  some  of 
r  gain  will  be  taxed  at  the  favored  18% 
,0%  capital  gain  rate,  some  at  25%, 
some  at  full  ordinary  income  rates, 
return-of-capital  gimmick  thus  has 
dual  benefit  of  deferring  tax  and 


reducing  (to  a  degree)  the  tax  rate. 

You  now  have  a  taste  of  the  downside 
to  this  tax  shelter:  It  makes  filling  out  tax 
returns  horrific.  Instead  of  getting  a  sim- 
ple 1099  dividend  form,  MLP  investors 
receive  a  more  complex  K-1  filing  with 
varying  degrees  of  tax  deferral  and  some- 


times even  taxable  income  in  multiple 
states.  Also,  you  could  get  pushed  into  the 
alternate  minimum  tax,  depending  on 
how  the  MLP  treats  depreciation.  All  this 
is  enough  to  discourage  most  mutual 
funds  and  many  individual  investors 
from  owning  the  beasts,  but  that's  a  good 
thing  for  investors  who  do. 

Apart  from  tax  advantages,  these 
shares  have  performed  marvelously.  A 
composite  of  17  MLPs  tracked  by 
Salomon  Smith  Barney  from  1992 
through  2001  delivered  a  compound 


annual  return  of  16.4%,  compared  to 
1 2%  for  the  stock  market.  Last  year  was  a 
particularly  good  one,  generating  a  38% 
total  return. 

One  factor  in  the  lush  returns  has 
been  falling  interest  rates.  MLPs,  like 
REITs,  are  yield  vehicles,  and  they  go  up  in 


price  when  interest  rates  fall — which 
they've  been  doing — and  down  when 
rates  rise,  just  like  Treasury  bonds.  The 
average  energy  MLP  yield  is  2.9  points 
higher  than  10-year  Treasurys,  and  are 
now  at  the  high  end  of  the  historical 
spread.  If  ultrasafe  Treasury  yields  climb, 
they  will  seem  more  attractive  than  MLPs, 
hurting  the  partnerships'  prices. 

The  second  thing  buoying  MLPs  is 
that  there's  a  buyer's  market  for  pipelines 
and  other  so-called  midstream  assets, 
which  asset-cutting  big  oil  companies 


"It's  a  UNIQUE  ANIMAL  we've  created  here, 
and  one  with  a  lot  of  life  left."   
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and  bankruptcy-mired  Enron  are  selling 
off.  The  revenue  stream  they  bring  is 
dependable.  Even  when  energy  prices  dip, 
as  has  happened  lately,  the  cost  to  trans- 
port and  process  oil  and  gas  doesn't 
waver.  "This  is  really  the  sweet  spot  for 
MLPs,"  says  Salomon  analyst  David 
LaBonte.  "There  are  going  to  be  a  lot 
more  divestitures  this  year." 

Given  that  interest  rates  likely  have 
nowhere  to  go  but  up,  LaBonte  and  other 
analysts  urge  investors  to  focus  on  MLPs 
that  have  been  consistently  enlarging  their 
dividends,  such  as  Kinder  Morgan  Energy 
Partners  (see  table).  This  Houston-based 
operator  of  pipelines,  coal  terminals  and 
other  energy-related  assets  has  increased 
its  dividend  an  average  of  26%  a  year  for 
the  past  five  years,  hitting  $2.20  a  share 
most  recendy.  Kinder  Morgan's  chairman, 
Richard  Kinder,  thinks  the  company  can 
maintain  15%  annual  dividend  growth 
for  the  next  four  years  through  a  combi- 
nation of  acquisitions  and  increased  traf- 
fic on  the  properties  it  owns. 

"It's  a  unique  animal  we've  created 
here  and  one  that  has  an  awful  lot  of  life 
left  in  it,"  Kinder  told  a  standing-room- 
only  crowd  of  analysts  and  investors  at  a 
conference  in  Houston  in  January. 

When  it  comes  to  acquisitions,  there's 
a  certain  amount  of  financial  alchemy 
involved.  Because  MLPs  don't  pay  taxes 

WhataGas^  


they  can  outbid  ordinary  corporations 
for  assets  without  hurting  per-share  earn- 
ings. Kinder  Morgan  bought  $1 .4  billion 
worth  of  pipelines  and  terminals  last  year, 
for  example,  paying  an  average  of  7  times 
operating  income  (earnings  before  depre- 
ciation, interest  and  taxes).  The  market 
values  Kinder  Morgan  at  13.5  times  this 
year's  expected  dividend  of  $2.50  a  share, 
which  is  roughly  equivalent  to  operating 
income.  Thus,  Kinder  Morgan  can  issue 
new  shares  to  buy  assets  and  still  increase 
the  dividend. 

The  better  partnerships  can  manage 
these  feats,  yet  the  quest  isn't  easy.  Says 
Mark  Easterbrook,  an  analyst  with  RBC 
Capital  Markets  in  Dallas:  "You  really 
have  to  keep  an  eye  on  management." 

That  brings  us  to  the  other  downside 
of  MLPs:  the  high  fees.  Partnership  man- 
agers' boodle  makes  hedge  fund  opera- 
tors look  as  if  they've  taken  a  vow  of 
poverty. 

Most  MLPs  pay  a  general  partner  for 
administrative  services,  plus  an  incentive 
fee  that  escalates  as  a  percentage  of  earn- 
ings as  the  dividend  rises.  At  Kinder  Mor- 
gan that  incentive  fee  amounted  to  38% 
of  the  $546  million  in  earnings  the  part- 
nership generated  last  year — not  includ- 
ing $68  million  in  dividends  the  general 
partner,  publicly  traded  Kinder  Morgan 
Inc.,  got  as  owner  of  19%  of  the  shares. 


These  energy-based  master  limited  partnerships,  whose  shares  are  publicly  traded,  offer  nice 
dividend  growth  and  good  yields.  Even  better,  you  don't  have  to  pay  tax  on  most  of  your  dividends 
until  you  sell.  For  the  rate  of  estimated  tax  deferred,  see  the  column  at  right. 


Master  limited  partnership 

yield 

five-year 
annual 
growth 

annual 
payout 

Recent 
price 

Estimated 

tax 
deferred 

Buckeye 

6.8% 

12.1% 

$2.50 

$37 

70% 

El  Paso  Energy 

  ... 

7.0 

12.6 

2.45 

35 

95 

Enbridge  Energy 

8.1 

77 

3.50 

45 

95 

Enterprise  Products 

5.0 

NA 

2.50 

50 

80 

Kaneb  Pipeline  Partners 

7.7 

5.4 

3.00 

39 

80 

Kinder  Morgan  Energy 

6.6 

25.2 

2.20 

33 

95 

Northern  Border 

8.2 

3.7 

3.05 

37 

95 

Suburban  Propane 

8.8 

10.1 

2.25 

26 

80 

Teppco 

7.7 

8.7 

2.30 

29 

80 

Prices  as  of  Feb.  21.  NA:  Not  applicable.  Sources:  Salomon  Smith  Barney:  Market  Guide  via  FactSet  Research  Systems. 


Under  an  agreement  signed  back  wlj 
the  partnership  was  formed  in  19j 
Kinder  Morgan  Inc.  gets  50  cents  of  evj 
dollar  after  the  distribution  hits  93  ceni 
share.  The  upshot  is  that  half  of  the  ea. 
ings  went  into  management's  pocket. 

The  general-partner  payout  has  m;i 
Richard  Kinder  a  billionaire,  thanks  to 
21%  ownership  of  Kinder  Morgan  1 
It's  a  rich  reward  for  managing  so 
assets.  But  at  least  Kinder  Morgan  c 
closes  it  all  in  detail. 

Other  payments  are  harder  to  fer 
out.  Kansas  City,  Mo.-based  Ferrellgas, 
example,  paid  a  general  partner  forme 
controlled  by  founder  James  Fen 
$194.5  million  last  year  for  various  sil 
vices,  employee  expenses  and  incentiv 
including  $1.5  million  in  salary  ail 
bonus  for  Ferrell  himself  That  partn 
ship  had  $64  million  left  to  distribute 
limited  partners. 

But  so  long  as  the  dividends  are  h: 
and  climbing,  you  might  be  able  to  stoi 
ach  the  fees.  Kinder  Morgan  yields  6.« 
and  Ferrellgas  10.4%. 

Most  pipelines  are  on  a  15-y« 
depreciation  schedule  and  MLPs  1 
Kinder  Morgan  and  Enterprise  Produ 
are  adding  more  assets  each  year, 
the  tax-deferral  party  will  last  for  a  lo 
time.  But  it  does  not  go  on  forever.  1 
depreciation  writeoffs  on  the  older  ass 
peter  out,  eventua 

  making  more 

the  dividend  taxab 
Another  possibility 
that  you  get  so  mu 
as  return  of  capi 
that  your  tax  ba 
shrinks  all  the  way 
zero.  Beyond  til 
point  most  of  the  d 
idend  will  be  taxal 
income. 

What  about  t' 
taxes  you  have  d 
ferred  as  you  rode  t 
tax  basis  down  fro 
$50  to  zero?  You  c 
escape  them  perm 
nently  by  giving  t 
shares  to  charity 
leaving  them  in  yoi 
estate. 
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Live  in  the  Heart  of  a  Jewef 
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)rt.an  attirmative  advertisiog  and  marketing 


Dne  Central  Park  condominium  residences 

nparalleled  Columbus  Circle  location.  Unmatched  views  through  shimmering  walls  of  glass, 
he  legendary,  award-winning  service  of  the  renowned  Mandarin  Oriental  Hotel  Group.  Simply 
rilliant.  Magnificently  appointed  residences  are  estimated  up  to  $10  million.  Full  floor,  , 
400  sq.ft.  custom  penthouses  are  priced  upon  request.  For  a  private  appointment  please 
all  21 2-957-0600  or  visit  us  at  www.onecentralpark.com 

Five  Star  i-iving "  at  The  Center  of  everyth i ng  ► 


ONE  CENTRAL  PARK 

AOL  TIME  WARNER  CENTER 


,1,    kiv  -1  finoi  ■ 


It's  amazing 
how  much 
attention  a 
plain  text 
ad  can  get. 


Text  ads  on  Google  are 
keyword  targeted  and 
appear  on  clutter-free 
search  result  pages.  No 
GIFs,  pop-ups  or  flash- 
ing logos.  The  result  has 
been  an  average  click- 
through  rate  5  times  the 
industry  standard. 

Relevant  advertising. 
No  distractions.  Great 
results.  That's  not  really 
surprising,  is  it? 

To  improve  your  online 
advertising  ROI,  contact 
us  at  ad2@google.com. 
Or  call  (650)930-3595. 

Google's  advertising 
program.  It's  simple. 
And  it  works. 

Google 

www.google.com 
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Cash  to  Burn 

Look  for  a  company  that  is  generating  more  money 
than  it  seems  to  know  what  to  do  with. 


BY  ANDREW  T.  GILLIES 

ONE  THEORY  OF  CORPORATE 
finance  says  that  the  whole  point 
of  owning  stock  is  to  collect  div- 
idends on  it.  Yet  this  doesn't  do  justice  to 
companies  that  generate  healthy  cash  from 
their  businesses  but  choose  to  pay  no  or 
meager  dividends.  To  capture  these,  we 
screened  for  companies  that  generate  cash 
above  and  beyond  dividend  payments. 
Specifically,  our  metric  of  excess  cash  flow 
is  cash  from  operations  less  capital  expen- 
ditures and  dividends  paid. 

Example:  DST  Systems,  a  developer  of 
statement-  and  billing-processing  systems 
for  financial  services  and  communica- 
tions firms,  has  enjoyed  27%-a-year 
growth  in  excess  cash  flow  per  share  over 
the  past  three  years. 

Thornburg  Value  Fund  has  700,000 
DST  shares.  Fund  manager  William  V.  Fries 
notes  that  DST's  model  calls  for  spending 
heavily  up  front  to  develop  technology,  but 
the  company  collects  revenues  for  each  mu- 
tual fund  or  billing  account  it  processes. 
Over  its  past  eight  reported  quarters,  DST 
Systems  has  averaged  excess  cash  flow  equal 
to  1 1%  of  sales.  DST  has  used  its  cash  to  re- 
duce shares  outstanding.  Other  ways  share- 
holders can  be  enriched:  A  company  pays 
down  its  debt  or  expands  its  business. 

The  companies  below  have  positive 
excess  cash  flow  for  the  latest  four  quar- 


Power  Stock 


C&D  Technologies  has  generated  fasi 
growing  excess  cash  flow  per  share. 


$3.00 


C&D  Technologies 
2  00  excess  cash  flow  per  share 


■97    '    '98       '99       '00  'D 

Source:  Market  Guide  via  FactSet  Research  Sysfemsl 

ters,  improving  excess  cash  flow  marg| 
for  the  most  recent  quarter  versus 
same  quarter  a  year  ago,  and  three-y| 
excess  cash  flow  growth  of  17%  (annil 
ized)  or  better.  We  also  limited  our  seal 
to  firms  with  price-to-earnings  multin 
below  their  historical  averages  and  thi| 
with  long-term  debt  less  than  equity. 

C&D  Technologies  makes  backil 
power  systems  for  telecom  and  industi 
customers.  For  its  most  recently  repo]j| 
quarter  (October)  it  had  excess  cash  fl| 
per  share  of  $2.05.  Down  53%  from  its 
week  high,  C&D  sells  for  1  times  sales. 


The  six  companies  below  generate  excess  cash  flow,  defined  as  cash  from 
operations  minus  capital  expenditures  and  dividends  paid. 

LATEST  12  MONTHS 

sales    excess  cash  flow 
Company  Price       ($mil)  ($inil) 


C&D  Technologies  $20.44 


DST  Systems 


41.45 


Omnicare 


22.30 


Tommy  Hilfiger 
Torchmark 


11.76 


38.45 


Varian 


33.72 


$547 


$52 


1,593 


163 


2,159 


118 


1,849 


249 


2,692 


601 


751 


42 


3-year  growth  in 
excess  cash  flow/share^ 


Divide 
yield 


42% 


0.3? 


27 


0.0 


65 


0.4 


17 


0.0 


24 


0.9 


42 


0.0 


Prices  as  of  Feb.  20.  'Annualized. 

Sources:  Market  Guide  and  FT  Interactive  Data  via  FactSet  Research  Systems. 
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Introducing  four  smarter  solutions  to  propel  your  company  forward. 


Move  your  company  forward  faster.  At 
Ernst  &  Young,  our  people  are  among 
the  most  experienced,  knowledgeable 
and  committed  in  the  profession.  Bringing 
a  comprehensive  approach  to  your  vital 
business  needs.  We  have  focused  our  resources 
to  offer  four  new  solution  areas:  Risk  Solutions, 
Financial  Performance  Solutions,  Transaction  Solutions 
and  Emerging  Growth  Company  Solutions.  All  to  deliver 
smarter  solutions  to  your  business.  Full  speed  ahead,  ey.com 


r  ^               -  ■  i  J-' . . .  '  V  

k  Solutions 

FROM  THOUGHT  TO  FINISH^ 

nsaction  Solutions 

ancial  Performance  Solutions 

erging  Growth  Company  Solutions 

Ernst  &  Young  lip 
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Makftrs  &.  Breakers 


On  the  Road  Again 


Winnebago's  order  back- 
Jog  has  rebounded  smartly 


1 

1,500 

1,000 

500 

0 

AGING  BABY  BOOMERS  WITH 
a  wanderlust  could  mean  better 
days  for  WINNEBAGO  INDUSTRIES, 

the  leading  maker  of  big 
motor  homes. 

Sales  of  such  toys,  like 
topselling  Adventurer  at 
$103,000,  are  cyclical.  Indeed, 
Winnebago  (NYSE:WG0)  suf- 
fered a  9.5%  decline  in  revenues 
for  its  fiscal  year  ended  last 
August.  Here  is  what's  ahead: 
"2002  is  shaping  up  to  be  a  big 
bounce-back  year,"  says  Scott  L. 
Stember,  senior  equity  analyst  at 
Sidoti  &  Co.  "We're  seeing  the  next  cycle." 

Winnebago's  order  backlog  has  increased  70%  from  a  year 
ago,  to  2,365  of  these  rolling  living  rooms.  For  the  first  fiscal 
quarter  ended  last  November,  revenues  and  profits  rose  9%  and 
25%,  to  $179  million  and  $10.7  million,  respectively. 

Stember  is  riding  Winnebago  because  of  its  brand  name, 
debt-free  balance  sheet  and  gains  in  motor-home  market 
share — up  ft-om  17%  to  19%  in  just  one  year,  according  to  Sta- 
tistical Surveys,  the  RV  industry  research  firm.  Climbing  out  of 
the  September  slump,  Winnebago  shares  have  doubled,  but  the 
stock  still  sells  for  just  18  times  Stember's  fiscal  2002  earnings 
per  share  estimate  of  $2.36.  Rivals  Fleetwood  and  Coachmen 
have  lost  money,  and  Monaco  Coach  has  a  higher  price/earnings 


www.forbes.com/mal 


charge  it  took  to  cover  a  Whitman  subsidiary's  environmei 
cleanup  and  a  revamping  of  eastern  European  operatic 
"They're  still  putting  this  company  together,"  says  Timoi 
Drake,  analyst  at  Banc  One  Investment  Advisors. 

He  thinks  PepsiAmericas  has  the  better  potential  for  gair 
trades  at  22  times  earnings  (excluding  nonrecurring  charges 
Pepsi  Bottling's  26,  and  at  1.5  times  book,  compared  to 
larger  sibling's  4  times.  — Andrew  T.  Gii 


Gold  From  Gray 


Stock  price 


5/99 

Source:  Winnebag(^ 


2/28/01    .  2/22/02 


ratio  of  31. 


-ViviatJ  Woo 


ASSISTED-LIVING  COMPANIES— WHICH  HOUSE  THE  ELDEl 
and  provide  services  ranging  from  medical  care  to  houseka 
ing— once  sported  P/E  ratios  in  line  vv 
their  tenants'  ages.  But  then  came  a  bu: 
ing  glut.  More  bad  news:  One  of 
largest,  SUNRISE  ASSISTED  LIVING,  has  take 
pasting  from  a  mid-February  Mer 
Lynch  downgrade  related  to  its  off-l 
ance- sheet  treatment  of  the  real  estatej 
Sunrise  (NYSE:  SRZ)  shares,  in  this  pc 
Enron  climate,  dropped  by  a  third  to  $21. 

But  A.  Lanny  Thorndike,  managing  director  of  Cent 
Capital  Management,  thinks  the  panic  is  overblown.  Sunri 
putting  the  buildings  into  separate  partnerships  is  a  le 
move,  amply  disclosed,  that  Sunrise  plans  to  continue,  he  si 
With  the  asset  sales,  analysts  expect  EPS  to  jump  80%  in  21 
to  $1.97.  Back  out  those  sales,  and  core  earnings  still  advan 
a  healthy  38%.  Besides,  with  a  91%  occupancy  rate, 
business  is  sound.  Not  bad  for  a  stock  with  a  P/E  of  12. 

— Daniel  Kru 


Bottled  Up 


Stock  price 


A  YEAR  HAS  PASSED  SINCE  PEPSIAMERICAS 

merged  with  Whitman  Corp.  to  form  the 
world's  number  two  Pepsi  bottler,  behind  Pepsi 
Bottling  Group.  As  soft  drink  giant  PepsiCo 
has  surged,  Pepsi  Bottling  has  benefited  (2001 
net  income  was  up 
33%  to  $305  million),  but 
PepsiAmericas  has  not 
idown  76%  to  $19  mil- 
lion). Over  the  past  12 
months  Pepsi  Bottling's 
stock  rose  20%  to  $24, 
while  PepsiAmericas' 
(NYSE:  pas)  slid  19%  to  $13. 

Why?  Much  of  PepsiAmericas'  poor  per- 
formance stems  from  a  painful  $120  million 


Net  Nannies 


2/28/01  2/22/ 


2/28/01  2/22/02 


WEBSENSE  SOFTWARE  HELPS  COMPANIES  POLICE  THEIR 
employees'  workaday  bent  for  online  gambling,  day  trad- 
ing and  porn.  Revenues  at  Websense  (Nasdaq:  WBSN) 
doubled  to  $36  million  in  2001,  earning  the  company  $3.1 
million,  versus  a  loss  of  $5.9  million  the  year  before. 

Great  results,  but  William  Lyons,  editor  of  Short  On 
Value  newsletter,  has  doubts.  To  the  deskbound,  he  says, 
the  thrill  of  these  productivity-sapping  escapes  is  gone. 

At  $23,  shares  trade  at  154  times  earnings.  The  company's  chairman,  Jof 
Carrington,  and  chief  financial  officer,  Douglas  Wride,  have  been  taking  a< 
vantage  of  the  lofty  share  price.  Between  Dec.  1, 2001  and  Feb.  6  they  sold  ? 
million  of  stock.  When  the  pair  joined  in  1999,  they  invested  their  own  ca: 
in  Websense;  the  sales  are  to  recoup  their  investment,  Wride  says.  To  kee 
shares  up,  Websense  will  have  to  maintain  its  100%  sales  growth  for  years.  In 
possible,  says  Lyons.  Short  it  and  cover  at  $15.  — Christopher  Helma 
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A  PERSPECTIVE  ON  TAX-FREE  INVESTING 


^/^ING  IT  IS  HARD 
taiPING  IT  IS  USiEli 


Franklin  Tax-Free  Funds  ore 
designed  to  provide  you  monthly 
tax-free  income  while  seeking  to 
oreserve  your  capital.  But  you 
don't  have  to  be  wealthy,  or  close 
:o  retirement  to  take  advantage 
3f  these  funds.  They  can  provide 
strong  benefits  for  most  investors 


Invest  with  the  tax-free  leader, 
and  keep  more  of  what  you  earn. 


year  periods,  respectively,  ended 
12/31/01."  Of  course,  past  per- 
formance does  not  guarantee 
future  results. 

As  the  nation's  largest  tax-free 
mutual  fund  manager,  we  review 
more  than  1,500  new  debt  issues 
every  year.  And  our  advice  is  often 


n  a  27%  federal  income  tax  bracket  or  higher. 

The  Franklin  Federal  Tax-Free  Income  Fund's  Class  A 
;hares  received  a  5-Star  Overall  Morningstar  Rating  ™  by 
v\orningstar.  Inc.,  against  a  universe  of  1,647,  1,445 
]nd  487  municipal  bond  funds  for  the  3-,  5-  and  10- 


sought  on  the  structuring  of  municipal  bond  offerings. 

To  gain  more  perspective  on  the  Franklin  Tax-Free 
Funds,  contact  your  investment  representative,  call 
1-800-FRANKLIN  Ext.  F945  or  visit  our  website  at 

franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE'"  > 

Templeton  Distributors,  Inc.,  One  Franklin  Parl<way,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information,  including  sales  charges,  expens- 
isks.  Please  read  it  carefully  before  you  invest  or  send  money. 

jividends  are  generally  subject  to  state  and  local  income  taxes,  if  any.  For  investors  subject  to  federal  or  state  alternative  minimum  tax,  a  portion  of  these  dividends  may  be  subject  to  sucti 
ibutions  of  capital  gains  and  of  ordinary  income  from  accrued  market  discount,  if  any,  are  generally  taxable. 

e:  MOilNfiSI/lil '  Morningstar  proprietary  ratings  reflect  historical  nsk-adjusted  performance  as  of  12/31/01.  The  ratings  are  subject  to  change  every  month.  Past  performance  does  not 
38  future  results.  Morningstar  ratings  are  calculated  from  the  fund's  three-,  five-  and  ten-year  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjust- 
id  a  nsk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  The  top  1 0%  of  the  funds  in  a  broad  asset  class  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive 
he  next  22.5%  receive  2  stars  and  the  hortom  1 0%  receive  1  star,  Morningstar  does  not  guarantee  the  accuracy  of  this  information.  Ratings  are  for  Class  A  shares  only;  other  classes  may 
more  current  performance  Information,  please  call  Franklin  Templeton  Investments  at  1-800-342-5236.  fob3/02 


Franklin  Federal  Tax-Free  Income  Fund' 

Morningstar  Ratings  "  12/31/01* 

OVERALL 
***★★ 

THREE  YEAR 
*★*★ 

FIVE  YEAR 
★  ★★* 

TEN  YEAR 
★  ★*★* 

HE  Emerging  Equity  Review 


Important  Developments  at  America's  Emerging  Growth  Companies 


API  Electronics  Group 


API  manufactures  high-quality  electronic  com- 
ponents that  keep  the  giant  U.S.  military  machine 
running  smoothly.  These  parts  are  critical  for  the 
efficient  operation  of  military  hardware,  such  as  Ml 
tanks,  jet  fighters  and  Patriot  missiles.  API  is  often 
the  only  place  to  fmd  these  essential  components, 
making  the  company  a  "mini-monopoly"  in  a  high- 
ly profitable  niche  market.  API  recently  shipped  its 
largest  order  ever  to  the  U.S.  Military  Electronics 
Supply  Center  The  company  has  a  strong  cash 
position  to  execute  its  aggressive  acquisition- 
based  growth  strategy,  no  long-term  debt  and,  in 
May,  recorded  a  48.5%  increase  in  net  revenue  over 
the  previous  fiscal  year  New  orders  booked  for  the 
first  half  of  the  2002  fiscal  year  are  up  30%.  API  is 
highly  optimistic  about  the  prospects  for  accelerat- 
ed sales  and  earnings  growth  due  to  a  sharp 
increase  in  the  forecast  for  electronics  content  pro- 
curement by  the  Department  of  Defense.  With 
defense  spending  soaring,  API  is  poised  to  become 
the  dominant  player  in  the  year's  hottest  sector 

New  York,  NY  •  APIEF  •  Defense 
www.APIelectronics.com 
877-274-0274 


New  Horizons 


QurlOthYear 


1982-2002 


Anaheim,  CA  •  NEWH  •  Computer  Training 
www.newhorizons.com 
714-940-8001 


m 


New  Horizons  Worldwide 


New  Horizons' 

Computer  Learning  Centers 

Choose.  Lfarn.  SuccEcn. 

New  Horizons  Worldwide  (NASD:  NEWH)  both  oper- 
ates and  franchises  New  Horizons  Computer 
Learning  Centers,  the  world's  largest  independent 
computer-training  company.  The  New  Horizons 
Integrated  Learning  offering  blends  classroom 
learning  with  eLearning  to  provide  customers 
with  a  single  solution  for  their  IT  training  needs. 
The  network  of  more 
than  280  training 
centers  in  46  coun- 
tries provides  busi- 
nesses and  individ- 
uals with  more  ways  to  learn,  more  courses  at 
more  times  and  in  more  locations  than  any  other 
company  in  the  industry. 

Investment  highlights  include:  five-year  rev- 
enue CAGR  of  22%;  market  leadership  position; 
largest  international  training  network;  major  cor- 
porate contracts;  and  customized  training  offer- 
ings for  businesses  around  the  world. 


LifePoint,  Inc. 


lifepbint 


LifePoint,  Inc.  (AMEX:  LFP) 
is  a  medical  company  that 
has  just  launched  its 
unique  product  -  the  first 
non-invasive,  rapid,  on-site  diagnostic  device.  By 
using  saliva,  the  automated  device  generates  up  to 
10  blood-comparable  results  in  under  five  minutes. 
The  LifePoint"  Impact'"  Test  System  simultaneously 
tests  for  five  drugs  of  abuse  as  well  as  alcohol  and 
has  1 1  target  markets.  The  first  three  targeted  mar- 
kets alone  have  a  market  opportunity  of  $1.6B  and 
include  workplace,  emergency  medical  testing  and 
law  enforcement  in  conjunction  with  LifePoint's 
partner  CMI. 

LifePoint  has  over  20  patents  pending  or  issued  to 
protect  the  important  inventions  that  allowed  the 
development  of  this  unique 
product.  The  Impact"'  Test 
System  uniquely  provides 
quantitative  and  highly  sensi- 
tive lab-quality  results  to  be 
generated  immediately  on- 
site  by  virtually  anyone,  anytime  and  anywhere.  The 
broad  product  expansion  into  additional  markets  will 
include  therapeutic  drug  monitoring,  rapid  diagnos- 
tic testing,  and  wellness  and  health  screening. 

Ontario,  CA  •  LFP  •  Medical 
www.LifePointlnc.com 
909-418-3000 


Aceto  Corporation 


Aceto  Corporation,  a  54-year-old  global  dis- 
tributor of  pharmaceuticals  and  specialty  chem- 
icals, has  established  a  unique  business  model 
that  makes  it  the  only  distribution  company 
capable  of  supplying  the  pharmaceutical  and 
nutritional  industries  anywhere  in  the  world. 
Aceto  supplies  a  wide  range  of  products,  includ- 
ing Active  Pharmaceutical  Ingredients  (primarily 
generic  drugs  -  representing  30%  of  the  compa- 
ny's overall  sales  volume),  basic  and  advanced 
intermediates,  nutritional  raw  materials  and 
excipients. 

Key  factors  in  Aceto's  success  are  its  ability  to 
service  multinational  pharmaceutical  companies 
through  its  offices  in  the  United  States,  Germany, 
France,  The  Netherlands,  Singapore,  India  and 
China,  the  capability  to  provide  regulatory  sup- 
port worldwide  and  its  strong  supply  positions  in 
China  and  India  -  the  fastest-growing  and  low- 
est-cost pharmaceutical-producing  countries  in 
the  world. 

Lake  Success,  NY  •  ACET  •  Pharmaceuticals 
www.aceto.com 
516-627-6000 


Matrix  Service  Company 


^  MATRIX  SERVICE  COMPAIf 
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With  a  strategic  focus  on  its  core  business, 
new  management  of  Matrix  Service  Compai 
(NASD:  MTRX)  has  successfully  turned  the  coi 
pany  around.  This  is  evidenced  by  the  stro: 
EPS  growth  of  218%  during  the  first  six  mont 
of  fiscal  2002.  Revenues  during  that  same  pen 
rose  23%.  As  the  largest  U.S.  tank  maintenan 
and  repair  contractor,  primarily  for  the  peti 
chemical  industry,  the  company  is  well  po: 
tioned  to  continue  as  a  leader  in  its  field.  T 
continued  trend  of  its  clients  to  outsource  no 
core  activities,  and  increased  federal  mandat 
for  cleaner  fuels,  should  provide  strong  interr 
growth  for  the  company's  aboveground  storai' 
tank  group,  as  well  as  its  turnaround  and  cc 
struction  services  segments.  With  its  strong  b; 
ance  sheet.  Matrix  is  looking  to  make  acqui 
tions  which  will  be  immediately  accretive 
earnings.  Matrix's  goal  is  to  double  revenues 
$400  million  by  2005,  while  increasing  margi|}$i4.s 
to  a  pre-tax,  pre-interest  level  of  7.0%. 

Tulsa,  OK  •  MTRX  •  Oil  Services 
www.matrixservice.com 

918-838-8822 


Lifeway  Foods 


Lifeuuav. 


Lifeway  Foods  (LWAY)  is  the  country's  leadi 
dairy  processor  and  supplier  of  a  cultured  bev 
age  known  as  Kefir,  which  is  widely  embracedl 
health  food  circles.  Kefir  is  classified  as  a  pro 
otic  food  that  promotes  numerous  health  benef 
as  documented  by  many  studies.  Lifeway  Kefii 
offered  in  both  organic  and  natural  lines  and 
described  as  tasting  like  a  smoothie  or  milkshai 
Lifeway  recently  successfully  introduced  the  fi 
organic  soy- 
Profit  Per  Share 


Jlioss 
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based  kefir. 
Soy  Treat,  a 
.welcome 
development 
for  those  who 
consume 
non-dairy 

products.  Lifeway  has  been  profitable  since 
founding  in  1986.  and  is  20%  owned  by  Grc 
Danone,  internationally  known  for  its  Dannon  c 
tured  yogurt  products.  Lifeway  Kefir  and  chee; 
are  distributed  in  the  U.S.  nationwide  and  Cana 

Morton  Grove,  IL  •  LWAY  •  Dairy  Processo 
www.kefir.com 
847-967-1010 
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12  Month 

12  Month 

State 

Change 

National 

Change 

3,472.9 

+1% 

284,796,9 

+1% 

124.5 

+4% 

9,319,9 

+1% 

2,1 17.4 

-23% 

160,874.9 

-11% 

01  y1  0  0  n 

21,4J0.y 

+24% 

1,418,788.6 

+  17% 

1,563.8 

+21% 

39,888.7 

+  17% 

7.0 

+71% 

5.3 

+39% 

52,125.0 

+47% 
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+34% 
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+1% 
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-2% 
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UNIVERSITY     OF  OREGOl 


AIIVI 


PLIED  INfORMATlON  MANAGtMENT 


sful  Master's  Program  Online! 

liversity  of  Oregon  interijiscipli- 
ter's  ijegree  program  in  Applied 
on  Management  (IS:AIM)  was 
in  response  to  rapid  develop- 
information  technologies  and 
ting  impact  on  organizations, 
i  in  association  with  several 
stries,  the  courses  are  taught  by 
dge  faculty  from  a  number  of 
:olleges  and  universities  and 
professional  sector. 
2000,  the  AIM  master's  degree 
ivailable  online.  AIM  Online  pro- 
same  dynamic  curriculum  as 
Dnsite  Program  but  in  a  more 
e  manner  for  students  who  are 
attend  classes  at  the  University 
Vs  Portland  campus.  Courses 
ound  with  periodic  short  breaks 
ledule. 

the-Art  Virtual  Classroom 

s  developed  by  AIM  faculty 
tudents  through  textual,  audio 
I  modes  in  order  to  address  var- 
rning  styles.  Students  are 
to  review,  analyze,  synthesize 
late  course  content.  Since  dis- 
among  students  has  always 
important  characteristic  of  the 
iite  courses,  the  structure  of 
lurses  preserves  this  feature. 


By  working  in  virtual  teams,  students 
have  the  opportunity  to  learn  from  one 
another  in  the  online  courses,  just  as  they 
do  on-site. 
Created  for  Today's 
Interconnected  World 

The  degree  is  specifically  designed  to 
serve  mid-career  professionals,  and 
includes  a  broad  student  population.  The 
AIM  Program  is  based  on  the  belief  that 
information  managers  must  have  more 
than  an  understanding  of  new  technolo- 
gies; they  must  combine  knowledge  in 
management,  business  and  visual  com- 
munications with  an  awareness  of  high 
technology  and  its  global  context  in  order 
to  meet  the  challenges  of  the  future.  The 
degree,  awarded  by  the  University  of 
Oregon  Graduate  School,  offers  innova- 
tive study  in  management  education  as 
an  alternative  to  the  traditional  Master  of 
Business  Administration  or  a  master's 
degree  in  computer  science. 


Contact: 

University  of  Oregon 

Applied  Information  Management 

Master's  Degree 

800-824-2714 

www.aimdegree.com 
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CA  Unemployment  Rate 


12  Month 

12  Month 

General  State  Indicators 

State 

Change 

National 

Change 

Total  Residential  Population-2001  (Ths.) 

34,501.1 

+  1% 

284,796.9 

+1% 

Gross  State  Product-2001  (Bil.  $) 

1,322.7 

+2% 

9,319.9 

+1% 

Total  Exports-Q3  2001  (Mil.  $) 

25,004.7 

-19% 

150,874.9 

-11% 

Personal  Bankruptcies-Q3  2001 

141,416.7 

+7% 

1,418,788.6 

+  17% 

Business  Bankruptcies-Q3  2001 

5.117.1 

+17% 

39,888.7 

+  17% 

Labor  Indicators 

Unemployment  Rate-Nov  2001 

5.8 

+23% 

5.3 

+39% 

Initial  Unemployment  Claims-Nov  2001 

270,530.0 

+17% 

2,061,402.0 

+34% 

Civilian  Labor  Force-Nov  2001  (Ths.) 

17,521.1 

+2% 

141,911.0 

+1% 

Non-Agricultural  Employ.-Nov  2001  (Ths.) 

14,829,6 

0% 

132,418.0 

-1% 

Construction  Indicators 

Total  Residential  Permits-Nov  2001  (YTD) 

132,078.0 

+1% 

1,502,581.0 

+2% 

Freddie  Mac  Mortgage  Home  $  lndex-Q3  2001 

228.2 

+13% 

193.1 

+8% 

SPECTRUM 


Human  Resource  Systems  Corporation 


Best-of-Breed  Software 

SPECTRUM  Human  Resource  Systems 
Corporation  is  a  pioneer  in  the  develop- 
ment of  human  resource  management 
systems  (HRMS)  for  the  personal 
computer.  Remaining  independent  and 
funding  its  growth  through  revenues, 
SPECTRUM  has  carved  a  solid  niche  by 
offering  consistently  high-quality  HR 
products  and  services.  Headquartered  in 
Denver,  Colorado,  SPECTRUM  serves  the 
HRMS  needs  of  both  small  and  large 
organizations. 

Since  Its  founding  m  1984,  SPECTRUM 
has  provided  HRMS  software  to  over 
6,000  organizations.  The  company  owes 
its  success  to  client  enthusiasm 
achieved  through  not  only  the  complete 
functionality  of  the  software,  but  also  the 
services  provided  directly  from  within  the 
organization.  SPECTRUM'S  strategic  HR 
solutions  products,  iVantage®  and 
HRVantage''',  provide  unequaled  integra- 
tion of  HR  knowledge,  industry  experi- 
ence and  the  latest  technology. 

iVantage  is  a  fully  Web-native  HRMS 
that  provides  HR,  managers  and  corpo- 
rate executives  anytime,  anywhere 
access  to  vital  HR  data.  Employee 
statistics  and  corporate  data  are  avail- 
able for  analysis  using  On  Line  Analytical 
Processing  (OLAP)  tools  that  are  a  part  of 
the  Microsoft""  SQL  database.  Add-on 


modules  for  specific  needs  such  as  posi- 
tion control  and  budgeting,  salary 
survey,  and  employee  and  managerial 
self-service,  provide  organizations  with 
even  greater  flexibility  and  functionality. 
In  addition,  iVantage  interfaces  to  pay- 
roll providers  or  in-house  payroll 
systems,  and  other  third-party  software 
solutions.  Systems  can  be  implemented 
on  servers  at  the  organization's  own 
location  or  SPECTRUM  will  host  the 
system  at  a  secure,  managed  facility 
and  act  as  the  DBA.  iVantage  is  also 
available  on  a  subscription  basis  for  a 
small  monthly  fee. 

The  company's  LAN-based  product, 
HRVantage,  provides  desktop,  depart- 
mental solutions.  It  is  functionally  rich 
and  easily  customized  to  serve  the 
unique  needs  of  diverse  organizations  in 
every  industry.  Employee  and  manager 
self-service  are  available  to  assist  over- 
worked HR  departments  by  reducing 
paperwork  while  providing  valuable 
communications  and  needed  services  to 
every  employee.  An  extensive  library  of 
standard  reports  is  available,  as  well  as 
the  ability  to  create  custom  reports. 

Contact: 

Nancy  Spoor,  EVP/COO 

303-592-341 1  •  www.spectrumhr.com 

nspoor@spectrumhr.com 


iiwmii  1 1  mil  III!  null 


The  Contrarian  By  David  Dreman 

The  Non-Enrons 


ENRON'S  FALLOUT  HAS  CONTAMINATED  COMPANIES 
with  even  a  minor  involvement  in  the  energy-trading 
business.  The  panic  shows  a  flaw  in  investors'  thinking 
that  the  psychologists  call  representativeness  bias:  mis- 
taking a  superficial  resemblance  for  a  deep  similarity. 
Investors  are  overlooking  the  fact  that  the  non- Enron  outfits 
offer  strong  earnings  and  revenue  growth,  along  with  far  more 
transparency.  As  far  as  I  can  tell,  the  non-Enrons  aren't  deceiv- 
ing us  with  hocus-pocus  accounting.  They  own  pipelines,  nat- 
ural gas  processing  plants  and  electric  utilities.  Much  of  the 
energy  trading  they  do  is  to  hedge  against  future  price  fluctua- 
tions, not  to  beguile  Wall  Street. 

True,  the  non-Enrons  are  a 
lot  riskier  than  traditional  value 
stocks:  They  tend  to  be  highly 
leveraged  and  depend  on  vola- 
tile energy  prices.  A  warm  win- 
ter and  an  oversupply  of  natural 
gas  and  space  on  power  trans- 
mission lines  are  big  problems 
lately.  The  price  for  peak-time 
electricity  averaged  3.7  cents  a 
kilowatt-hour  recently  across 
the  U.S.,  down  55%  from  May 

2000.  But  it  is  not  the  case  that 
a  power  producer  can  make 
money  only  during  a  Califor- 
nia-style shortage.  Power  pro- 
ducers can  make  money  in  nor- 
mal times,  too. 

Reliant  Resources  (10,  RRl).  In  May  2001  parent  Reliant 
Energy  sold  the  public  20%  of  Reliant  Resources,  an  energy 
trading  business,  with  a  full  spinoff  to  shareholders  expected  by 
the  spring. 

On  Wall  Street,  Reliant  looks  too  much  like  Enron,  and 
that's  why  the  stock  is  off  75%  from  its  52-week  high.  Reliant 
triggered  additional  fears  by  postponing  the  issuance  of  its 
2001  financial  statements.  The  harmless  reason:  Its  accoun- 
tants have  decided  to  report  some  trading  profits  in  futures  for 

2001,  rather  than  recognize  them  in  the  current  year.  The 
switch  will  boost  200 1's  earnings  by  34  to  48  cents  a  share  to 
$1.99  to  $2.13  and  lower  this  year's  income  by  a  similar 
amount.  At  5  times  the  lower  earnings  figure  for  2001,  Reliant 
is  very  undervalued. 

Mirant  (9,  mir).  The  stock  of  this  power  producer  is  down 
83%  fi-om  its  12-month  high.  Exposure  to  Enron,  its  largest  cus- 
tomer (14%  of  2001  sales),  helped  halve  fourth-quarter  net 
income  to  $30  million.  A 


Stocks  in  some 
energy  outfits  are 
unfairly  tarred  by 

the  mess.  While 

riskier  than  the 
usual  value 
stocks,  they  boast 

good  prospects. 
And  they're  cheap. 


overexpansion:  It  spent  $5. J 
lion  in  the  past  two  year 
property,  plant  and  acq' 
tions.  It  thereby  quadru 
generating  capacity,  but  it 
increased  its  debt  bui 
enough  so  that  in  Decen 
2001  Moody's  downgr 
Mirant  to  junk  status. 

Mirant  is  making  the  n« 
sary  fixes.  It  raised  $766  mi 
in  a  year-end  equity  offe 
and  aims  to  bring  debt  down  this  year  to  50%  of  capital ! 
65%.  Expect  a  10%  annual  growth  rate  in  the  top  line, 
stock  is  cheap  at  five  times  earnings. 

Dynegy  (23,  DYN).  The  primo  post-Enron  power  prod 
and  energy  merchant  is  off  62%  from  its  high,  with  the  bu 
the  drop  coming  in  the  last  few  months.  Yet  despite  the  marl 
baleful  view,  the  company's  prospects  are  robust;  I  expect  a 
annual  growth  in  sales. 

Dynegy's  Enron  taint  stems  from  its  effort  to  buy  the  fe 
Houston  company  last  faO  as  Enron  was  in  its  death  spiral.  I 
egy  backed  out,  snaring  Enron's  biggest  pipeline.  Northern 
ural  Gas,  on  the  way  out  the  door.  Enron  is  suing,  complai 
that  Dynegy  had  no  right  to  squelch  the  merger  deal  and 
sink  Enron. 

Dynegy's  legal  position,  I  think,  is  solid:  It  likely  won't 
to  give  back  the  pipeline,  nor  will  it  have  to  pay  damage; 
leaving  Enron  at  the  altar. 

Even  better,  Dynegy's  financial  position  is  just  as  solj 
raised  $775  million  in  a  stock  offering  in  December  and  I 
good  partner  for  the  pipeline  venture  in  Chevron.  Dyne 
debt  is  just  50%  of  capital.  At  a  multiple  of  12,  Dynegy  is  r 
certainly  a  buy. 

Williams  Cos.  (17,  WMB)  suffers  fi-om  concern  about  the 
billion  in  loan  guarantees  and  other  debt  exposure  it  has  s 
former  subsidiary,  fiber-optics  operator  WUliams  Commuii 
tions.  The  Williams  Cos.  stock  price  has  tumbled  63%  Iror 
high.  Also  feeding  the  panic:  Williams  has  held  off  issuini 
2001  statements  pending  the  restructuring  talks  of  Willi 
Communications  and  the  telecom's  creditors. 

But  even  if  Williams  has  to  pay  off  all  the  Williams  G 
munications  debt  it  backed,  which  appears  unlikely,  the  o 
pany  is  still  a  very  sound  operation.  Earnings  were  up| 
last  year.  Williams  maintains  a  BBB  S&P  rating  (an  im 
ment  grade  two  notches  above  junk).  And  Williams'  sto« 
affordable  at  an  1 1  P/E. 


larger  problem  is  Mirant's 


David  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City,  N.J.  His  latest  book  is  Contr6 
Investment  Strategies:  The  Next  Generation.  Visit  his  home  page  at  www.forbes.com/dreman. 
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Yes,  But  By  James  Grant 

Pecora's  Ghost 


ALWAYS,  AFTER  A  BUST,  THERE  IS  REMORSE.  THEN  COME 
recrimination  and  reform.  And  then  a  boom,  to  be 
followed  by  bust  and  the  same  cycle  all  over  again. 
What  follows  reform  is  more  reform.  Post-Enron, 
many  sound  proposals  for  the  improvement  of  U.S. 
accounting  and  financial  practices  have  come  up  for  public  dis- 
cussion. Many  unsound  proposals  have  similarly  been 
advanced.  On  form,  Congress  will  weigh  both  kinds,  but  give 
special  weight  to  the  bad  ideas. 

Yet  neither  kind  addresses  the  fundamental  cause  of  the  Enron 
calamity.  The  problem  hes  not  with  the  rules  and  regulations.  It 
lies  with  the  human  beings. 

People  are  not  intrinsically 
greedy.  They  are  only  cyclically 
greedy.  So  lusty  was  the  up  cycle 
of  the  1990s  that  it  is  still 
imprinted  on  the  American 
investment  mind.  As  Kenneth 
Lay  was  taking  the  Fifth 
Amendment  on  Feb.  12,  the 
shares  of  the  corporate  wreck 
he  used  to  lead  were  certified 
worthless;  Enron  attested  to  the 
fact.  Mr.  Market,  though,  feeling 
lucky,  quoted  them  at  33  cents, 
or  $250  million  in  toto.  What 
species  of  reform  would  per- 
suade the  players  in  this  scrip 
that  for  every  share  of  stock 
there  ought  to  be  an  underlying 
business? 

There  is  plenty  that  can  be,  and  should  be,  reformed.  The  true 
cost  of  stock  options  should  be  reflected  on  the  income  statement 
of  the  company  dispensing  these  emoluments.  Subsidiaries  that  a 
parent  controls  but  does  not  now  consolidate  should  be  consoli- 
dated. Liabilities  should  be  disclosed,  not  hidden  under  the  rocks 
strategically  placed  by  investment  bankers. 

But  sometimes  reform  backfires.  James  S.  Chanos,  a  short- 
seller  who  figured  out  Enron  before  anyone  else,  recently  told 
the  House  Energy  Committee  about  the  abuses  that  followed 
passage  of  a  1995  reform  measure.  This  law,  the  so-called  Safe 
Harbor  Act,  holds  executives  legally  blameless  if  they  over- 
promise  and  underdeliver.  "That  statute,  in  my  opinion,"  said 
Chanos,  "has  emboldened  dishonest  managements  to  lie  with 
impunity,  by  relieving  them  of  concern  tliat  those  to  whom  they 
lie  will  have  legal  recourse.  The  statute  also  seems  to  shield 
underwriters  and  accountants  from  the  consequences  of  lax 
performance.  Surely,  some  tightening  of  this  legislation  must  be 
possible,  while  retaining  the  worthy  objective  of  preventing  friv- 


Whatgood  is 
securities  reform 

if  investors  are 
deaf  to  bad  news 

in  good  times? 
Maybe  soon  they 
won't  be  able  to 
hear  good  hews  in 
bad  times. 


olous  lawsuits." 

Reformers,  too,  sometii 
overpromise.  From  1933 
1934  Ferdinand  Pecora,  cou) 
to  the  Senate  Banking  Comr 
tee,  conducted  hearings  into 
abuses  that  preceded  the  1 
crash  and  ensuing  Gi 
Depression.  Out  of  this  invt 
gation  came  the  Securitie 
Exchange  Commission  and 
mandatory  corporate-disc 
sure  rules  that  Enron  seems  to  have  complied  with  in  lette 
not  in  spirit.  Pecora  put  his  trust  in  sunshine,  and  he  regre' 
that  investors  had  had  so  little  during  the  Coolidge  boom. 

"[H]ad  there  been  full  disclosure  of  what  was  being  don 
furtherance  of  these  schemes,"  wrote  the  inquisitor  in  his  1 
memoir  Wall  Street  Under  Oath,  "they  could  not  long  have  s 
vived  the  fierce  light  of  publicity  and  criticism.  Legal  chicar 
and  [pitch]  darkness  were  the  banker's  stoutest  allies." 

Now  we  know  better.  In  a  flyaway  stock  market,  inves' 
have  no  time  to  read  the  financial  documents  so  painstakir 
compiled  for  their  information  and  protection.  They  are 
busy  watching  CNBC.  "You  can  lead  a  whore  to  culture,  but 
can't  make  her  think,"  famously  remarked  Dorothy  Parker. 

Frank  Partnoy,  an  authority  on  fmancial  derivatives  v 
teaches  at  the  University  of  San  Diego  Law  School,  has  poir 
out  that  Enron  was  a  derivatives  mill,  not  an  energy  comp; 
From  1998  to  2000  it  generated  $16  billion  in  derivatives  ga 
a  scale  of  operation  that  made  Long-Term  Capital  Managen^ 
"look  like  a  lemonade  stand."  By  combining  derivatives  trac 
with  those  notorious  "special  purpose  entities,"  Enron  was  i 
to  hide  debts  and  trading  losses  and  to  inflate  the  value  of  tr 
bled  operating  businesses  (e.g.,  a  venture  in  fiber-optic-ba 
width  trading). 

Partnoy,  testifying  in  lanuary  before  the  Senate  Gove 
mental  Affairs  Committee,  said  something  that  would  h 
made  Pecora  wince:  "All  the  facts  I  have  described  in  my  te 
mony  were  available  to  the  gatekeepers  [e.g.,  auditors,  anal) 
rating  agencies].  I  obtained  this  information  in  a  matte; 
weeks  by  sitting  at  a  computer  in  my  office  in  San  Diego  anc 
picking  up  the  telephone.  The  gatekeepers'  failure  to  discc 
this  information  and  to  communicate  it  effectively  to  invest 
is  simply  inexcusable." 

In  the  great  bull  market,  investors  were  deaf  to  bad  nt 
One  day,  perhaps,  they  will  refuse  to  listen  to  good  news.  / 
that  day  will  be  the  bear  market's  bottom. 


■CV||-|-|^^j  [  James  Grant  is  the  editor  of  Grant's  Interest  Rate  Obsei 
^^m^mmi^^i  I  Visit  his  home  page  at  www.forbes.com/grant. 
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^  Cure  tor  Neglect 

:ient  scourges  are  ravaging  the  developing  world  and  threaten  to 
ead  widely.  To  the  rescue:  a  wave  of  unlikely  alliances  among  big 
g  firms  and  global  do-gooders,  i  by  robert  langreth 


Children  in 
Tanzania 
can't  afford 
pricey  new 
malaria 
cures. 


^  VERY  WEEK  200  CHILDREN  WITH  MALARIA  TRUNDLE 
into  the  Muheza  Designated  District  Hospital  on  Tan- 

I  zania's  northern  coast.  Sadly,  the  main  affordable 
weapon  in  the  hospital's  arsenal  is  pyrimethamine-sul- 
fadoxine,  a  30-year-old  drug  cocktail  that  works  only 

the  time  against  drug-resistant  strains  common  in  this  part 

ib-Saharan  Africa.  Doctors  watch  helplessly  as  15%  of  the 

:ted  children  suffer  relapses  and  die. 

5ut  there  may  be  hope  for  these  kids.  Thanks  to  an  unusual 
t  venture  between  drug  firm  GlaxoSmithKline  and  the 
Id  Health  Organization,  a  potent  and  affordable  new 
iria  drug  combo  called  Lapdap  could  reach  the  hospital 
in  a  year.  If  it  wins  approval  in  the  U.K.  and  Africa  as 
cted,  Lapdap  will  save  tens  of  thousands  of  lives  each  year, 
iding  hundreds  of  children  in  the  Muheza  hospital,  says 
)nest  Mutabingwa,  a  doctor  who  treats  kids  there, 
.apdap  is  an  early  product  of  a  new  era  of  cooperation 
'een  the  drug  industry  and  health  care  not-for-profits,  a 
'  alliance  long  marred  by  mistrust.  A  dozen  or  so  innovative 
ic-private  partnerships,  armed  with  millions  of  dollars  from 


the  Bill  and  Melinda  Gates  Foundation  and  other  big  charities, 
aim  to  operate  like  biotech  firms,  speeding  new  drugs  and  vac- 
cines to  the  developing  world. 

In  the  past,  ideas  for  drugs  to  treat  malaria  and  other  ne- 
glected diseases  often  languished  in  labs  because  of  hard  eco- 
nomics. It  takes  10  to  15  years  and  $100  million  or  more  to  de- 
velop a  drug,  but  in  Afi'ica  the  cost  of  a  cure  must  be  kept  below 
a  dollar  per  patient  per  day  for  short-term  treatments  and  much 
less  for  years-long  AIDS  therapies;  these  nations  can't  afford  more 
than  that.  Governments  and  activists  view  this  dilemma  as  caused 
by  drug  firms  elevating  profi.ts  over  people.  Drugmakers  call  this 
view  naive,  as  it  ignores  the  cost  of  developing  drugs  and  puts  the 
onus  on  shareholders  to  supply  poor  countries. 

Human  catastrophes  have  forced  the  two  sides  to  make  nice. 
Relatively  new  diseases  like  AIDS  get  most  of  the  attention,  but 
ancient  killers  once  thought  to  be  under  control  are  on  the  rise 
in  sub-Saharan  Africa,  Asia  and  South  America:  malaria,  tuber- 
culosis, leishmaniasis  (also  known  as  dum-dum  fever).  Each 
year  malaria  kills  1 . 1  million  people  and  infects  300  million,  and 
its  incidence  is  growing  3%  annually.  Treatment-resistant  strains 
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of  tuberculosis  are  spreading  rapidly  in  Russia  and  China. 
Thanks  to  modern  air  travel,  these  and  other  exotic  diseases 
threaten  to  reinvade  the  West. 

For  drugmakers,  investing  a  small  amount  in  neglected  dis- 
eases— besides  being  the  right  thing  to  do — could  help  quiet  the 
cascade  of  criticism.  "If  you  only  look  at  maximizing  short-term 
profit,  you  may  not  survive  in  the  long  term,"  says  Novartis 
Chairman  Daniel  Vasella.  Twenty  years  ago  South  Korea  and 
China  were  considered  Third  World,  but  today  they  thrive. 

The  malaria  drug  Lapdap,  if  approved  by  year-end,  would  be 
the  biggest  success  story  so  far.  Glaxo  is  committed  to  producing 
it  for  less  than  50  cents  for  a  three-day  treatment.  "It's  important 
because  we  desperately  need  new  drugs  out  there,"  says  William 
Watkins,  the  University  of  Liverpool 
researcher  who  invented  it. 

Watkins  came  upon  the  idea  for 
Lapdap  20  years  ago  as  a  young 
researcher  in  Kenya.  He  realized  that 
the  malaria  parasite,  which  is  trans- 
mitted by  female  mosquitoes  and 
infects  blood  cells,  would  eventuaUy 
develop  resistance  to  existing  drugs, 
including  the  pyrimethamine  cock- 
tail. Looking  for  a  cheap  replace- 
ment, he  came  up  with  a  combina- 
tion of  dapsone,  an  old  leprosy 
medication,  and  chlorproguanil  or 
Lapudrine,  an  old  malaria  prophy- 
lactic. Like  many  antimalarials,  they 
block  the  synthesis  of  folic  acid,  a 
key  nutrient.  Each  has  weak  anti- 
malarial activity  on  its  own,  but 
Watkins'  experiments  over  several 
years  showed  the  new  combo  to  be  a 
potent  parasite  killer. 

To  make  sure  the  drug  was  safe, 
he  swallowed  high  doses  for  a 
month.  Watkins  was  unharmed, 
except  for  some  temporary  hair  loss. 
Preliminary  human  tests  in  the  mid- 
1980s  confirmed  its  promise.  But  he 
was  unable  to  get  any  drug  firms 
interested  in  conducting  the  neces- 
sary large-scale  studies. 

About  the  only  sympathetic  lis- 
tener he  could  find  was  John  Hor- 
ton,  a  parasitologist  at  SmithKline 
and  a  passionate  hunter  for  afford- 
able cures  for  tropical  parasites.  Like 
Watson,  Horton  believed  the  fastest 
and  cheapest  way  to  aid  poor  coun- 
tries was  to  turn  existing  lab  com- 
pounds into  new  drugs.  Intrigued, 
Horton  provided  a  $30,000  grant  to 
help  Watkins  and  his  colleague,  Peter 


Ancient  Killers  Are  Loose 

Malaria  and  tuberculosis  are  on  the  rise  in  the 
developing  world,  but  drug-resistant  IB  probably 
represents  the  greatest  long-term  threat  to  the  West. 
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Winstanley,  continue  their  studies.  Slowly  the  two  built  evidei 
that  Lapdap  could  kill  resistant  strains  of  the  parasite. 

Theil"  work  became  far  more  urgent  in  the  late  1990s,  when 
pyrimethamine  combo  suddenly  started  to  fail  in  Kenya  and  ot 
countries  as  the  parasite  mutated  and  became  resistant.  Horton 
cided  to  join  forces  with  Winston  Gutteridge,  his  counterpart  atj 
World  Health  Organization.  WHO  had  expertise  in  doing  drug 
als  in  Africa,  but  it  needed  GlaxoSmithKline  to  manufacture 
drug  and  guide  it  through  the  approval  process.  WHO's  willingi 
to  share  costs  gave  Horton  ammunition  in  selling  the  idea  to 
superiors.  In  1999  the  two  sides  and  the  British  government  agr 
to  kick  in  $2  million  each  for  large-scale  trials. 

Tests  on  more  than  2,000  chOdren  in  several  African  co 
tries  now  show  that  Lapdap  cii 
significantly  more  malaria  cases  tl 
pyrimethamine-sulfadoxine  and 
help  in  tough  cases  where  it  fails. 

Lapdap  is  only  a  temporary 
the  parasite  wOl  become  resistan 
it  in  five  to  ten  years.  The  ultim 
solution  may  be  a  shot  to  previ 
malaria.  The  Malaria  Vaccine  Inii 
tive,  created  by  the  Gates  Foundat 
in  1999,  is  spending  $6.7  mUlior 
fund  children's  trials  of  Gla 
SmithKline's  malaria  vacci 
RTS,S/AS02;  on  its  own,  Gla 
SmithKline  would  have  been  ha 
pressed  to  justify  the  expense,  i 
engineered  vaccines  such  as  this 
far  more  expensive  to  produce  tl 
pills  like  Lapdap.  A  factory  co 
cost  $100  million,  and  it  remain 
be  seen  who  would  foot  the  bill. 

New  treatments  for  tubercul 
and  tropical  diseases  also  are  in 
works.  WHO  and  the  Gern 
biotech  firm  Zentaris  are  testing 
first  pill  for  visceral  leishmaniasi 
deadly  tropical  parasitic  diseass 
Novartis  foundation  is  spend 
$  1 20  million  over  ten  years  for  a  i 
lab  in  Singapore  to  study  den 
fever  and  TB.  AstraZeneca  recei 
dedicated  a  TB  lab  in  India.  And 
month  the  Global  Alliance  for 
Drug  Development,  another  fie 
Hng  nonprofit,  licensed  a  promi; 
TB  drug  from  biotech  firm  Chin 
Like  Lapdap,  all  these  partners! 
must  overcome  daunting  techn 
and  economic  challenges.  But  if 
a  few  succeed,  millions  of  lives  cc 
be  saved;  sometimes  that's  pr! 
enough. 


TB  is  spreading, 
•  Hot  spots 


Outbreaks 


Sub-Saharan  Africa 


China 


204     FORBES"  March  18,  2002 


1003  '^uedujoo  s  PJO)xo  SP  'S 


,  03 

^  i 


CD 


o  ^ 


CD 


kOmi  10  HltWCHELOS 


Instant  Advertiser  Information 
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puico  -  Ft.  Lauderdale 
Crystal  Symphony 


Don't  Miss  This 
Fotbes  Experience... 

12  fabulous  days  aboard  the  six-star 
luxury  liner,  Crystal  Symphony.  You'll  enjoy 
regal  treatment  from  the  acclaimed,  hand- 
selected  staff  whose  personalized  European 
service  sets  Crystal  apart  from  any  other  cruise 
line.  All  for  as  little  as  S6800  per  cabin. 


An  Investment  Seminar — it's  a 
unique  one-stop  educational  resource 

for  everything  that  relates  to  investing,  the 
economy,  and  your  money.  Whether  you  are 
developing  your  investment  skills,  and 
knowledge,  or  you  are  an  experienced  investor 
who  wants  to  advance  to  a  higher  level  of 
sophistication,  you  belong  on  The  Forbes 
Cruise  for  Investors. 

Informal   get-togethers^^  with  some 
of  the  world's  top  investment  advisors.  While 
enjoying  scrumptious  gourmet  meals... or 
walking  on  deck  in  warm  tropical  settings... 
buttonhole  the  experts  for  your  own  private 
question-and-answer  session... talk  with 
Ken  Fisher,  Joe  Battipaglia  or  even 
Steve  Forbes  himself! 


(001057)  i 


to       Christopher  Joseph 
r  Buckley  Battipaglia 


Liquid  crystal  television 


AQUOS 


Introducing  Aquos,  inspiring  flat-panel,  liquid  crystal  television.  Crystal-clear  image  quality.  Outstanding 
brightness.  And  a  screen  that's  merely  2.5  inches  thin.  Aquos  by  Sharp.  It's  what  TV  will  be.  sharp-usa.com 


be  sharp 
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Turkish  Delight 

hout  an  art  collection,  you're  just  another  rich  guy— as  one  billionaire  discovered  early  on. 

BY  MATTHEW  SWIBEL 


AKIP  SABANCI  KICKED  HIMSELF 
■  out  of  his  own  home  two  years 
ago.  He  moved  out  all  his  pos- 
sessions — his  Sevres  porcelain, 
Chinese  vases  and  ancient 
[sh  carpets.  Valuable  glass  and  crystal 
boxed  and  sent  to  storage.  "My 
ds  asked  me,  'Why  are  you  leaving 
ia  good  location?'"  says  Sabanci  of 
ill  overlooking  Istanbul's  Bosporus 


on  which  his  20-room  Italian-style  man- 
sion sat.  Answer:  He  was  transforming  his 
home  into  an  art  museum. 

On  lune  8  the  Turkish  billionaire's 
former  residence  will  reopen  as  the  Sakip 
Sabanci  Museum,  equipped  with  auto- 
matic humidity  sensors,  trained  docents 
and  art  restoration  labs — a  fitting  show- 
case for  400  pieces  of  Ottoman  calligra- 
phy and  Turkish  paintings  collected  over 


three  decades  by  the  diminutive  mer- 
chant prince. 

Love  of  art  had  little  to  do  with 
Sabanci's  impulse  to  collect,  at  least  at 
first.  He  was  not  born  into  a  family  of  col- 
lectors. "My  father,  poor  man,  barely  had 
enough  money  to  make  a  home,"  Sabanci, 
69,  recalls  in  hahing  English.  The  only  ar*^ 
the  family  had  were  decorative  ceiling 
carvings  done  by  the  father  himself 
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Sabanci's  instincts  were  commercial. 
He  took  over  his  family's  small  textile 
business  in  1964  and  transformed  it  into 
a  $12  billion  (sales)  conglomerate — from 
cement  and  food  to  plastics— that  has  1 7 
joint  ventures  in  a  dozen  different  coun- 
tries, including  France  (Danone)  and 
Japan  (Toyota).  It  didn't  hurt  that  his  sec- 
ond in  command  during  the  1970s,  Tur- 
got  Ozal,  later  became  Turkey's  business- 
friendly  prime  minister  and  handed 
crucial  licenses  and  permits  to  Sabanci 
Holding.  Today,  from  his  39-story  twin- 
tower  headquarters,  Sabanci  (pro- 
nounced sa-BAHN-zhe)  has  31,000 
employees  in  60  companies  that  account 
for  5%  of  Turkey's  tax  base.  In  the  Middle 
East  billionaires  list  on  page  127,  Sabanci 
appears  8th. 

Money  defines  power — or  so  Sabanci 
believed,  he  says,  early  in  his  career.  But 
when  he  hobnobbed  with  counterparts 
abroad — at  DuPont,  say,  or  at  Bridge- 
stone  Tire — he  learned  otherwise.  "I 
talked  about  our  employee  base,  our 
earnings,  our  factories,"  he  says,  leaning 
forward  and  wagging  his  finger.  "But  all 
they  told  me  about  was  their  Picassos, 
their  museums."  The  moral  wasn't  lost 
on  him:  You're  nobody  without  an  art 
collection  of  your  own. 

The  Turkish  tycoon,  then  in  his  40s, 
returned  home,  resolving  to  emulate  his 
art-rich  peers.  But  how  could  he  compete 
against  their  Matisses  and  Van  Goghs? 
With  help  from  advisers,  Sabanci  began 
buying  Ottoman  calligraphic  works — 
never  mind  that  Sabanci,  like  95%  of 
Turks,  had  never  learned  to  read  or  speak 


Sultans  supported  calligraphy  In  the  same  way  European  monarchs  supported  painting 


value  as  a  cultural  artifact.  Few  western 
collectors,  though,  knew  about  it,  much 
less  appreciated  it.  Even  among  Turkish 
art  collectors  Sabanci  had  the  field  almost 
to  himself.  Prices — reasonable  when  he 
started — were  brought  still  lower  by  a 
depression  in  the  Turkish  art  market  in 
the  mid-1970s.  Fine  19th-century  com- 
positions that  today  could  bring  $5,000 
sold  then  for  $500. 

By  1998  Sabanci  had  spent  $15  mil- 
lion on  his  collection,  the  priciest  piece 
being  a  $400,000,  1541  Koran  from  the 
era  of  Suleiman  the  Magnificent.  Sabanci 
figured  that  his  collection  would  garner 
attention  for  its  uniqueness  and  novelty. 

He  figured  right.  The  Metropolitan 
Museum  of  Art  selected  71  examples  of 


market.  "Prices  have  gone  up  a  lot,"  n 
Deborah  Freeman  at  Christie's  in  L 
don.  Half  of  the  250  items  in  Chris 
April,  2002  catalog  for  Islamic  art  are' 
ligraphic  works  on  paper.  Opening 
range  ft-om  $3,000  to  $360,000.  Says 
lector  Irvin  Schick,  a  Harvard  ma 
matician  who  owns  40  pieces  of  Otto 
calligraphy,  "I  bought  an  item  for  $3( 
1976 — Sotheby's  recently  apprais 
comparable  piece  for  $20,000."  Now, 
professor's  salary,  he's  worried  at 
being  priced  out  of  the  market.  Bac 
Turkey,  calligraphy  has  become  a  st 
symbol  for  the  nouveau  riche. 

"Competition  is  wonderful,"  say! 
banci.  He  himself  is  out  of  the  ma 
Fearing  that  after  his  death  dispute; 


"All  they  told  me  about  was  THEIR  MUSEUMS." 


a  word  of  ancient  Arabic. 

From  the  10th  century  on,  Ottoman 
sultans  had  supported  calligraphers  in 
much  the  same  way  that  monarchs  in 
Europe  later  sponsored  painters.  The 
beauty  of  their  work  became  renowned. 
To  quote  an  ancient  Turkish  adage:  "The 
Koran  was  revealed  in  Arabia;  it  was  best 
recited  in  Egypt  and  best  written  in  Istan- 
bul." Sultanic  decrees,  or  fermans,  took 
the  form  of  magnificent  scrolls,  topped  by 
the  ruler's  personal  monogram,  or  tugra. 
Calligraphy,  for  Sabanci,  thus  held  special 
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calligraphy  (all  ftom  his  collection)  for  a 
stunning  1998  exhibit  called  "Letters  in 
Gold."  "We  knew  it  was  a  bit  esoteric," 
says  Stefano  Carboni,  associate  curator  of 
Islamic  art  at  the  Met,  "but  it  was  nice  to 
show  something  unknown.  It  is  now  the 
strongest  art  form  for  Islamic  collectors." 
Some  700,000  people  saw  Sabanci's  col- 
lection after  it  left  the  Met  for  the  Los 
Angeles  Count)'  Museum  of  .A.rt,  Har\  ard 
University,  the  Louvre  and  the  Guggen- 
heim in  Berlin. 

Sabanci,  in  effect,  created  his  own 


tween  heirs  could  cause  his  coUectic 
be  broken  up  or  sold,  he  has  given  it,  a 
with  his  former  mansion  and  a  $40 
lion  posthumous  endowment,  to  a 
tanbul  universit)'  he  founded  and  na|ierforiT 
in  his  family's  honor.  "I  always  am  p 
ing  to  gain  acceptance  for  Turkish 
sans,"  he  says,  fists  raised  in  the  air.  1 
too,  his  collection  hasn't  hurt  his  star 
with  fellow  billionaires.  He  leans  ba 
his  chair  with  satisfaction:  "Those  : 
business  partners  who  talked  about 
art  started  giving  me  a  different  smiJ 
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The  Victory  Divifer^f ied^  ii^ty^ 
S&P  500  in  virtu^^^^^^^^ 


(Like,  for  instance,  the  one  we're  in  now.) 


ctory 

al  Management 


It's  one  thing  for  a  portfolio  to  consistently  outperform  the  S&P  500.  It's  another  to  find  one 
that  controls  downside  risk.  The  Victory  Capital  Management "  Diversified  Equity  Portfolio 
does  both.  It's  a  portfolio  structured  with  an  emphasis  on  diversification  and  reduction  of 
individual  stock  and  sector  concentration  that  can  be  prevalent  in  the  S&P  500.  And,  of 
course,  each  stock  is  rigorously  screened  for  superior  value  characteristics  and  upside 
potential.  To  learn  more  about  our  Diversified  Equity  Portfolio  as  a  separately  managed 
account,  call  Victory  Capital  Management  at  1  -877-660-4400. 

Investment  Management        Mutual  Funds        401(k)  Plans 


erformance  is  not  indicative  of  future  results.  Performance  data  used  to  calculate  risk  is  net  of  fees  as  of  December  31,  2001. 
/ersified  Equity  Portfolio's  upside  market  capture  is  104.0%  vs.  the  S&P  500  of  100%.  The  Diversified  Equity  Portfolio's  downside 
capture  is  91.5%  vs.  the  S&P  500  of  100%.  The  Upside/Downside  Market  Capture  graph  shows  the  percentage  of  benchmark 
ent  captured  by  a  manager  in  both  up  and  down  markets.  Upside  %  is  computed  for  periods  when  the  market  has  a  positive  return, 
'wnside  %  is  computed  for  penods  when  the  market  has  a  negative  return.  When  the  manager  has  an  Upside  %  in  excess  of  100% 
Downside  %  less  than  100%,  it  means  the  manager  has  outperformed  the  benchmark  in  both  up  and  down  markets.  The  S&P  500 
;  an  unmanaged  index  comprised  of  500  domestically  traded  common  stocks  and  is  weighted  according  to  the  market  value  of  each 
■n  stock  in  the  Index  and  includes  reinvestment  of  dividends.  Investments  may  not  be  made  in  an  index.  Victory  Capital  Management 
i  member  of  the  Key  financial  network. 
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Splat! 


Try  doing  200mph— but  first  renew  your  life  insurance. 

BY  JAMES  M.  CLASH 


THEY  SAY  THERE'S  A  THRILL-SEEKING 
circuit  in  the  brain  that  explains  the 
behavior  of  gamblers  and  sports 
fans.  Maybe  it  explains  how  I  found  myself 
last  month  at  California  Speedway  in 
Fontana,  dressed  in  a  flameproof  racing  suit 
and  sitting  behind  the  wheel  of  a  675hp 
Indy  500  car.  In  a  less  powerful,  similarly 
constructed  car  last  fall,  I  had  for  a  split  sec- 
ond hit  199mph  on  the  back  straight  of  the 
Texas  Motor  Speedway.  The  goal  of 
200mph  had  eluded  me.  With  a  true  Indy 
car,  which  can  top  2 10, 1  could  not  only  hit 
the  200  mark  but  maintain  that  speed  for 
an  entire  lap.  That  would  put  me  in  an  elite 
club:  More  people  have  climbed  Mt.  Ever- 
est than  have  driven  a  200mph  lap. 

Wliat  does  it  feel  like  to  see  the  world 
flash  by,  a  football  field  every  second,  in  an 
open-cockpit  car  with  your  backside  three 
inches  off  the  ground?  If  you  can  get  some- 
one to  lend  you  a  vehicle  (in  my  case.  Bray- 
ton  Racing,  an  Indy  Racing  League  team), 


If  the  helmet  fits,  wear  it- 
unfortunately,  mine  didn't. 


and  if  you  can  stomach  the  risk,  find  out. 

I  sat  strapped  into  the  claustrophobic 
cockpit  with  six  belts,  tightened  to  where 
I  had  trouble  breathing.  The  clutch,  brake 
and  throttle  are  all  within  inches  of  each 
other.  Good  thing  you  don't  much  need 
the  first  two  once  up  to  speed.  To  slow  for 
corners,  just  back  off  the  throttle. 

Almost  the  minute  I  roared  out  of  the 
pits,  I  knew  something  was  wrong.  My  hel- 
met, which  had  felt  a  tad  loose  in  the  garage, 
was  buffeted  by  tornado- force  winds.  On 
the  straightaways,  I  had  to  take  my  left  hand 
off  the  steering  wheel  to  hold  the  helmet 
down,  just  so  I  could  see  the  track. 

After  five  laps  around  the  two-mile 
oval,  the  car  and  I  really  began  to  fly.  I  ran 
the  throttle  closer  and  closer  to  the  limit 
set  by  a  governor  to  protect  the  engine, 
and  held  it  there  longer.  On  lap  ten,  I  got 
a  signal  telling  me  to  pit.  Either  we  had  hit 
200mph,  or  I  needed  to  come  in  for 
adjustments,  perhaps  to  my  helmet.  I 


shifted  into  neutral  and  coasted  a  half- 
into  pit  lane.  There  was  no  engine  no; 
but  I  figured  I'd  just  stalled. 

Suddenly,  three  track  workers  ) 
toward  me  with  fire  extinguishers.  "Dc 
panic,"  one  said.  I  looked  in  my  rearv 
mirror  and  knew  why.  Smoke  belch 
from  the  car.  I  had  blown  the  engine,  ri 
ning  it  in  excess  of  11, 000  revolutions 
minute  in  third  gear.  My  run  was  o' 
Average  speed  on  my  best  lap:  163.6m 

I  felt  I'd  let  everyone  down,  nol 
mention  costing  Brayton's  sponsors, 
Bull  Energy  Drink  and  Rhino  Clean 
Products,  $20,000  in  engine  damage 
I  also  felt  lucky  to  be  alive:  Sometir 
when  an  engine  overheats  to  the  poini 
cracking  the  seals,  oil  spills  onto  the  ti 
sending  the  car  into  a  spin.  I  was  travel 
at  171mph  when  mine  blew,  so  tj 
wouldn't  have  been  a  pretty  sight. 

Brayton  and  I  have  vowed  to  give 
quest  for  200mph  another  try,  at  a  tracj 
Michigan  this  summer.  Next  time,  thoij 
I'll  be  starting  with  a  helmet  that  fits. 

Among  the  racing  schools  open  to  the  pw 
Skip  Barber,  Lakeville,  Conn.;  Driving  \ 
Las  Vegas,  Nev.;  and  Bertil  Roos,  Blake: 
Pa.  The  longer,  Web  version  of  this  story 
forbes.com/200rnph,  has  links  to  the  sch 
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Imagine 
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Worldwide 
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Turn  a  few  short  business  trips  into  two  free  weeionds 
at  750  of  the  world's  best  hotels  and  resorts. 
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Free  Friday  Nig 


2  Free  Saturday  Nig 


10  =   2  FREE  WEEKENDS 


Visit  spg.com  or  call  1-877 -STARWOOD  to  enroll  in  StanA/ood  Preferred  Guesf  and  to  register. 
Be  sure  to  mention  registration  code  WKDFBS.  Earn  Free  Weekends  Worldwide "  now  through  June  30,  2002. 


Westin 


Sheraton 


FourPoints 

Sheraton 


The  Luxury  Collection 


W 


HOTELS 


Earn  500  bonus  Starpoints"  every  time  you  book  online. 

i@SPG.COM 


pr  valid  for  members  of  Starwood  Preferred  Guest  only.  You  must  register  for  this  promotion  by  visiting  www.spg.com.  or  by  calling  1-877-STARWOOD.  Five  and/or  ten  eligible  nigtits  must  take  place  from 
y02  througti  6/30/02,  Five  and/or  ten  eligible  nigtits  do  not  need  to  be  consecutive.  After  stay  criteria  tias  been  met,  you  may  redeem  Free  Fridays  and  Free  Saturdays  from  4/1/02  ttirougti  8/31/02 
articipating  properties  worldwide.  For  reservations,  visit  www.spg.com,  or  call  1-877-STARWOOD.  Redemption  applies  to  standard  guestrooms  only  Free  Weekends  Worldwide  awards  are  subject  to  availability  and 

Ponal  restrictions  may  apply.  Please  visit  www.spg.com  for  a  complete  list  of  non-participating  redemption  tiotels,  as  not  all  SI.  Regis  hotels  are  participating.  For  complete  terms  and  conditions  of  the 
ood  Preferred  Guest  program  and  the  Free  Weekends  Worldwide  promotion,  please  visit  vifww.spg.com  or  call  1-877-STARWOOD.  FW.FSAD  03/02-20168 


BE  PART  OF  ONE  OF  THE  MOST  POWERFU 
EVENTS  IN  BUSINESS  TODAY 


Join  us  and  give  your  employees  the  opportunity  to  explore  new  ways  of  succeeding 
inside  and  outside  company  walls  with  the  world's  most  extraordinary  leaders. 

On  April  1 1  we'll  connect  thousands  of  people  around  the  world  in  an  unprecedented 
Global  Town  Hall.  You  can  make  it  possible  for  your  employees  to  participate  without  the 
hassle  of  travel — even  from  the  comfort  of  your  own  office. 

The  3rd  Annual  MainEvent  will  be  an  unparalleled  forum  connecting  global  leaders  and 
participants  in  a  provocative  and  interactive  conversation  about  leadership,  corporate  culture 
and  diversity.  Attendees  will  obtain  actionable 

tools  that  improve  the  way  people  manage  and  .  or\r>o  -r 

work  in  today's  challenging  business  environment.  MainEvent    2002  TO  p  1  C  S  ! 

In  its  third  successful  year,  MainEvent2002  will  be         •  Finding  Heroism  In  Your  Work 

telecast  live  to  hundreds  of  locations  worldwide,         •  The  Truth  About  the  24/7  World  Of  Communication 

allowing  you,  your  employees  and  colleagues  not         •  We're  All  Connected:  How  To  Create  The 

only  to  be  inspired,  but  to  expand  and  deepen  your  Network  Of  Your  Lifetime 

understanding  of  what  it  takes  to  be  successful         •  The  Best  Leadership  Is  Gender  Neutral 

managers  and  leaders  in  business  today. 


The  Panelists  Include: 


Charlotte  Beers, 

Former  Chair,  J  Walter  Thompson; 
Undersecretary  of  State  for  Public  Diplomacy 

Cherie  Blair, 

Barrister  and  wife  of  Tony  Blair 
David  Gergen, 

Professor  of  Public  Service,  Kennedy 
School  of  Government,  Harvard  University 
Anne  Mulcahy, 
CEO.  Xerox 


Strategic  Partners: 


Contact  us  at  91  7  452  0290  or  visit 
www.womenfuture.com  to  learn  more  and  give 
employees  the  opportunity  to  engage  in 
Womenfuture's  powerful  MainEvent  2002. 
Companies  of  all  sizes  are  invited  to  participate 


accenture 


> 


Forbe 


Tom  Peters, 

Author  &  Management  Guru 
Elizabeth  J.  Smith, 

Managing  Director,  GE,  IBM  Corporation 
Kim  Sung  Joo, 

CEO,  Sung  Joo  International 

Paula  Zahn, 

CNN  anchorwoman 


ARNOLD  &  PORTER 


'nysi 


QPB 


And  many  more 


womenfiitii 


ixury  Properties  Now  Available  on  Forbes 

www.Forbes.com/lifestyle/realestate/ 


te  Waterfront  Estate  $7,500,000 

le  finest  properties  on  Cape  Cod,  this  3,642  sq  ft.  ttiree-bedroom,  ttiree-bath  home  m 
ers  a  beautiful  private  white  sand  beach  and  commanding  water  views.  Built  in  1900,the 
ivers  nearly  10  acres  and  also  features  a  separate  guesthouse  with  one  bedroom  and  one 

20-1130  Kinlin  Grover  GMAC  Real  Estate 


French  Chateau  Masterpiece  $6,995,000 

Completed  in  1999.  Chateau  Suburbaine  features  a  tagade  of  Arkansas  limestone  and  a  roof  of  hand- 
cut  slate  imported  from  China,  Situated  on  apprx,  1,2  acres  in  the  Dallas/Ft  Worth  Metroplex,  the 
home  features  five  bedrooms,  five  full  baths,  formal  living  room,  wine  room,  media  room,  game, 
room,  five-car  garage  and  a  raised  reflecting  pool, 

(972)  380-7702  Ellen  Terry  Realtors 


;h  Country  Manor  $2,495,000 

i/er  five  acres,  this  elegant  five-bedroom  estate  is  located  in  exclusive  Bernardsville,  M,J . 
■set  County  Built  in  1938  and  renovated  in  the  1980s,  it  features  period  details,  land- 
irounds.  modern  gourmet  kitchen  and  a  two-car  garage.  One  hour  from  Manhattan, 
34-9100  Turpin  Real  Estate 


Frank  and  Barbara  Sinatra  Estate  $12,500,000 

This  spectacular  six-bedroom  villa  is  located  |ust  noilh  ol  Sunset  Boulevard  in  Beverly  Hills,  Totally 
hidden  from  the  street  behind  electric  gates  The  entry  hall  opens  to  a  dramatic  living  room  with 
fireplace,  dining  room  and  art  gallery  that  all  overlook  the  backyard  and  pool  as  well  as  serene 
waterfall  and  pond.  Available  fully  furnished, 

(310)  278-331 1  Hilton  &  Hyland 


Olive  Street  $5,595,000 

in  the  heart  of  Coronado,  Calif ,  this  gracious  Spanish-style  five-bedroom  estate  offers  pri- 
Ind  its  stucco  walls  and  a  marvelous  viewpoint  from  a  rooftop  deck.  Special  features 
,  curved  staircase,  stucco  'ireplaces  and  gleaming  hardwood  floors,  A  separate  apartment 
a  bedroom,  bath  and  kitchenette. 


59-4033 


The  Willis  Allen  Company 


One  Rosa  Park  Place  $1,700,000 

This  7,723  sq  ft  historic  home  located  on  St  Charles  and  Rosa  Park  in  New  Orleans'  upscale 
Garden  District  was  built  over  100  years  ago.  It  features  seven  bedroom.s,  five  full  baths  and  13' 
ceilings,  mahogany  and  oak  paneling,  exquisite  stained  glass  windows  and  central  air  The  mani- 
cured grounds  contain  a  pool,  patio  and  garage, 

(504)  236-831 1  Latter  &  Blunn 


ipiiJHm  "  i 


"o-Bay  Estate  in  Florida  $8,250,000 

iditerranean-style  residence  on  an  estate-sized  waterfront  lot  on  the  barrier  island  of  Casey 
Sarasota.  Fla,  Incredible  water  vistas  and  quality  finishes  throughout,  this  spectacular  res- 
Jtures  a  grand  entrance  with  double  staircases,  home  theater,  staff  quarters.  Gulf-side  pool 
Aiater  dock, 

1  -6600  Michael  Saunders  &  Company 


Round  Hill  Estate  $19,000,000 

Built  in  1918,  this  completely  renovated  stone  and  slate  manor  house  is  located  in  Greenwich. 
Conn,  A  sweeping  formal  allee  driveway  leads  from  a  private  lane  into  a  courtyard  and  up  to  a  tim- 
bered portico.  Features  include  seven-bedrooms,  nine  full  baths,  two-story  center  hall,  formal  din- 
ing rooms,  billiards  room,  modern  kitchen  and  central  A/C, 

(203)  869-9866  David  Ogiivy  &  Associates 


Search,  find  and  buy  luxury  properties  at  Forbes 
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There  are  many  reasons  you  should 
attend  the  Milken  Institute  2002 
Global  Conference. 

However,  one  stands  out 
from  all  the  others. 


2003 


The  Global  Conference  is  your  opportunity  to  see  the  world  and  sh 

the  ideas  of  a  diverse  —  and  extraordinary  —  group  of  institutional  money  managd 
technology  leaders,  venture  capitalists,  senior  public  policy  officials,  leading  academici| 
and  senior  executives  of  major  corporations  from  around  the  won 


The  issues  that  are  addressed  at  the  Global 
Conference  will  aftect  your  business.  The 
question  is:  when  will  you  learn  about  them? 
This  IS  your  opportunity  to  get  a  jump  on 
your  competition  and  see  what's  ahead. 

The  topics  selected  by  the  Milken  Institute 
represent  a  comprehensive  range  of  public 
policy  and  social  issues  as  well  as  future 
trends.  The  presenters,  including  several 
Nobel  laureates,  are  uniquely  qualified  to 
provide  in-depth  analysis  and  illuminating 
perspective  on  what  will  drive  global  mar- 
kets in  the  coming  months. 


The  Milken  Institute  2002  Global  Coi 
ence,    presented    in  conjunction 
Forbes.  April  22-24,  2002,  in  Los  Ang 
Space  is  limited  so  act  now  and  registe 

For  more  information  on  this  conferen« 
and  to  register,  please  visit: 
www.milkeninstitute.org  or  call 
310.998.2605. 


Milken  Institi 

2002  Global  Confers 


OrbeS  DisplayClassified 


Advertisement 


Visit  our  website  to  receive  a  copy  of  our  white  paper 
or  sign  up  for  a  free  online  demonstration. 


Plan 


Budget 


-leport 


Analyze 


Success  today  depends  on  your  ability  to 
quickly  respond  to  change.  That  requires 
accurately  measuring  performance,  identify- 
ing trouble  spots,  and  having  the  flexibility  to 
adjust  budgets  and  plans  as  needed.  It's  an 
ongoing  process  calling  for  a  constant  flow  of 
timely,  accurate  data.  Is  your  current  business 
information  system  up  to  the  challenge? 

Comshare  offers  a  single  software 
application  to  help  you  implement, 
execute,  measure  and  adjust  your 
plans  and  actions  faster  and  more 
effectively.  Comshare  enables  you  to 
model  multiple  business  scenarios  with  the 
click  of  a  mouse,  use  that  information  to 
allocate  resources  in  support  of  strategic 
initiatives,  and  analyze  online  data  and 
results  immediately  for  quick  adjustments 
in  response  to  emerging  business  conditions. 


8   0  0 

Si 


9  2  2 


7   9   7  9 


COMSHARE 


Software  to  help  companies  implement  and  execute  strategy, 
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Montana  Real  Estate 


Direct  mail  made  easy! 

POSTCARDS 

mailing  services  &  lists,  all  in-house 


Advertiser 


The  Mission  Bay  Preserve,  a  private  enclave  on  the 

west's  largest  natural  freshwater  lake,  is  offering  just 

thirty-eight  2  to  5-acre  parcels  on  285  acres  to  those 
who  wish  to  preserve  and  protect  this  remarkable  land 
as  well  as  respectfully  enjoy  it  for  generations  to  come. 
The  Preserve  Icitiiics  ^tllnning  views  of  Flathead  Lake 

and  the  soanni;  Mismuh  Mountains.  We  invite  your 

'  ,         .  1  ^  J  .       ■ WILDUFE  CONSERVATION  COBaMUNFTY 

mquiries  regardmg  this  cxtraordmary  opportunity. 

Poison,  Montana  \  800-375-0487  \  Email:  info&missionbayhome.coin 


Private  Bank  Solutions 


www.digitalworldfinancial.com 

Providing  full  turn-key 
Private  bank  solutions... 

Digital  World  Financial  services  include: 

•  Class  1  International  or  National  Cooperative  Bank  Charters 

•  Web  interface 

•  Correspondent  Relationships  -  including  issuing  and  acquiring 

•  Secure  web  access  for  clientele 

•  Full  Software  and  G/L  systems 

•  Bank  Switch 

•  Smart  card  technology 

•  Full  training  and  technical  support 

Please  Contact  Digital  World  Financial  for  more  information  at: 

info@digitalworldfinancial.com 
Toll  Free:  1.866.660.7500 
Local:  416.486.0255 
Or  visit  our  website 

Toronto     •     New  York     •  Bermuda 


We  are  your  one-source  solution 
for  direct  moil  witli  postcards. 

Postcards 

•  Send  a  photo  &  text  or  digitol  files 

•  High  quolity,  full  color  printing 

IVIailing  Services  &  Lists 

. ,!,,  .u'  rotes  —  domestic  &  int'l 

•  Obtain  a  targeted  list  from  us  or 
upload  your  own 


FREE  SAIV1PLES 
Visit  our  website  or  call  NOW 
for  your  postcard  kit! 


800-959-8365 

modernpostcard .  com 


Mailing  Lists 


Business  Sen/ices^ 


SALES  LEADS  AND  MAILING  LISTS 

Business  Lists-^A  million  businesses. 
Select  by  geography,  size,  type,  contact  name, 
credit  rating,  and  more. 
Consumer  Lists-266  million  consumers. 
Select  by  age,  Income,  home  value,  buying 
behavior  geography,  and  more 

Call  infoUSA  1-800-555-5335 

Ol-FOR 


Business  Credit  Reports 

In-depth  detailed  information  on  14 
million  businesses  -  virtually  every  U.S. 
&  Canadian  business  ,.on/y  $5  each. 

Click  or  Call  Now  -  Your  First  Report  is  ESEEI 

BusinessCreditUSA.com 

Toll-Free:  1-888-274-5325  „ron 


Franchises 


FRANCHISE 
YOUR  BUSINESS 

29  Years  Experience 
National  Franchise  AssoctATES,  Inc. 

(770)  945-0660 

www.nationalfranchise.com 


Legal  Services 


Asset  Protectic 


Domestic  &  Oflsliore  Strategies 
Companies,  Trusts,  Private  Bank] 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


Steven  Sears,  CPA  •  Attorney  at  1  | 

714-544-0622  •www.searsatty.com  j 


Capital  Available  il 


ATTORNEYS  ACCOUNTANl 
DEALIVIAKERS  Public  or  priv 
funds  available  for  expansion 
projects  with  excellent  mana 
ment  and  growth  potential. 
ARBOC  INC.  561 -627-7110 
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Investments 


SECURED /GUARANTEED 
WE  OFFER  DEPRECIATION 


For  information  and  r-ates  on  advertising  in  the  next  Forbes  Business  Charge 
Classified  Section  contact:  Media  Options  (1  -80a-442-B441  for  ad  rates  C^jI 
&:ad  information  only)  Fax:  1  -973-694-8371  E-ifiail:  mediopt@aol.com    '  " 


rour  ad.. 


Forbes  Subscriber  Service, ..to  order,  change  address  or  other  customer  service,  call  1-800-888-98S 


"Bu^inessGias'sified 


Advertisement 


siness  Opportunities 


The  World's  Larj-est 
ventionlNew  Product  Tradeshow 
ay  /5  -  /«,  2002  •  Pittshurgh.  PA 

I-H77-853-1DEA 


ICORPORATE  lor  as  little  as 

Dne  800-441  -5940  $H  Q  Q 
line  www.lficUSA.com       I  4J  Zf 
302-421-5753 


REGISTERED  AGENTS.  LTD. 


Y  DIDN'T  I  THINK  OF  THAT 


f 

I  s  Ihc  rcvpoiisL-  «c  Ileal  allci  \\  c 
lam  our  uniLjue  anil  exciliiij; 
ortunity.  If  you're  looking  for  a 
Die  business  with  HIGH  INCOME 
"ENTIAL  and  absolutely  no 
■nsule.  let's  talk.  $12, 900 
stnient  required. 


all  1-800-675-6144 


incorporate  .com 


jgistered  agent  services 
S.  bank  accounts  opened 
jtninee  director  services 
la  ware  Incorporation  Handbook 
ware  Business  Incorporators,  Inc. 

30.423.2993 


DaliiDriginahAn 


ffshore  Companies 


Safeguard  your  assets 
Ensure  financial  privacy 
Protect  your  future 


Call  today  for  a 
FREE  30-minute 

consultation, 
aughlin  International 
as  been  specializing 
in  global  strategies 
since  1972. 


1-800-975-7228 


/w.laughlininternational.com 


^arge  your  ad. 


VISA 


Our  classically  styled  dress, 
casual  and  athletic  designs 
,  :  offer  exceptional  comfort. 


Crafted  in  Italy  and 
the  United  States. 

For  a  FREE  CATALOG 
call  toll-free 
1-877-777-6850 

code  L413B. 

E.T.WrMif 

An  American  Tradition  Since  dJ  1876 


The  largest  extiibit  of  Oali  original  art, 
sculpture  &  aijthentic  prints  ever  shown 
and  offered  for  sale  in  the  Big  Apple. 

APRIL  20- MAY  1 

METROPOLITAN  PAVILION 

125  W,  18th  Street 
www.DALnnMANHATTAN.com 

TICKETS  1-800 -36  7 -DA  LI 


Luxury  YacMs'-^r  ^,  0:-^ 


32'  Hakuoort  Represents  a  world-class  MY  of 
excellent  pedigree,  excellent  eQuipment.  Trans- 
Ailanlic  range  10  girest  in  4  cabins  Central  Agent 


121'  Hakvoort  Proven  world  cruiser  launched  in  1998. 
Superyachts  award  winner.  First  time  for  sale.  True 
passage  maker  ready  to  go  anywhere  in  the  world 


MONTE  CARLO 


Feadship.  This  new  yacht  will  be  ready  to  cruise 
the  Mediterranean  this  summer  A  new  yacht  without 
the  wait  &  pnced  very  competitiuely  Owner's  Agent 


132  Amels  Launched  in  Holland  in  1998.  Accom.  for 
guests  in  4  cabins  Extremely  well  built  transatlanbc 

yacht  with  all  the  right  equipment  MCA  classed 


MORAN  YACHT  &  SHIP  INC. 

WORLDWIDE  CHARTERS  -  YACHT  MARKEITNG  •  CONSTRUCTION  CONSUITANTS 

1300  S.E.  17th  St.,  Ft.  Lauderdale,  FL  33316  •  (954)768-0707 
E-mail:  sales@moranyachts.com  Web  Site:  http://www.moranyachLs.com 


Business  Opportunities^  Prdrtiotionpl  Procfijct^ 


$4,500 
PER  CLIENT 


Education 


OITering  affordable  asset  protection 
10  make  clients  lawsuit  proof.  All 
(he  local  appoinlments  you  can 
handle.  Lifetime  lesiduals.  24-hr. 
reordcd  info.  (800)-6.S3-4497 


CUSTOM  MAGNETS 


Business  Cards  Magnets  as  low  as 

Other  Styles  Available!  ^/l^ 
i«w\«. lridgedoor.com/biz. html   ■  ^ 

1-800-501-3953 


FREE  EVALUATION. 

Accrediterj  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's, 
Master's,  and  Pfi.D  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1-707-371-2979 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 
Complete  Training.  Call  for  Free 
Information  Package. 
800-995-0049  Ext.  7675 


iformation  and  rates  on  advertising  In  the  next  Forbes  Business 
lified  Section  contact:  Media  Options  (1-800-442-6441  for  ad  rates 
information  only)  Fax:  1-973-694-8371  E-mail:  mediopt@aol.com 


Business  OpportunitiSs 


$  OVER  THREE  BILUON  $^ 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
Major  Manufacturing  to  Small  Retail  Shops 
No  Cost  To  Review  Businesses 

To  Buy  or  Sell 
1-300-999-SALE  •1-972-980-9969 
www.gwb5.com 

GREAT  WESTERN  BUSINESS  SERVICES.  INC 


NATIONWIDE 


Discfount  Hotels 


LCNN 
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THnURHTS 

On  the  Business  of  Life 


^^^^  ome  current  Russian  difficulties  give  me  wry  delight.  F'r  instance:  Second-generation  Com- 
^^^k  munist  teenagers  are  giving  authorities  and  parents  problems  aplenty.  Pravda,  Izvestia, 

^^^^^  Commisol  are  constantly  carrying  editorials  and  reports  these  days  of  speeches  by  bigwigs 
deploring  youth's  devotion  to  "decadent"  Western  rock-'n'-roll  music,  Beatle  hairdos  and  the  transfor- 
mation of  the  state-issued  clothes  into  tight-fitting  "mod"  gear.  Most  alarming  of  all,  Soviet  teenagers 
show  a  very  dangerous  devotion  to  the  concept  of  individual  freedom.  — MALCOLM  S.  FORBES  ( 1965) 


In  Russia  all  tyrants  believe  poets  to  be 
their  worst  enemies. 

—YEVGENY  YEVTUSHENKO 


Don't  you  forget  what's  divine  in  the 
Russian  soul — and  that's  resignation. 

—JOSEPH  CONRAD 


In  Russia,  people  suffer  from  the  stillness 
of  time. 

— TATYANA  TOLSTAYA 


The  relationship  between  a  Russian  and  a 
bottle  of  vodka  is  almost  mystical. 

—RICHARD  OWEN 


There  never  was  Communism  in  Russia; 
there  were  only  conununists. 

—ARTHUR  KOESTLER 


There  is  no  man  who  desires  as 
passionately  as  a  Russian.  If  we  could 
imprison  a  Russian  desire  beneath  a 
fortress,  that  fortress  would  explode. 

—JOSEPH  DE  MAISTRE 


The  joy  of  Russia  is  getting  drunk. 

—SAINT  VLADIMIR  I 


/  suddenly  realized  that  the  devout 
Russian  people  no  longer  needed  priests 
to  pray  them  into  heaven.  On  earth 
they  were  building  a  kingdom  more 
bright  than  any  heaven  had  to  offer, 
and  for  which  it  was  a  glory  to  die. 

-JOHN  REED 


As  a  result  of  half  a  century 
of  Soviet  rule  people  have  been 
weaned  from  a  belief  in  human 
kindness. 


-SVETLANA  ALLILUYEVA 


Russia  is  the  land  of  possibilities. 

— J.G.  SEUME 


If  we  were  to  promise  people  nothing 
better  than  revolution,  they  would 
scratch  their  heads  and  say:  "Is  it  not 
better  to  have  good  goulash?" 

— NIKITA  KHRUSHCl 


/  cannot  forecast  to  you  the  action 
of  Russia.  It  is  a  riddle  wrapped  in 
a  mystery  inside  an  enigma. 

—WINSTON  CHURCE 


If  you  beat  a  Russian  enough  he  can  dal 
anything,  even  make  a  watch. 

—RUSSIAN  PROVl 


A  Text... 

Mercy  and  truth  preserve  \ 
the  king:  and  his  throne  is 
upholden  by  mercy. 

—PROVERBS  20 

Sent  in  by  Onie 'Kempker,  Holland,  M 
What's  your  favorite  text?  The  Forbes  Boil 
Quotations:  Tfwiights  on  the  Business  of  L 
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More  than  14,000  "Thoughts,"  arranged  alphabetica 
subject,  are  available  in  a  900-page,  one-vo| 
deluxe  edition,  Forbes  Book  of  Quotations:  Vwughlf  t 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shippin 
$1  per  item  for  handling  (add  applicable  salesj 
To  order,  please  call  toll-free,  1-800-876-6556. 
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Collaboration-it  all  begins  with  a  shared  vision 

In  times  like  these,  you  can't  afford  to  partner  with  someone  who's  single-minded. 
There  must  be  a  shared  vision  right  from  the  start.  It's  our  unique  approach  to 
consulting  and  services.  The  method  of  constant  dialogue  and  complementary 
skills  interacting  to  create  better  solutions.  Through  collaboration,  we  can 
accomplish  anything. 

It's  an  approach  that  further  benefits  from  the  expertise  and  resources  of  the 
entire  Fujitsu  group,  which  has  long  provided  world-class  technology  and  platform 
products  all  over  the  globe. 

Unique  ROI-focused  methodology 

Fujitsu  has  been  building  a  global  consulting  organization  to  be  known,  starting 
in  April,  as  Fujitsu  Consulting.  This  new  organization-comprising  what  is  currently 
DMR  Consulting,  Fujitsu  Systems  Business  of  America  and  other  businesses  within 
Fujitsu-utilizes  a  unique,  proven  methodology  that  delivers  a  rapid  and  measurable 
return  on  your  IT  investment.  It  starts  by  focusing  on  the  results  the  client  expects 
to  achieve.  It  then  provides  a  road  map  through  the  design,  implementation  and 
operation  of  the  solution  to  achieve  the  desired  results. 

Industry  and  business-process  knowledge 

Fujitsu  Consulting  creates  tailored  solutions  for  a  variety  of  industries-in  particular, 
telecommunications,  financial  services,  and  government.  Whether  it's  core  back 
office,  front  office  or  extended  functions,  we  enable  companies  to  better  serve  their 
customers  and  collaborate  with  their  extended  supply  chain  of  employees,  vendors 
and  partners. 

Fujitsu— a  different  way  of  working 

At  Fujitsu  Consulting,  we  live  and  breathe  three  simple  ideas:  deep  collaboration 
with  our  clients,  an  eye-to-eye  approach,  and  a  passion  for  getting  the  job  done.  It  is 
the  unique  combination  of  global  scope  and  human  scale  that  sets  us  distinctly 
apart  from  our  competitors. 


THE    POSSIBILITIES    ARE  INFINITE 


us.fujitsu.com 


©2002  Fujitsu.  All  rights  reserved. 


Your  legacy  systems  have  helped  j 
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>w  strong 


Why  uproot  them  now? 

You  don't  have  to  start  over  to  get  ahead.  Imagine,; >■ 
integrating  your  legacy  systems  easily,  adapting  Xa^ 
changing  customer  needs  faster,  even  receiving  an:;;: 
early  ROI  —  all  without  uprooting  existing  business '  \ 
applications.  We're  already  doing  that  for  3  out  of  5 
Fortune  500  companies.  And,  WRQ's  software  is 
rated  #1  in  service  and  support.  For  case  studies  with 
proven  ROI,  visit  www. wrq.com/ads  , 


WRQ 


^    GOLF  ^ 


Enjoy  the  game: 


IF  WE  KNEW 
THEN  WHAT  WE 
KNOW  NOW... 


They're  back  and  better  than  ever.  New  Big  Bertha'  Irons. 

With  a  wide,  forgiving  sole  and  low  center  of  gravity,  they  slide 
effortlessly  through  turf,  easily  getting  the  ball  airborne  off  any  lie. 
Enormously  popular  in  their  previous  incarnation,  they  promise  to  be 
an  even  bigger  hit  this  time  around. 


WWW.callawaygolf.com    Callaway  Golf,  Big  Bertha  and  Enjoy  the  game  are  trademarks  of  Callaway  Golf  Company. 


BI  Voices 

Slices  of  the  collective  wisdom  of 
Gould,  Adams,  Dubinsky,  Moore,  Ardi, 
Sfmonyi,  Keeley,  Andreessen,  and  Milken. 


]  introduction: 
rolling,  Then 
arning 

e  technology 
om  and  bust 
ire  a  theater 
the  absurd, 
ill  the  next  act 
cinema  verite? 
Patrick  Dillon 


^Fear  and  Posing  When  no  one  dares  say, 
'1  don't  get  it,"  hang  onto  your  wallet. 
By  Carleen  Hawn 

UlA  Beautiful  Attitude 

Once  loyalty  mattered 
more  than  money;  it  should 
again.  By  Quentin  Hardy 


SO  Bubble  Troubles  When  economic  booms  go 
bust,  the  effects  can  be  long-lasting  and  very  nasty. 
By  Edward  Clendaniel 


ED  CEO  Bandits  Looking  for  those 
lost  tech  investment  dollars?  Take  a 
peek  into  the  severance  packages  of 
top  management.  By  David  Raymond 


]Back  In  Touch 

we  move  ahead, 
s  the  former  head 
the  Palo  Alto 
search  Center,  we 
3d  to  look  around, 
c  just  forward, 
n  Seely  Brown  Q&A 
Karen  Southwick 


EQ  The  Fix-It  Kids  Take  Over  Tech 

teens'  credo:  The  hell  with  writing  code; 
let's  build  something.  By  Michael  S.  Malone 


HO  ASAP  Teenage  All-Stars  Ten  wds 

who  redefine  cool.  By  Micliael  Boland 


Where  Do  We 

From 


EQ  First  Kill  the  Killer 

AppS  Step  One  to  revive 
the  startup  culture. 
By  Elizabeth  Corcoran 


ISilicon  still  Matters 

hen  chips  are  down, 
:  big  players  hang  tough. 
Edward  Clendaniel 


I^What  It  Takes  Now 

Raising  venture  financing  for  the 
next  big  thing  is  the  newest  new 
nightmare.  By  Richard  Rapaport 


Best  of  The  Web  60  Sites  Reviewed... 3G  wireless  AmVes. 
Starts  after  page  32. 


I  Letter  from 
ishington 

>.  to  Tech:  We 
mt  You.  The 
ipartment  of 
ifense  comes 
jrting  again. 
Carl  M.  Cannon 


Pointed  View 

When  Capital 
Corrupts.  First 
the  cash,  then 
the  crash. 
By  Sky  Dayton 


Q  Editor's 
Letter  Don't  how 

Us  Only  to  Our 
Words,  Redesign 
and  rededication. 
By  Patrick  Dillon 


B3  Mores 

This  Champagne  is  Flat!  Okay,  okay, 
bubbles  are  bad.  But  such  good  fun. 
By  Owen  Edwards 


EQI  Letters  You  love  us, 
you  love  us  not.  But  at 
least  you  keep  in  touch. 

EBASAP  Thing 

Pocket  Playback: 
A  short  history 
of  take-out  tunes. 
By  Kip  Crosby 


^Bull(crap)  Market 

In  the  loss-is-profit  world 
of  voodoo  accounting,  fancy 
footnotes  can  fool  investors. 
By  David  Raymond 


Estar  Wars...  High-Tech 
Tennis... Biotech  Is  Hot, 
Hot,  Hot!  ...Word  Not 
Spoken  Here  ...Tajikistan 
Cafe  ...Ageless  Ellison... 
Un-Real  Estate. 


VeriTo  illustrate  our  theme  of  "Younger  and  Wiser,"  we  have  created  a  single  face  from  portraits  of  four  "Fix-It  Kids"  from  a  high 
lool  in  Palo  Alto,  Calif.  Ciockvvise  from  upper  left:  Edwin  Chiu,  Brad  Hubbard,  Wey-Jiun  Lin,  Gavin  Carothers,  Photos  by  Anne  Dowie 


LETTER 


NOW'S  AS  GOOD  A  TIME  AS 

any  to  restate  our  vows:  We 
at  Forbes  ASAP  have  always 
striven  for  rational  exuberance, 
and  always  will.  Although 
we've  reveled  in  high  tech 
innovation,  we  resisted  the 
temptation  to  become  cheer- 
leaders during  the  boom;  we 
didn't  frolic  in  the  fool's  para- 
dise of  the  bubble,  nor  do  we 
feel  like  pointing  fingers  in  the 
current  cycle  of  recrimination. 

On  the  other  hand,  we've 
learned  enough  over  the  re- 
cent wild  times  to 
move  forward  pur- 
posefully. Let's  call 
it  capitalizing  on 
collective  wisdom. 
As  you  turn  the 
pages  of  this  issue, 
or  click  through 
Forbes  ASAP  on 
Forbes.com,  you'll 
hear  many  voices — 
not  as  a  chorus  but  as  individ- 
uals speaking  from  the  depth 
of  practical  knowledge.  These 
voices  belong  to  the  tech 
leaders  who've  helped  start 
cycles  and  have  ridden  them 
to  unprecedented  highs,  or, 
in  some  cases,  personal  lows. 
Some  offer  confessions,  some 
offer  parables,  while  others 
point  us  —  cautiously  — 
toward  the  next  horizon. 


Now,  while  we're  between 
cycles,  it's  precisely  the  right 
time  to  recharge  the  look  and 
feel  of  Forbes  ASAP  As  you'll 
quickly  discover,  we've  let  in  a 
lot  more  light  —  upgrading 
our  graphics,  including  type- 
faces, and  introducing  more 
illustrations  and  new  depart- 
ments. It  doesn't  mean  our 
content  is  getting  any  lighter. 
We're  still  as  informative,  as 
authoritative,  and  as  well 
written  as  you  have  a  right  to 
expect.  We've  also  brought  in 


DON'T  HOLD  US 
ONLY  TO  OUR 


ORDS 


some  new  hands  to  help  us  cre- 
ate a  fresh  and  distinctive  look. 

"A  magazine  should  be  felt 
before  it's  read,"  says  James 
Daly,  who  consulted  for  us  on 
this  issue.  As  founder  and  ed- 
itor-in-chief of  Business  2.0, 
he  fostered  and  maintained 
the  partnership  between  writ- 
ten narratives  and  the  maga- 
zine's award-winning  designs. 
Daly's  sensibilities,  we  like  to 
think,  were  partly  inspired  by 
Forbes  ASAP,  where  he  was  a 
senior  editor  before  leaving  to 
join  Wired,  after  which  he 
created  his  own  magazine. 


Bob  Ciano,  our  new 
director,  brings  new  vis< 
power  to  the  magazine.  I 
more  than  25  years,  as  an 
director  at  the  New  Yc\ 
Times ,  art  director  of  Esqu\ 
magazine,  design  director 
Life  magazine,  creative  din 
tor  of  Travel  &  Leisure  a 
the  Encyclopedia  Britannii 
Ciano  has  married  text  a 
imagery  to  forge  memoral 
journalism.  He  has  earn| 
more  than  300  awards,  i 
eluding  a  National  Magazi 
Award  and  gold  medals  frc 
every  major  graphic  desii 
competition.  j 

"A  magazine  should  be  li 
a  good  friend,"  Ciano  sa 
"one  who  explains  the  un^ 
plainable,  shows  us  what 
have  never  seen,  and  mal 
order  out  of  chaos — all  do 
with  style,  wit,  and  honest|| 
Is  this  ideal  still  attainab 
"Yes,"  he  says,  "but  only 
reporters,  photographers,  a 
illustrators  have  the  acc» 
and  time  to  portray  a  perse 
a  company,  or  an  enviro 
ment  accurately.  Anythi 
less  would  be  a  waste  of  evei 
one's  time." 

We  don't  intend  to  wasl 
your  precious  time.  We'll  mi 
imize  it.  That's  a  vow. 
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Our  color  printer  is  faster  than  90%  of 
today's  office  printers.  And  any  business  can  afford  it. 
There's  a  new  way  to  look  at  it. 


of  today's  office  printers  can't  outrun  us* 

Cerox  Phaser*  860  network  color  printer  gives 
6  full  color  pages  a  minute  with  an  industry- 
ng  first-page-out  of  only  10  seconds.  We're 
ig  about  vibrant  color  up  to  1200  dpi  from 
inter  starting  at  $1999  including  Black  Ink 

XEROX 

Woddwida  P«rtn«r 


for  Life!  Imagine  the  savings.  But  then  again, 
helping  you  run  your  office  efficiently  is  what  our 
full  line  of  network  color  printers  is  all  about. 
To  learn  more  about  the  Phaser  860  so  many  are 
racing  to,  call  1-877-362-6567  ext.  1848  or  visit 
xerox.com/officeprinting/zebra1848 

THE  DOCUMENT  COMPANY 


XEROX. 


'Based  on  current  market  data  by  IDC.  'EstimaTed  U  S.  retail  price.  Reseller  pries  may  vary.  Maximunr>  5  boxes  of  ink  per  month  per  unique  serial  number  Copyright  ©  2002  XEROX  CORPORATION 
All  rights  reserved.  Xerox?  The  Document  Compan/".  Phaser*  and  There's  a  new  way  to  look  at  it  are  registered  trademarks  of  XEROX  CORPORATION  36USC220506 


Chevrolet  Tahoe 


Silk  and  StEol 


It  happens  in  the  autonnotive  world,  but 
only  rarely:  An  innovative  vehicle 
debuts  and  gets  it  so  right  that  there's 
very  little  to  adjust  or  redesign  down  the 
road.  That's  what  happened  with  the 
2001  Chevrolet  Tahoe.  Seeing  as  there 
were  no  major  changes  that  could  be 


It's  like  expecting  your  horse  to  pull  a 
wagon  one  nninute  and  run  a  steeple- 
chase the  next. 

The  Tahoe  is  based  on  the  Chevrolet 
pickup  truck,  a  benchnnark  vehicle  when  it 
debuted  in  1999.  It's  built  on  a  hydro- 
fornned  ladder-type  frame  for  maximum 


made,  the  2002  Tahoe  is  only  slightly  dif- 
ferent from  last  year's  model. 

"The  Tahoe  is  always  being  refined," 
says  Tahoe  brand  manager  Steve 
Ramsey,  "but  remains  true  to  its  mission 
of  being  a  genuine  sport  utility  vehicle." 

Clearly,  Chevrolet  engineers  and  prod- 
uct planners  actually  think  about  that 
mission.  Combining  "sport"  and  "utility" 
IS  a  rather  tall  order.  A  template  SUV 
should  be  rugged,  but  not  brutal;  roomy, 
but  not  unmaneuverable. 


strength  and  rigidity.  The  brakes  are  huge 
four-wheel  discs  with  a  standard  four- 
wheel  antilock  system. 

Under  the  hood,  you  have  a  choice  of 
two  overhead-valve  V-8  engines  —  both 
very  similar  in  design  to  the  V-8  that 
powers  the  Corvette.  The  Vortec  4800 
V-8  pumps  out  275  horsepower;  the 
Vortec  5300  gives  you  285  horsepower. 
The  primary  difference  between  the  two 
engines,  however,  is  in  the  torque,  or 
pulling  power,  they  produce,  translating 


directly  to  a  vehicle's  ability  to  tov 
carry  loads. 

The  4800  has  a  highly  potent  290 
pounds  of  torque,  while  the  5300 
whopping  325.  When  properly  equip 
the  four-wheel-drive  Tahoe  can  pi 
8,700-pound  trailer.  The  transmissii 
four-speed  automatic,  shifts  as  smc 
as  a  luxury  car  gearbox,  and  is  not  ce 
by  heavy  loads. 

Whether  it's  the  LS  or  the  premiu 
the  interior  features  a  raft  of  star 
luxury,  safety  and  comfort  equipr 
ranging  from  air-conditioning  to  fron 
side  airbags. 

While  the  Tahoe  is  available  m 
wheel-drive,  the  majority  of  custoi 
opt  for  four-wheel-drive.  All  Tahoe 
models  come  equipped  with  Chevro 
Autotrac  system.  When  AUTO  AM^ 
engaged,  Autotrac  automatically  tram 
power  between  front  and  rear  wH 
upon  initial  detection  of  rear-wheel 
page.  For  serious  off-roading,  of  co 
the  four-wheel-drive  Tahoe  co 
equipped  with  low-range  gearing 

Despite  its  size,  and  its  consequentia 
ity  to  carp/  as  many  as  nine  people,  the! 
is  amazingly  nimble  in  off-road  conditio 
you  need  even  more  capability,  there's ; 
model  that  has  a  specially  tuned  off-roac 
pension  as  well  as  a  locking  differentia 
underbody  skid  plates.  Even  so,  the  Z7' 
theTahoe  LS  and  LT  gives  a  ven/  supple 
on  the  highway.  The  steering  is  world-' 
precise,  an  innovation  that  helps  mak 
effortless  long-distance  cruising. 

"TheTahoe  is  the  genuine  article," 
Ramsey.  "Tried  and  true." 


ONE  WORD  BEFORE  YOU  VENTURE  OFF  INTO  THE 
WILDERNESS  WITHOUT  ONSTAR*:  "DELIVERANCE." 


Che\7' '  Tih'jc  give.s  you  the  power  to  explore  the  most  remote  places.  And  the  confidence  to  know  you'll  get 
hack.  With  available  OnStar,'  no  matter  what  trouble  you  encounter,  an  Advisor  is  ready  to  help  at  the  touch 
of  a  button.  Designed  with  powerful,  advanced  engines  and  the  highest  number  of  safety  and  security  features 
in  its  history,  the  new-generation  Chew  Tahoe  is  nowhere  near  anything.  800-950-2438  or  chevrolet.com 


lUJi 


The  timing  and  topic  of  our  sixth  Big  Issue ,  "The  Pur- 
suit of  Happiness"  [Winter  2001  j,  touched  a  nerve  in 
our  readers  and  generated  scores  of  letters .  — The  eds . 


HAPPY  DAZE 

While  most  of  the  media  seems 
hopelessly  caught  up  in  the 
flag-waving,  hate-  and  fear- 
hased  nationalistic  fervor  that 
has  gripped  us  since  Septem- 
her  11,  your  publication  has 
repeatedly  argued  for  reason 
and  prudence  of  thought. 

Let  us  hope  that  reason 
may  prevail  in  these  increas- 
ingly dangerous  times. 
Mike  Croghan 
Akron,  Ohio 

I  read  all  the  pieces  reflecting 
on  the  "pursuit  of  happiness," 
and  I  believe  the  most  impor- 


tant point  was  missed:  The 
Declaration  of  Independence 
recognizes  broad  concepts 
of  free  will  and  individual 
rights,  not  a  simplistic  notion 
of  happiness. 
Peter  J.Weldon 
Value  Capital  Management 
pweldon@earthlink.net 

Owen  Edwards'  essay  ["Dear 
President  Jefferson"]  proved 
absolutely  that  literate,  artic- 
ulate prose  sells.  Thank  you  for 
reviving  my  spirits. 
Rita  Ashley,  President 
Rigel  Executive  Search 
ashleyrita@hotmail.com 


READERSJELL  US  WHAT  YOU  THINK: 

Email  rant@forbesasap.com   Fax  (650)  558-4995 
Snail  555  Airport  Blvd.,  5th  Floor,  Burlingame,  CA  94010 
Web  www.forbesasap.com 

Forbes  


More  than  half  of  the  letters  we 

received  on  Big  Issue  essays  were 
in  response  to  Andrew  Sullivan's 
"Who  Authorized  This?" 

— The  eds. 

Andrew  Sullivan  has  (in  my 
humble  opinion)  just  written 
one  of  the  most  perceptive, 
crystal-clear,  and  accurate 
assessments  of  the  Islamic 
world's  subconscious  relation- 
ship with  the  United  States 
(and  the  West  generally). 
Glyn  Wilson 

Glyn.wil@btinternet.com 

Interesting  thesis,  hut,  were 
they  alive  today,  the  Found- 
ing Fathers  would  probably 
accuse  [Sullivan]  of  quoting 
them  out  of  context.  The  com- 
plete  sentence  reads:  "We 
hold  these  truths  to  be  self- 
evident,  that  all  men  are 
created  equal,  that  they  are 
endowed  by  their  Creator 
with  certain  unalienable 
Rights,  that  among  these  are 
Life,  Liberty  and  the  pursuit 
of  Happiness."  Happiness  is 
certainly  included  in  the  cita- 
tion, hut  you  have  taken  one 


of  the  Rights  and,  by  yo 
failure  to  include  the  othe< 
drawn  readers  to  the  false  cot 
elusion  that  [the  pursuit  cj 
happiness  is  the  sole  organizit 
principle  of  the  United  Stat^ 
If  it's  all  the  same  to  yoj 
give  me  liberty! 
Tom  Hachiya 
Cincinnati,  Ohio 

[Sullivan's]  piece  is  unbeliei 
able  in  its  shallowness.  Ever 
one  has  a  right  to  be  happ 
but  the  analogy  of  the  co 
beer  and  the  bungee  jump 
the  article  is  weak. 

So  please  don't  let  m 
down.  Don't  believe  yot 
great  nation  is  based  on  som< 
thing  as  shallow  as  the  pursui 
of  happiness. 
Maria  Persson-O'Connor 
County  Tipperary,  Ireland 

ERRATA 

Due  to  an  editing  error  i 
"Letter  from  Washington 
["The  Bill  Comes  Due,"  Fa; 
2001],  Conrad  Burns  i 
identified  as  a  "Montaru 
Democrat."  He  is,  in  fact, 
Republican 
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WHEN  NEARLY  HALF  THE  FORTUNE  1000  ARE  YOUR  CLIENTS,  YOU  TEND  TO  STAND  OUT. 


When  leading  companies  need  a  wireless  partner  to  keep 
things  moving,  they  turn  to  us.  With  over  20  million  subscribers 
nationwide,  it's  no  wonder  that  businesses  rely  on  Cingular 
to  provide  services  such  as  business  calling  plans,  corporate 
e-mail,  interactive  messaging,  and  CRM  solutions.  Maybe  it's 


time  you  noticed  the  shape  business  is  taking  to  express  itself. 
Give  us  a  call  at  1-866-281-7551,  or  visit  us  on  the  internet  at 
www.cingular.com/business.  Also,  feel  free  to  download  our 
"orange"  paper.  Executive  Guide  to  Enterprise-Wide  Wireless 
Data  Strategies,  when  you  visit  our  website. 

  X  cingular" 

WIRELESS 


BD»»»HB 


INSPIRATION  HIGHWAY 


X 


Imagine  a  world  with  no  traffic  jams.  Hitachi  did,  and  that's  what  we're  in 
the  process  of  building  as  part  of  the  ITS  (Intelligent  Transport  System]. 
When  complete^,  the  system  will  route  and  control  traffic  flow  to  make 
road  congestion  a  thing  of  the  past.  It's  the  same  inspired  thinking  that 
drives  us  to  design  advanced,  reliable  Storage  Area  Networks  (SAN). 
These  control  information  for  faster  and  safer  data  transmission. 

-■"Si?,-, 

Smoother,  quicker,  e^er:  just  some  of  the  thoughts  that  inspire  Hitachi 
in  improving  the  quali^  of  life.  Visit  Hitachi  on  the  web  and  see  how  we're 
Inspiring  the  next  svith  our  advanced  technologies  and  innovative  solutions. 
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Hitachi:: 

Inspire  the  Ner*"** 
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i  planes  can  elude  Star  Wars  shield 

design  human-machine  interfaces  and  write  for  a 
dng,  but  between  those  careers  I've  also  had  my* 
vn  successful  model  plane  company.  So  it  wasn't  a 
ige  leap  when  I  recently  bid  on  a  government  RFQ 
jquest  for  quote)  for  a  silent, 


workshop,  I  wielded  the  same  tools  on  my  plane  to 
make  space  for  the  video  camera,  which  I  attached 
with  double-sided  tape.  The  camera,  video  transmits ; 
ter,  video  receiver,  and  digital  still  camera  were  all 
off-the-shelf.  Now  that  I've  made  one,  it  would  take, 
me  only  a  few  days  to  assemble  another.  V 

Slow-flying  missiles,  based 


imanned  reconnaissance  craft  for  use  in  studying  I 
osystems  in  the  Pacific  Northwest.  I  figured  in  my  1 
tsts,  ttiy  time,  and  some  extra  for  unforeseen  prob- 
ms,  and  submitted  my  bid.  A  few  months  later  a 
SDA  Forest  Service  purchase  order  transformed  me 
om  an  ordinary  citizen  into  a  government  contractor, 
'ith  some  regret  for  my  impetuosity,  I  now  had  to  cre- 
le  an  aircraft  and  ground  station,  including  real-time 
sible  light  and  infrared  video  downlinks  and  a 
mote-controlled,  high-resolution  digital  camera,  all 
r  less  than  $10,000. 

The  project  worked,  but  as  a  side  effect  it  illustrated 
)w  cheap  and  easy  it  would  be  for  our  terrorist  ene- 
ies  to  defeat  the  Administration's  Anti-Ballistic  Mis- 
le  System,  a.k.a.  Star  Wars.  The  airplane,  with  a 
ingspaii  of  about  5  feet,  started  out  as  a  $145  kit. 
lostly  prebuilt,  it  takes  only  an  evening  or  two 
■  assemble.  A  few  structural  raodifica-  ^^^^JH^ 
')ns  and  the  addition  of  a  $100  gyro-  ^^^^^^^^^k 
ope  coupled  to  the  sur-  ^^^^^^^^^^^ 

to  make  the  plane  a  more 

ble  camera  platform  were  all  that  . 
pre  needed  to  bring  it  up  to  industrial  strength. 
I  While  my  9-year-old  daughter  built  her  own  radio- 
)ntrolled  plane  on  an  adjacent  bench  in  our  basement 


I    on  technology  no  more  complex  than  what  I  used,  can 

I  be  launched  from  any  street  corner  or  soccer  field. 
Once  airborne,  they're  too  low  to  be  seen  by  radar  and 
too  small  to  be  seen  by  eye  until  it  would  be  too  late  to 
defend  against  them.  Unmanned  planes  hardly  more 
complex  than  mine  have  flown  across  oceans,  to  land 
within  a  few  feet  of  their  target;  range  is  no  problem. 
Send  a  dozen,  programmed  to  arrive  at  the  same  time 
from  different  directions,  at  any  target  (the  White 
House,  for  example)  and  there's  no  way  that  they  all 
could  be  stopped.  Thiiik  of  what  a  rogue  nation  or 
group  could  do  with  a  thousand  cheap  missiles  filled 
with  radioactive  dust  or  anthrax  spores.  If  we've 
thought  of  this  scenario,  you  can  be  sure  they  have. 

Even  more  chilling  is  the  realization  that  deadly 
radioactive  material  is  abundant  in  industrial  and 
medical  equipment  around  the  world.  You  do  not 

1^^^^^.        have  to  break  into  a  government  facility 

^^^^^^^^^  to 

^^^^^^^^^^^        If  I  can  assemble  weapons  in  my 
mmm^mP    basement  that  can  defeat  a  $100  bil- 
lion defense  system,  with  funds  that 
could  be  raised  by  taking  out  a  mortgage  on  my  house, 
think  of  what  a  few  evil  geniuses,  backed  by  millions, 
could  do.  Jef  Raskin 
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The  first  tennis  players,  in  the 
12th  and  1 3th  centuries,  didn't 
have  rackets.  They  used  their 
hands.  Pancho  Gonzalez  used 
wood.  Jimmy  Connors  used 
steel.  Arthur  Ashe  wielded 
one  of  the  first  composite 
rackets.  That  relic  iiow  resides 
in  the  Smithsonian  Institu- 
tion's National  Museum  of 
American  History,  sharing  an 


exnihit  with  a  pair  of  Dorothy's 
ruby  slippers. 

This  relic  (i.e.,  me)  used  a 
Head  racket  with  a  computer 
chip  embedded  in  its  grip,  just 
right  for  the  player  at  midlife 
and  beyond.  In  college  I  served 
at  120  mph;  now,  at  46,  I've 
slowed  to  100  mph.  Maybe 
Head's  titanium/graphite 
Intelligence  i.S18  ChipSystem 


racket  could  compensate.  May- 
be it  would  keep  track  of  the 
score.  Plot  match  strategy. 
Dispense  tennis  tips:  "Racket 
back... turn  your  shoulders... 
crosscourt,  not  down  the  line, 
you  moron!"  Oops,  that  would 
be  the  McEnroe  model. 

At  8.6  ounces  (unstrung) 
the  new  racket  is  ultralight, 
ultralong  (28  inches,  one  inch 
longer  than  the  average),  and 


[obablyi 
ne)  ate 


idmakt 


ultra-expensive  ($500,  abot 
$300  more  than  a  high-quali 
conventional  racket).  Wit  ucrochip 
its  oversize  face,  critics  wi  le 
tease  that  it's  like  bird-huntir 
with  a  bazooka.  Ignore  theru  icbp 

When  the  ball  strikes  a  con  jwer. 
ventional  racket,  the  rackel 
head  bends  backward  impe 
ceptibly.  The  i.S18's  "intell 
fibers"  (someone  in  marketir 


op 
IW  pow( 


Biotech  Is  HOT, 
HOT,  HOT! 

The  hot-air  machine  is  back! 
Look  who  showed  up  at  the 
20th  annual  JPMorgan  H&Q 
Healthcare  Conference  in  San 
Francisco.  For  the  first  time  in 
memory  a  Vanity  Fair  reporter 
was  sitting  at  the  press  table 
next  to  trade  journalists 
and  analysts.  And  he  wasn't 
hunting  for  a  pregnant  Demi 
Moore,  either.  He  was  trolling 
for  "rock  stars"  among  the 
geeks.  What  next  ?  Will  Annie 
Leibovitz  click  away  at  J. 
Craig  Venter,  mapper  of  the 
human  genome? 

The  starmaking  magazine, 
which  gushes  over  such  lumi- 
naries as  Gwyneth  Paltrow  and 
Tom  Cruise,  is  not  alone  in 
being  lured  to  biotech.  Keynote 
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speakers  at  past  H&.Q  con- 
ferences tended  to  be  indus- 
try experts.  But  by  last  year 
the  conference  was  already 
heading  mainstream.  Newly 
minted  biotech  convert 
Nathan  Myhrvold,  Micro- 
soft's former  chief  technol- 
ogy officer,  was  the  keynote 
speaker.  This  year's  address 


was  delivered  by  a  self-depre- 
cating, still-bearded  Al  Gore, 
who's  morphed  into  an  L.A.- 
based  investment  adviser  on 
high  tech  and  biotech. 

The  richest  men  in  tech- 
nology, including  Bill  Gates, 
Paul  Allen,  Gordon  Moore, 
Larry  Ellison,  and  Jim  Clark 
(in  addition  to  Myhrvold), 
are  investing  in  health  care 
and  biotech. 

And  venture  capital 
investments  in  health  care/ 
biotech,  which  plummeted 
to  8%  of  total  VC  funding 
during  the  Internet  bubble 
years,  were  back  up  to  24% 
in  the  fourth  quarter  of  2001 , 
according  to  tracking  firm 
VentureOne. 

Can  you  sense  the  next 
bubble  coming? 

Karen  Southwick 


Word  Not 
Spoken  Here 

Universal  language 

not  part  of  Sun's  universe 

I'd  thought  our  inability  i 
speak  Pashto  was  our  bigges 
communication  problem.  Bl 
we  have  problems  right  her 
in  Silicon  Valley. 

I'm  an  IT  guy  by  day.  Eve- 
nings and  weekends,  I  coaci 
soccer  for  a  bunch  of  squiggl 
6-to-8-year-old  Silicon  Valle 
girls.  While  curtailing  cart 
wheel  breaks  and  bribinj 
team  members  with  cand^ 
I  expected  to  learn  patience 
I  didn't  expect  to  lean 
about  the  limits  of  triba 
communications.  But  then 
emailed  the  practice  schedul 
to  the  parents. 


Sun 
■cottli 


Silicon 


obably  got  a  raise  for  that 
ie)  are  activated  by  the 
j  icrochip  upon  contact  with 
Ie  hall,  stiffening  the  frame 
d  making  the  racket  push 
ck  against  the  ball,  adding 
fiwer.  With  the  chip  racket  in 
y  hand,  my  serve  instantly 
;ked  up  another  10  mph.  But 
w  power  isn't  everything, 
iich  explains  why  Andre 


Agassi  has  won 
Wimbledon  while 
Mike  Sangster,  who  had  the 
fastest  unofficially  measured 
serve  ever  ( 154  mph),  is  a  foot- 
note in  tennis  history. 

The  chip  creates  another 
advantage  for  aging  tennis 
players:  a  dampening  mode  that 
decreases  vibrations  so  there 
is  less  strain  on  the  elbow. 


Playing  with  the  new  racket, 
two  of  my  first  three  forehands 
nearly  hit  the  fence  behind  the 
baseline.  The  racket  becomes 
more  manageable  with  use,  but 
even  Head  acknowledges  that 
it  would  be  perfect  for  the  older, 
slower  player  with  a  compact 


'y'  -M     swing  who  needs  a  bit 
.7     more  power  to  keep  up 
with  the  young  bucks. 
Wait  a  minute.  That's 
me  they're  talking  about. 
We  may  be  slower,  but  we  tend 
to  have  more  money  (well,  not 
writers).  Still,  for  $500  most 
guys  would  want  the  racket  to 
come  with  a  BlackBerry  hooked 
up  to  Anna  Koumikova.  What 
else  would  you  expect  from  a 
sport  that  equates  love  with 
zero?    Edward  CiENPANiEL 


One  mom/coach  claimed 
e'd  never  seen  the  sched- 
e  because  I'd  attached  it 
L  Word.  I  looked  at  her 
ankly.  "I  work  at  Sun,"  she 
cplained.  "We  don't  use 
icrosoft  Word." 

Sun  Microsystems  CEO 
:ott  McNealy  so  despises 


Microsoft  for  its  monopolis- 
tic tendencies  that  employees 
are  not  allowed  to  use 
the  ubiquitous  Word. 
And  you  can  forget 
about  PowerPoint, 
too,  which  may 
not  be  a  bad  thing. 
Instead,  Sun  work- 
ers are  encouraged 
to  use  something  called 
StarOffice,  an  internal 
product  that  is  compatible 
with  Microsoft. 

Guess  I'm  not  the  only 
one  who  has  to  learn  patience. 
Plenty  of  people  at  Sun  don't 
know  how  to  use  StarOffice. 
When  I  asked  the  mom/ 
coach  why  she  didn't  try 
it,  she  confided:  "I  couldn't 
find  anyone  to  show  me 
how  to  use  it." 

Brandon  Russell 


Oh  God,  Not  Another 
Internet  Cafe  in  Tajikistan 


When  Zurina  Khatina  opened  Tajikistan's  first  Internet  cafe, 
she  worried  about  drawing  customers.  But  then  the  war  in 
Afghanistan  brought  journalists  and  aid  workers  ...and  a  com- 
petitor, who  opened  the  nation's  second  Internet  cafe — dowTi- 
stairs  from  Khatova's.  Michael  Bociurkiw 
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FOREVER  LARRY  Ellison  has  given  $20  million  a  year  for  research  on  aging,  making  the  Oracle  CEO  the  largest  donor  for  such  research 


Un-Real  Estate 

Bricks,  clicks,  and  tricks 

Once  again,  those  cagey  bean 
counters  at  Microsoft  wig- 
gled through  an  accounting 
loophole.  The  software  titan 
recently  announced  a  $!42.2 
million  real  estate  deal  tor  a 
15-acre,  four-building  com- 
plex near  its  main  campus  in 
Redmond,  Washington.  But 
investors  won't  find  that 
asset  on  Microsoft's  balance 
sheet.  That's  because  Micro- 
soft acquired  the  property  by 
way  of  a  "synthetic  lease." 

A  synthetic  lease  is  an  off- 
balance-sheet  transaction 
that  allows  companies  to 
control  real  estate  without 
having  to  show  it  as  an  asset 
in  the  financial  statements. 
The  problem  with  owning 
pricey  assets  is  that  you  have 
to  write  off  depreciation  of 
those  assets  against  earnings. 

With  the  synthetic  lease, 
Microsoft  finds  a  bank  or 
lender  that  buys  the  prop- 
erty, and  leases  it  back.  The 
bank  usually  wants  75%  to 
100%  collateral  up  front. 

During  the  late  1990s 
such  leasing  looked  brilliant. 


(J.ish  u  a.s  ca,sy.  And  the  inter- 
est rates  on  synthetic  leases 
were  running  at  half  that  of 
traditional  recourse  loans. 
The  companies  enjoyed 
benefits  associated  with  real 
estate  ownership  by  depreci- 
ating the  improvements  for 
tax  purposes.  The  synthetic 
lease  provided  the  advan- 
tages of  owning  property 
along  with  the  benefits  of  an 
operating  lease — an  account- 
ing double  whammy. 


Smcc  Ci^LO  popularized 
synthetic  leases  in  the  early 
1990s,  the  networking  giant 
has  wound  up  with  a  whop- 
ping $1.1  billion  in  cash 
restricted  by  synthetic  leases. 
Investors  need  not  worry: 
Cisco  has  $7  billion  in  other 
resources. 

But  for  smaller  tech  com- 
panies, tying  up  millions  in 
real  estate  is  much  riskier. 

Five  years  ago  software 
maker  Novell  took  out  a  syn- 


thetic lease  for  $223  millic 
for  properties  in  San  Jo! 
and  Provo,  Utah.  Today  ii 
trying  to  unload  the  San  Joi 
property  for  $250  per  squa 
foot,  a  very  optimistic  pric« 

What's  scary  for  investo 
is  that  most  synthetic  leas< 
are  difficult  to  spot.  No 
that  the  terms  of  these  leas* 
are  coming  due,  investo 
could  be  in  for  a  surprise. 

In  mid-January,  Inkton 
appeared  to  be  trading  at  5 
times  cash.  But  remove  tH 
synthetic  lease  money  an 
it's  trading  at  12.4  times  casl 

At  least  Inktomi  is  u 
front,  reporting  a  $119.6  mi 
lion  synthetic  lease  for  cor 
struction  of  a  building. 

Inktomi  was  running 
bum  rate  of  $  14-4  million  pa 
quarter  through  the  first 
quarters  of  2001.  If  an  ir 
vestor  didn't  understan 
that  nearly  $120  million  w: 
restricted  by  a  synthet 
lease,  Inktomi  would  appet 
to  be  able  to  fund  17  quai 
ters.  In  reality  the  compan 
can  last  about  6  quartet 
on  its  cash  and  short-terr 
investments  alone. 

David  Raymond 
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MAY  4, 1971:  YET  ANOTHER  COMPANY  CREATES 
AN  OFF-ROAD  VEHICLE  BY  COPYING  JEEP  4x4  TECHNOLOGY 

America's  lunar  roving  vehicle— the  technological  masterpiece  that  transported  our  astronauts  on  the  surface  of 
the  moon— was  inspired,  in  part,  by  a  Jeep  4x4.  It  is  a  stunning  tribute  to  the  legendary  capability  of  Jeep  vehicles. 
Capability  that  lives  on  today  in  our  Jeep  Wrangler,  Grand  Cherokee,  and  the  all-new  Liberty.  The  only  4x4s  with 
60  years  of  off-road  leadership  behind  them.  The  only  4x4s  that  are  routinely  Rubicon  Trail-tested.  The  only  4x4s 
with  the  kind  of  inspired  technology  that  not  only  excels  off-road  but  off-Earth  as  well. 

THERE'S  ONLY  ONE 


Jeep 


LtiitK  mn 


For  the  past  year,  new 
economy  mavens  (including 
the  author)  have  explored  how 
Washington  can  help  high 
tech  recover.  On  September  1 1 
that  problem  was  turned  on  its 
head.  It's  no  longer  a  question 
of  what  the  country  can  do  for 
technology  but  what  technol- 
ogy can  do  for  the  country. 

In  the  bombed-out  Penta- 
gon, where  more  people  died 
than  in  the  1995  Oklahoma 
City  bombing,  agency  pro- 
curement officers  put  out  the 
word  to  the  nation's  defense 
contractors:  If  you've  got  cut- 
ting-edge technology  that  can 
help  win  this  war— or  make 
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Americans  safe — show  us, 
because  we  may  want  to  buy  it. 

The  Department  of  Defense 
(DOD)  sent  out  a  range  of  re- 
quests for  proposals  ranging 
from  how  to  locate  and  identify 
faces  in  video  images  to  map- 
ping underground  bunkers.  To 
pay  for  all  this.  President  Bush 
has  proposed  increasing  the 
military  budget  for  2003  by 
14-5%,  the  biggest  increase  in 
more  than  two  decades. 

In  Afghanistan  good  old 
American  technology  has 
already  kept  American  ser- 
vice members  safe  while  cost- 
ing enemy  lives.  This  is  the 
first  war  zone  in  which  drones, 
or  unmanned  aerial  vehicles, 
are  killing  humans.  What  has 
long  been  a  staple  of  science 
fiction  is  now  fact.  The 
Predator  drone,  built  by 
General  Atomics 


new  budget.  Bush  requested 
$1  billion  for  remote-con- 
trolled aircraft,  including  22 
new  Predatcjrs.  The  Air  Force 
is  pushing  for  the  next  gener- 
ation, the  Predator  B,  which 
will  have  50%  more  payload 
and  double  the  speed. 

There's  great  enthusiasm 
in  Washington  for  such  high 
tech  toys.  "Before  the  war  the 
Predator  had  skeptics,  because 
it  did  not  fit  the  old  ways,"  Pres- 
ident Bush  said  at  The  Citadel. 
"Now  it  is  clear  the  military 
does  not  have  enough  un- 
manned vehicles." 

It's  also  clear  that  the  EXDD 
is  on  the  lookout  for  all  kinds 
of  other  lifesaving  systems. 

"Everybody  is  looking  for 
the  silver  bullet,  but  the  real 
magic  is  taking  technology 
that  already  exists  and  apply- 


Aeronautical  Sys- 
tems, an  affiliate  of 
San  Diego-based 
General  Atomics, 
was  developed 
after  the  Gulf  War, 
when  the  military 
brass  had  been 
frustrated  by  its 
inability  to  locate 
Iraq's  Scud  missile  launchers. 
With  its  20-hour  days,  stock 
options,  and  can-do  spirit. 
General  Atomics  Aeronauti- 
cal Systems  was  not  unlike 
other  California  high  tech 
startups — except  that  it  has  a 
product  and  a  deep-pockets 
buyer:  the  U.  S.  Air  Force. 

By  September  1 1  the  Air 
Force  already  had  purchased 
79  Predators  at  $3  million  to 
$4  million  per  drone.  In  his 


U.S.  TO  TECH: 


WANT  YOU 

THE  DEPARTMENT  OF  DEFENSE 
COMES  COURTING  AGAIN 


ing  it  in  ways  that  save  lives," 
says  James  Fetig,  a  former 
White  House  National  Secu- 
rity Council  official  who  now 
works  for  Lockheed  Martin. 
"Much  of  this  will  be  in  the 
area  of  data  aggregation.-  Soft- 
ware and  chip-based  solutions 
will  be  our  foremost  defense 
here  at  home  [against]  further 
acts  of  terrorism." 

Sometimes  you  don't  have 
to  look  too  hard.  The  Federal 
Aviation  Administration  has 
certified  only  two  companies 


to  make  bomb  detection  ba) 
gage  scanners  for  U.S.  a 
ports.  InVision  Technologic 
which  dominates  the  marks 
has  about  150  of  the^ 
$700,000  to  $1.5  milliQ 
devices  in  U.S.  airports 
competitor,  the  $2.3  billi 
company  L-3  Communic 
tions,  has  only  around  30  o] 
erating  in  the  United  State 
That's  expected  to  chang 
All  checked  airline  luggaj 
must  be  screened  by  the  er 
of  this  year.  Since  scanne 
can  screen  only  between  IC 
and  500  bags  per  hour,  tl 
companies  expect  to  sell  moi 
than  2,000  scanners  to  U.| 
airports  this  year. 

Some  products  that  ha^ 
been  on  the  drawing  boai 
will  have  to  be  completed  an 
brought  to  market  quickly, 
took  only  four  months  aft 
September  1 1  for  Lockhee 
Martin  to  announce  the  rol 
out  of  BioMailSolutions, 
biochemical-detecting  devi« 
incorporated  into  high-spe« 
mail-sorting  machines. 

Over  the  next  decade,  v 
can  expect  billions  of  doUai 
to  be  allocated  for  securit 
Governmental  agencies  froi 
the  Pentagon  to  the  Tacomi 
Washington  school  board  w; 
be  buying  more  high  tec 
safety  stuff  from  now  on.  TH 
message  to  the  technoloj 
community  is  this:  Unc 
Sam  wants  you. 

Carl  M .  Cannon  is  the  Whi 
House  correspondent  for  tl 
National  Journal.  His  "La 
ter  from  Washington"  appea 
regularly  in  Forbes  ASAP. 


N  1994  I  GOT  THE  IDEA  FOR 

iarthLink  and  scraped 
ogether  $  100,000  from  a  cou- 
le  of  angel  investors.  The 
ommercial  Internet  was  just 
•eginning,  I  hadn't  heard 
he  words  venture  and  capi- 
ilist  in  the  same  sentence, 
ind  I  actually  beUeved  that 
100,000  was  a  ton  of  money, 
"oday  EarthLink  has  a  bil- 
lon-doUar  market  cap,  $600 
lillion  in  the  bank,  nearly 

million  customers,  and 
,500  employees.  I  believe  if 
d  started  with  $100  million, 
iarthLink  would  not  have 
'CL-n  nearly  as  successful. 

Too  much  capital  corrupts 
tartups.  This  is  one  of  the 
liggest  lessons  of  the  1999- 
000  meltdown. 

While  EarthLink  would 
aise  more  money  to  fund  its 
trowth,  including  ten  rounds 


of  funding  before  our  difficult 
IPO  in  early  1997,  we  earned 
every  nickel.  We  were  always 
begging,  often  from  reluctant 
investors  who  later  made  a  lot 
of  money  on  our  stock. 

Our  meager  balance  sheet 
kept  us  honest  and  made  us  pay 
attention  to  what  truly  mat- 
tered— serving  customers  and 
building  a  sensible  business.  It 
made  us  lean  and 
scrappy.  EarthLink 
started  in  a  600- 
square-foot  office 
filled  with  fur- 
niture I  bought 
secondhand  from 
a  bankrupt  payroll 
company.  I  talked 
to  every  customer  myself 
in  those  early  days,  and 
hired  and  added  complexity 
only  when  it  was  deserved. 
Building  EarthLink  was  a 
fight — a  scratching,  clawing, 
tooth-and-nail  battle,  and 
I'm  glad  for  it. 

What  happens  to  compa- 
nies that  don't  earn  their  right 
to  capital  ?  Not  only  is  it  tough 
for  them  to  build  honest  bus- 
inesses, their  excesses  make 
life  worse  for  everyone  else. 

Too  much  capital  in  a 
category  draws  in  pseudo- 
entrepreneurs  who  pollute 
the  environment.  They  over- 
pay for  everything  and  make 
recruiting  a  nightmare.  They 
shift  the  rules  of  the  game  to 
things  that  don't  matter,  like 
who  throws  the  best  launch 
party  or  blows  the  most  on 


Super  Bowl  ads.  The  only  way 
to  compete  against  them  is 
to  withdraw  from  the  market 
and  wait,  or  join  in  the  folly. 

I  admit  I  drank  my  share  of 
Kool-Aid  during  the  craze. 
Seduced  by  the  new  "speed" 
of  business  creation  going  on 
around  me,  I  cofounded  an 
incubator  and  venture  fund 
called  eCompanies  in  1999.  In 


WHEN  CAPITAL 


ORRUPTS 


hindsight  I  see  that  the  money 
came  too  easily.  I  wasn't  used 
to  top-tier  investors  lining  up 
at  my  door. 

ECompanies  founded  and 
invested  in  a  number  of  com- 
panies before  the  market 
headed  down.  A  few  of  them 
turned  out  to  be  high-quality 
ventures  that  "graduated" 
into  the  world,  such  as  USBX, 
Jamdat,  Business.com,  and 
LowerMyBills.  But  many 
turned  out  to  be  lemons.  Our 
$160  million  venture  fund 
was  invested  at  the  peak  of 
the  market  and,  like  many  of 
its  contemporaries  in  the  ven- 
ture world,  has  not  performed 
well.  The  companies  we  in- 
vested in  that  are  emerging  as 
potential  winners  are  led  by 
dogged  CEOs. 

If  there  was  a  common 
denominator  to  the  failures, 
it  was  that  raising  capital 
wasn't  as  hard  as  it  should 
have  been  for  the  CEOs  and 
entrepreneurs  involved,  and 


this  lowered  the  standards 
for  who  got  to  play  the  game. 
When  things  changed,  these 
people  had  no  idea  how 
to  break  through  walls  and 
keep  their  companies  alive. 
TTiey  didn't  cut  expenses  fast 
enough,  and  many  of  their 
companies  perished. 

The  more  money  and  in- 
frastructure you  start  with,  the 
more  time  you  spend  worry- 
ing about  them — not  about 
your  product  and  your  custo- 
mer. Being  an  entrepreneur  is 
hard,  and  raising  capital  is 
supposed  to  be  an  arduous 
rite  of  passage. 

I've  taken  these  lessons  to 
heart  with  my  new  company, 
Boingo  Wireless.  In  my  first 
CEO  gig  since  EarthLink,  I'm 
keeping  it  small.  I've  begun 
with  $15  million — well  above 
the  peanuts  I  had  to  start 
EarthLink,  but  far  less  than 
what  I  could  have  raised  given 
the  popularity  of  the  wireless 
sector  in  which  Boingo  com- 
petes. As  an  entrepreneur, 
I  know  that  I  can't  rest  for  a 
second,  that  yesterday's  suc- 
cess means  nothing,  and  that 
1  will  have  to  fight  for  my 
successes  tomorrow. 

Boingo  is  helping  to  build 
the  wireless  Internet,  and  it's  a 
damn  exciting  time  again.  I'm 
also  happy  that  the  Internet 
bubble  burst,  because  I  get  to 
compete  against  real  compa- 
nies and  real  entrepreneurs 
once  again. 


Sky  Dayton  is  founder  and  chair- 
man of  EarthLink  and  founder 
and  CEO  of  Boingo  Wireless. 
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LURCHING. 
THEN  LEARNING 


EVEN  THE  ABSURD  CAN  MAKE  SENSE 


By  Patrick  Dillon 
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the  accounting  bombshells  and  bubble  bursts,  while 
being  wary  of  false  positives  in  the  market,  we  do  what  technology  has  enablec 
us  to  do.  We  move  onward.  Yet,  we  move  more  cautiously  now,  bearing,  like 


a  scar,  the  urge  to  search  for  a  time — a  month,  a  minute — 
and  a  place  —  Silicon  Valley  (or  Alley),  Sand  Hill  Road, 
Multimedia  Gulch,  Wall  Street — to  which  we  can  fix  the 
single  act  or  confederacy  of  actors  who  tipped  us  into  the 
two-year  meltdown.  This  urge  to  figure  out  just  exactly  when 
we  started  down  a  fool's  path  is  human  nature.  But  the  risk 
in  trying  to  pinpoint  some  precise  metric  that  led  to  $3  tril- 
lion worth  of  market  mayhem  is  that  it  could  turn  out  to  be 
more  than  a  fool's  errand.  Like  a  socioeconomic  truth-and- 
reconciliation  process,  it  could  open  old  wounds.  Rather 
than  offer  a  guiding  light  for  the  fiiture,  it  might  make  things 
even  murkier.  And  yet,  as  in  most  enlightenment-seeking, 
what  we  find  out  depends  on  how  much  we  really  want 
to  know  and,  more  important,  whom  we  ask. 

"The  light  of  memory,  or  rather  the  light  that  memory 


WHAT  WE 
LEARNED 


lends  to  things,  is  the  palest  light  of  all,"  Eugene  lonesco  wrote 
"Just  as  dreams  do,  memory  makes  me  profoundly  aware  o 
the  unreality,  the  evanescence  of  the  world,  a  fleeting  imag« 
in  the  moving  water." 

Had  the  absurdist  playwright  not  died  in  1994,  the  yea 
before  Netscape's  $2.6  billion  IPO,  he  might  have  directec 
his  skepticism  to  a  Nasdaq  headed  for  6,000.  If  he'd  livec 
long  enough  to  watch  some  800  companies  built  "to  chang* 
the  world"  vanish  between  the  years  2000  and  2002,  h« 
could  have  written  an  obituary  of  the  absurd.  He  might  hav« 
skewered  the  CEOs  who  crashed  companies  with  surrea 
price/earnings  ratios  and  still  managed  to  cart  away  million) 
from  the  wreckage.  He  might  have  even  introducec 
Rhino.com  into  the  new-economy  menagerie  of  cut( 
canine  sock  puppets,  raging  bulls,  and  the  occasional 
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jleaguered  (and  derided)  bear.  Who  better  than  lonesco  to 
ymt  out,  none  too  gently,  that  somewhere  along  the  way 
e  had  lost  perspective? 

But  even  if,  as  an  escape  mechanism  of  sorts,  we  simply 
rite  off  the  last  two  years  as  a  theater  of  the  absurd, 
)nesco's  1959  play  The  Rhinoceros  offers  little  in  the  way  of 
)mfort.  One  character  watches  bewildered  as  his  neighbors 
iccumb,  one  by  one,  to  mass-mindedness,  allowing  them- 
Ives  to  be  transmogrified  into  stampeding  beasts.  "Oh,  a 
linoceros!"  you  might  say,  as  did  characters  in  the  play,  not 
-iderstanding  the  lack  of  logic  in  finding  the  beasts  in  their 
idst.  "Well,  of  all  things!" 

In  the  end,  not  only  do  we  need  to  identify  absurdity  but 
e  need  to  be  forewarned  and  better  armed  in  order  not  to 
;  fooled  again.  With  this  in  mind,  during  the  last  month  of 
301  and  the  first  two  months  of  2002,  the  editors  of  Forbes 
SAP  set  out  to  collect  the  wisdom  of  technology's  major  play- 
s,  drawing  not  only  from  their  experiences  during  the  past 
years  hut  from  a  perspective  of  the  long  haul.  From  that 
?rspective,  the  lessons  offered  are  sage  and  salient. 

"Technology  is  a  major  part  of  modem  society.  But  because 
is,  it  has  to  be  viewed  with  the  rest  of  the  economy  around 

It  can't  be  looked  at  in  isolation,"  warns  Gordon  Moore, 
)founder  of  Intel,  the  world's  leading  chipmaker.  Thirty- 
ven  years  ago  Moore,  now  73,  predicted  that  the  number  of 
ansistors  on  a  chip  would  double  every  year.  His  prescient 
ea  has  been  codified  into  Moore's  Law,  but  his  vision  goes 
r  beyond  that. 

Moore's  is  one  of  many  voices  you  will  hear  in  the  follow- 

[g  pages,  as  we  bring  a  wide  range  of 
experience  to  bear  on  our 
recent  past  to  avoid  another 

ree  fall  in  the  future.  We  also  think  you'll  be  surprised 
|id  inspired  by  the  voices  of  tech's  future  leaders,  many  of 
lem  still  in  high  school,  who,  as  described  by  John  Seely 
town,  the  former  director  of  the  Palo  Alto  Research 
enter,  "can  take  an  object,  a  tool,  a  document,  or  a  piece  of 
k\l-  and,  in  the  words  of  the  Apple  ad,  'Rip.  Mix.  Burn.'  it 
to  something  new." 

These  kids  are  the  first  generation  to  grow  up  with  what 
■own  calls  "the  fruits  of  the  industrial  and  digital  revolu- 

ins"  They've  already  processed  the  same  information  as 

cir  predecessors,  but  their  perspective  is  much  different, 
hey  are  building  things,  fixing  things,  making  things  work. 

find  cyberspace  kind  of  frightening,"  says  one  17-year-old 
)u  will  be  hearing  from.  "It  doesn't  make  logical  sense — 
id  you  can't  be  sure  what's  true." 

Nobody  can  really  know  what's  true,  of  course.  But  we've 
1  learned  quite  a  lot  about  what's  bull  (in  more  ways  than 
le)  from  the  wild  ride  of  the  last  couple  of  years. 


COLLECTIVE  WISDOM 


Good  Riddance! 
By  Kathryn  Gould 
I  detested  the  bubble  years.  It 
wasn't  just  the"!  deserve  to  be 
a  billionaire"  Testarossa-egos, 
the  tourist-entrepreneurs  who 
flocked  here,  the  prodigious 
hubris  of  VCs,  the  sycophantic 
politicians.  I  wondered  if  our 
Silicon  Valley  culture  would 
survive.  Our  unique  ethic  of 
craftsmanship,  creation,  and 
meritocracy  is  the  underpinning 
of  perhaps  the  most  spectacu- 
lar flowering  of  human  creativ- 
ity in  recent  history. 

A  certain  kind  of  person  has 
been  coming  here  from  all  over 
the  world.These  people  seek  the 
opportunity  to  create,  to  use 
their  technical  minds,  their  lead- 
ership talents,  and  think  big, 
work  unbelievably  hard — and 
do  the  impossible. 

Then  came  the  bubble. 
Investment  bankers  took  com- 
panies public  with  no  profits. 
Nothing  like  easy  money  to  bring 
in  the  tourists.  Freight  trains  of 
new  money  showed  up  "man- 
aged" by  mightily  pompous 
VCs — hoping  to  strike  it  rich.The 
press  fawned  over  instant  bil- 
lionaires as  if  they'd  earned  it. 

Building  great  companies 
requires  monumental  resource- 
fulness, obsessive  frugality, 
exceptional  insight,  scrump- 
tious technology — but  you  can 
change  the  world.  And  real 
Valley  people  think  that's  fun. 
The  tourists  are  gone.  We're 
back  to  work.  We  didn't  lose  it. 

Kathryn  Gould  is  a  general  part- 
ner with  Foundation  Capital. 


Everything  I  Learned ... 
By  Rob  Adams 

So  it's  the  morning  after  the  dot- 
com afbir  and  maybe  we  do  have 
something  to  show  for  it.  We 
learned  that  you  had  to  be  twenty- 
something  and  on  the  cover  of  a 
national  magazine  to  be  cool.  We 
learned  that  no  retail  experience 
was  needed  to  run  an  online  pet 
food  business.  You  could  get 
funded  as  a  teenage  undergrad 
in  a  dorm  room.  Even  us  white, 
over-40,  balding,  fat  guys  were 
stock  market  geniuses. 

We  learned  that  intellectu- 
ally stimulating  business  mod- 
els were  a  great  substitute  for 
intelligent  execution  by  teams. 
We  learned  to  extrapolate 
broad  market  trends  from 
a  few  casual  conversations. 
Minimally  acceptable  feature 
sets  that  would  have  worked 
were  unacceptable  compared 
with  killer  products  (that  killed 
the  company).  We  figured  out 
how  to  raise  wads  of  money 
that  attracted  lots  of  eyeballs 
but  did  nothing  to  increase 
value.  We  drew  companies  on 
napkins  and  slapped  together 
management  teams  with  in- 
flated titles  and  salaries.  And 
all  we  knew  about  marketing 
we  learned  at  Super  Bowl  2000. 

Now, about  those  basics... 

Rob  Adams  is  the  founder  and 
managing  director  of  A  V  Labs,  a 
venture  accelerator  in  Austin, 
Texas,  and  author  of  A  Good 
Hard  Kick  in  the  Ass:  Basic  Train- 
ing for  Entrepreneurs. 
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FEAR  AND  POSING 


VHEN  NO  ONE  ADMITS  IGNORANCE— LOOK  OUT 


By  Carleen  Hawn 


What 


rational  person  could  look  at  sketchy  crosshatches 


>n  a  whiteboard,  ease  back  in  his  leather  boardroom  swivel  chair,  and  cau- 
iously  reason  that  selling  anything,  especially  kitty  litter,  over  a  56K  modem, 


id  at  a  loss,  might  define  a  new  economy?  Not  a  person,  it 
?ems  at  first,  who  was  possessed  of  the  shghtest  bit  of 
;lf-doubt.  Unless,  perhaps,  there  were  15  other  people  in 
\e  room  telling  him  that  it  was  so.  And  yet  the  only  truth, 
;  it  turns  out,  was  that  he  didn't  have  the  courage  to  argue, 
his  is  a  scenario  as  likely  as  any,  along  with  farcical  business 
lodels,  shoddy  equity  research,  and  a  deliberate  disregard  of 
ractical  accounting,  that  led  very  sophisticated  investors 
)  place  their  money  behind  gizmos,  strategies,  and  math 
lat  they  did  not  understand. 

They  feared  shame — specifically  the  kind  of  shame  that 
Dmes  from  being  perceived  as  dumb,  uncool,  or  generally 
ot  "getting  it,"  all  of  which  foster  scorn.  Some  psychologists 
;fer  to  this  phenomenon  as  the  "Imposter  Syndrome." 

Just  as  in  junior  high  math  class,  the  discomfort  of  con- 
ssing  ignorance  is  heightened  in  the  company  of  others, 
irticularly  peers,  says  Mardi  Horowitz,  a  professor  of  psychi- 
:ry  at  the  University  of  California,  San  Francisco.  Indeed, 
le  larger  the  audience,  the  more  threatening  and  stultify- 
ig  the  experience — and  the  more  likely  we  are  to  avoid  it. 
etween  1995  and  2001  the  wildebeest-like  migration  of 
los  away  from  three  little  words — "1  don't  know" — fueled 
hat  might  be  described  as  a  Moore's  Law  for  dumbness: 
he  crazier  the  ideas  got,  and  the  dumber  we  felt,  the  more 
aickly  we  acquiesced  to  them.  This  empirical  scorn-avoid- 
:\ce  —  what  psychologists  call  "groupthink" — con- 
ibuted  to  a  $3  trillion  shell  economy. 

"Pride  goeth  before  a  fall,"  says  Virginia  Turezyn, 


managing  director  of  Infinity  Capital  and  general  partner  of 
Information  Technology  Ventures,  both  based  in  Silicon 
Valley.  In  the  early  years  of  the  Internet  boom  Tirezyn  spumed 
dot-coms.  Based  as  they  were  on  consumer-marketing  strate- 
gies rather  than  technology  innovation,  dot-coms  didn't  fit 
with  Turezyn's  investment  strategy.  Turezyn,  who  spent  ten 
years  in  private  equity  at  Morgan  Stanley  Dean  Witter,  is  a 
traditionalist,  favoring  enterprise  software  and  networking 
companies  such  as  Aurum  Software  (acquired  by  Baan)  and 
Exodus  Communications. 

Time  and  again,  as  business  plans  predicated  on  amassing 
eyeballs  over  loyal  customers  passed  over  her  desk,  Turezyn 
balked.  "I  kept  saying,  'There  is  going  to  be  a  shitload  of 
money  lost  on  the  Internet.'  All  these  VCs  who  thought 
they  were  geniuses  looked  at  me  like  1  was  a  dinosaur.  They 
said,  'Yeah,  hut  in  the  interim  there  is  going  to  be  a  lot  of 
money  made.' " 

By  the  peak  of  the  bubble  in  1999,  after  others  had  made 
monstrous  returns  off  such  companies  as  DrKoop.com  and 
eToys,  Turezyn  began  to  doubt  herself.  "1  thought  I'd  missed 
it.  1  was  worn  down,"  she  says.  That  year  Turezyn  made  an 
ill-timed  surrender.  She  invested  millions  in  several  dot- 
coms, including  Egreetings  Network,  a  Web  greeting-card 
company;  1-drive,  a  Web-based  data  storage  provider;  Great 
Entertaining,  a  site  that  hawked  party  supplies;  and  The- 
Man.com,  a  content  portal  for  young  men.  She  didn't 
do  it  comfortably.  "1  got  consumery,"  Turezyn  recalls 
woefully.  "And  I'm  not  consumery." 
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Turezyn  was  posing. 

"If  you'd  asked  ine  then,  I  could  never  have  told  you  what 
the  value  proposition  of  TheMan.com  was  or  explain  how 
we  were  going  to  make  a  ton  of  money,"  she  says.  "I-drive 
gave  storage  away  for  free!  I'd  sit  in  these  board  meetings 
and  say  until  I  was  blue  in  the  face,  'We're  spending  way  too 
much  money!'  But  younger  VCs  who  thought  they  knew 
the  world  said,  if  we  charge,  people  will  go  somewhere  else.' 
I  started  to  think,  'Maybe  I'm  just  too  old.  Maybe  I  really 
don't  get  it.' " 

Heidi  Roizen  had  moments  where  she  felt  like  a  poser 
too,  but  not  always  because  she  lost  money.  An  entrepre- 
neur-turned'venture-capitalist  who  spent  13  years  as  the 
chief  executive  of  software  developer  and  publisher  T/Maker 
Company,  Roizen  was  also  an  early  skeptic  of  dot-com  eco- 
nomics. "In  1997  1  was  buying  puts  on  Amazon.com  shares," 
she  says  now,  laughing.  This  means  Roizen  was  betting  the 
share  price  would  drop.  "I  didn't  understand  how  the  business 
model  justified  the  high  valuation  the  market  was  giving  it.  I 
lost  a  lor  of  money  doing  that.  I  became  convinced  that  there 
must  be  people  out  there  who  were  smarter  than  I  was." 

When  she  joined  Softbank  Venture  Capital  in  1999 
(which  recently  changed  its  name  to  Mobius  Venture  Cap- 

itai),  Roizen     money  into  several  dot-coms. 

One  company  that  Roizen  declines  to 
identify  got  $2  million  from  her.  She 

thought  it  was  a  good  bet,  "until  they 

came  back  to  me  four  months  later  and  said  they 

wanted  another  round  at  a  post-money  valuation  of  $300 
million.  I  told  them  they  were  out  of  their  freaking  minds! 
But  damn  if  they  didn't  get  a  term  sheet  from  another  firm 
for  a  valuation  close  to  $200  million."  The  new  money 
wasn't  dumb  money,  either,  Roizen  adds.  "These  were  brand- 
name  investors." 

This,  Roizen  says,  is  when  she  felt  the  twinge  of  imposter 
shame  most  ardently.  "I  knew  1  was  wrong  when  companies 
in  my  own  portfolio  were  getting  follow-on  rounds  at  huge 
valuations  that  I  couldn't  justify.  But  when  someone  offers  to 
pay  you  $2  a  share  for  stock  that  you  paid  10  cents  for,  are 
you  going  to  say  no?" 

Roizen  took  the  money.  This  was  in  early  2000.  For  a 
while  the  paper  rate-of-return  made  her,  and  the  rest  of  the 
investor  group,  look  very  smart  indeed.  But  the  company 
they  funded  went  out  of  business  last  year.  Does  Roizen  feel 
shame?  "I  came  out  of  those  kinds  of  investments  okay.  I 
don't  want  to  say  that  I  was  rational  and  others  were  irra- 
tional. 1  sat  on  the  board  and  put  down  real  dollars  for  those 
companies.  There  is  some  survivor's  guilt." 

Not  surprisingly,  psychiatry'  closely  associates  feelings  of 
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guilt  with  posing  or  "imposterism,"  too.  Guilt,  after  all, 
merely  an  emotional  by-product  of  shame. 

Call  it  what  you  will,  it  also  afflicts  entrepreneurs.  Stev 
Blank,  a  well-known  Silicon  Valley  "serial  entrepreneur, 
knows  the  feeling.  In  the  past  24  years  he  has  worked  a 
eight  startups  and  cofounded  four  others,  including  E.piphani 
a  CRM  (customer  relationship  management)  software  com 
pany  that  made  him  a  billionaire  when  it  went  public  i)  ijcvc 
September  1999. 

"Was  that  a  fluke?"  Blank  says  of  E.piphany's  success.  "C 
course.  I  never  finished  college.  For  at  least  the  first  two  yeai|peb. 
of  my  career,  I  was  afraid  some  day  someone  was  going  to  fin 
that  out  and  take  my  job  away  from  me.  But  it  is  clear  no\ 
that  everything  in  the  last  two  to  three  years  was  a  fluke." 

By  early  2000,  despite  being  a  boom  beneficiary,  Blan 
began  urging  friends  and  colleagues  to  sell  their  Nasda 
stocks.  He  took  seats  on  the  advisory  boards  of  several  stari 
ups,  including  a  Web-photo  finisher,  where  he  began  evan 
gelizing  the  principles  of  old  economy  business.  "I  went  t 
those  meetings  and  started  saying  things  like  'Maybe  yoi 
should  spend  that  $10  million  you  just  raised  on  acquirin 
a  customer  base  rather  than  building  a  brand.'  The  CEC 
a  really  smart  woman,  told  me,  'Steve,  you  just  don't  ge 
it — all  the  rules  have  changed.'" 

Even  a  self-aware  college-dropout-turned 
Internet-guru  like  Blank  wasn't  immune  to  th 
seduction  of  groupthink.  "In  the  end,  I  gave  grea 
advice,  but  guess  what?  I  didn't  take  it,"  he  say 
In  2000  Blank  wrote  six-  and  seven-figure  check 
for  at  least  ten  startups,  including  some  bizarre  concepts  sue 
as  EthnicGrocer.com,  a  Webvan-type  shop  that  distributelromt 
ethnic  food.  It  seduced  other  marquee  investors  from  finr 
such  as  Kleiner  Perkins  Caufield  &  Byers,  Benchmark  Cap 
ital,  and  Merrill  Lynch.  Blank  figures  he's  lost  money  on  a 
but  one  of  his  deals  from  2000.  Design  Within  Reach, 
catalog  vendor  of  custom  furniture  that  Blank  funded- 
to  the  scorn  of  the  same  Sand  Hill  Road  investors  who  ha 
funded  him  in  the  past — has  nothing  to  do  with  the  We 
and  is  growing  like  gangbusters. 

In  Silicon  Valley,  where  IQs  are  lofty  and  resumes  thic 
with  M.B.A.s  and  engineering  degrees,  there  is  ample  oppoi 
tunity  to  feel  inadequate.  Here  creativity  and  brainpowe 
are  placed  at  such  a  premium  that  reason  is  often  anton\ 
mous  to  genius.  But  sometimes  the  desire  to  "think  outsid 
the  box"  leads  investors  and  entrepreneurs  to  endorse  thin§ 
that  they  know  won't  work. 

"There  is  so  much  pressure  m  the  Valley  to  do  the  ne> 
big  thing  that  there  is  a  natural  disposition  to  find  that  thin 
that  you  are  working  on  to  be  it,"  says  Subrah  lyar,  founde 
and  chief  executive  of  WebEx,  a  Web-conferencing  pre 
vider.  "Working  at  a  [company  in  Silicon  Valley]  is  like  bein 
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I  a  cult.  Nobody  wants  to  be  the  unbeliever  in  the  room, 
ou  learn  fast  that  you  can't  raise  objections.  Critics  just  get 
ft  out  of  meetings." 

Sometimes  the  way  to  avoid  criticism  was  to  lead  the 
leetings.  This  happened  at  Quokka  Sports,  a  San  Francisco- 
ased  media  startup  that  aimed  to  bring  the  experience  of 
:hletic  endeavors  such  as  Nascar  racing,  the  Tour  de  France 
icycle  race,  round-the-world  yacht  races,  and  mountain 
imbing  in  Asia  to  life  for  all  sports  enthusiasts — from  avid 
:hletes  to  couch  potatoes — who  were  at  home  suiting  the 
/eb.  In  five  years  Quokka  raised  more  than  $300  million 
id  issued  a  public  offering  of  its  stock  underwritten  by  Mer- 

II  Lynch.  The  company  went  bankrupt  last  year.  Michael 
iough,  Quokka's  25th  employee  and  its  chief  creative  ofhcer 
id  executive  producer,  explains  why:  "1  was  responsible  for 
hat  the  product  was  and  how  it  would  connect  with  the 
msumer.  Talk  about  imposterism.  I'm  an  architect — what 
le  hell  do  1  know  about  media?" 

There  were  many  times  when  Gough  says  he  "was  extremely 
icomtortable"  with  his  role  and  the  overall  strategy  at 
'uokka.  One  particularly  queasy  experience  came  during  a 
eeting  with  Dick  Ebersol,  the  chairman  of  NBC  Sports  in 
ew  York  City.  This  was  in  1998,  two  years  before  the  2000 
ydney  Summer  Olympics.  Quokka  and  NBC  were  dis- 
issing  how  the  two  companies  could  jointly  broadcast  the 
»orting  events.  NBC  would  handle  the  traditional  televi- 
on  broadcasts;  Quokka  would  slap  cameras  and  sensors 
ito  swimmers'  bodies  and  then  stream  real-time  under- 
ater  video  of  their  laps  over  the  Internet.  Only  trouble 
as,  Gough  didn't  have  the  technology — or  even  the  okay 
om  the  Olympic  Committee — to  do  it  yet. 

"Here  1  am  sitting  toe-to-toe  with  Dick  Ebersol,  this  hugely 
iccessful  and  incredibly  admired  figure  in  the  sports  and 
•oadcasting  industries,  and  my  CEO  is  talking  about  how 
'uokka  is  going  to  buy  ESPN  or  Disney — about  how  we 
ould  one  day  be  bigger  than  NBC.  I  felt  about  one  inch  tall." 

Gough  was  responsible  for  presenting  Quokka's  program- 
ing strategy  for  the  games.  "1  had  a  vision.  I'd  brainstormed 
r  about  two  weeks.  It  was  very,  very  abstract.  NBC's  pres- 
tation was  very  specific.  They'd  been  working  on  it  for  two 
:ars.  They  had  interviews,  time  slots,  everything  mapped 
It,"  he  recalls.  "They  looked  at  me  like  they  kiievv  what  we 
ere  doing.  This  was  supposed  to  be  us  'taking  them  by 
orm.'  1  felt  like  a  poser." 

Never  mind.  Ebersol  bought  the  Quokka  "vision," 
id  the  two  companies  eventually  broadcast  the  games 
igether  in  August  2000.  A  year  later  Quokka  was  bankrupt, 
irfeiting,  among  its  assets,  the  rights  to  Webcast  future 
'lympic  Games. 


arleen  Hawn  is  a  member  o/ Forbes'  Silicon  Valley  Bureau. 


Naked  Arrogance 
By  Donna  Dubinsky 
Arrogance  played  a  big  role  in 
screwing  things  up  last  year.  We 
need  a  "Most  Arrogant"  list: 
companies  that  felt  they  could 
do  anything — disobey  the  law, 
grow  without  cost,  disregard 
sound  business  principles.Then 
there  are  the  Wall  Street  analysts 
who  threw  out  their  conven- 
tional models  to  hype  the  new 
world,  the  venture  capitalists 
who  funded  companies  without 
clear  product  or  business  plans, 
and  even  individual  investors, 
who  believed  they  could  spot 
the  winners  and  the  losers. 

I've  certainly  had  my  own 
brushes  with  arrogance.  When 
we  started  Handspring,  fresh  off 
our  success  at  Palm,  we  felt  in- 
vincible. We  created  a  great  new 
product,  but  we  failed  to  create 
a  great  distribution  channel.  We 
planned  to  sell  over  a  Web  site 
that  simply  wasn't  ready,  and  so 
we  made  a  mess  of  our  first  few 
months  of  shipments. 

In  some  ways  I'm  glad  for 
this  early  near-disaster  in  our 
company's  history.  It  quickly 
taught  us  that  we  were  not  in 
the  least  invincible.  Perhaps  the 
only  way  to  inoculate  a  com- 
pany against  arrogance  is  expe- 
riencing a  setback  that  sticks 
in  the  collective  memory. 

Perhaps  we  can  rename 
2001  the  Year  of  Arrogance 
Revealed. 

Donna  Dubinsky  is  cofounder, 
president,  and  CEO  of  Hand- 
spring. 


The  Tech  Effect 
By  Gordon  Moore 
My  view  of  the  depths  of  the 
cycles  the  industry  has  gone 
through  is  that  no  two  are  alike. 
But  you  are  in  danger  of  getting 
into  the  old  problem  of  always 
blaming  the  generals  for  pre- 
paring to  fight  the  last  war.  I 
would  encourage  the  broader 
look  at  the  market — now  and 
down  the  road.This  whole  infor- 
mation technology  used  to  be  a 
small  part  of  the  economy.  Now 
it  is  such  a  major  portion...! 
used  to  end  some  of  my  talks 
with  a  plot  of  the  growth  of  the 
semiconductor  industry,  and 
the  growth  of  the  gross  national 
product.  The  curves  cross  in 
something  like  2020,  suggest- 
ing that  by  then  the  entire 
economy  would  be  semicon- 
ductors. Obviously  ridiculous. 
You  can't  just  grow  blindly, 
thinking  you  are  going  to 
become  10%  or  20%  of  every- 
thing people  are  spending. 
Technology  is  a  major  part  of 
modern  society.  But  because  it 
is,  it  has  to  be  viewed  with  the 
rest  of  the  economy  around  it. 
It  can't  be  looked  at  in  isola- 
tion anymore. 

Gordon  Moore,  the  cofounder 
of  Intel,  calculated  37  years 
ago  that  it  would  be  possible 
to  produce  a  faster,  smaller, 
cheaper  chip  every  year,  a  pre- 
diction that  came  to  be  known 
as  Moore's  Law. 
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A  BEAUTIFUL 
AniTUDE 

ONCE  LOYALTY  MATTERED  MORE  THAN  MONEY; 
IT  SHOULD  AGAIN  By  Quentin  Hardy 


you  were  at  Netscape  Communications  when  it  was  good — befor 
money  came  first  or  before  the  dream  died — you  would  give  anything  to  belie vt 
now  what  you  believed  then.  "Everyone  was  smart,  everyone  mattered,  anc 


we  were  going  to  change  the  world,"  says  Beatrice  Hildreth. 
"When  Netscape  collapsed,  part  of  my  life  ended." 

Next  to  her  in  the  living  room,  her  husband  rises  from  a 
chemotherapy-induced  slump.  "We  changed  the  way  the 
world  communicates,"  adds  Michael  Rich,  eyes  aflame.  "This 
was  a  religious  fervor." 

That  fervor  kept  the  couple  v/orking  endless  hours,  not 
seeing  each  other,  and  believing  anything  management  said; 
it  made  their  jobs  in  educational  marketing  and  systems 
archtrecture  seem  more  like  do-or-die  missions.  Along  with 
their  brains,  loyalty  was  their  collateral,  and  giving  it 
to  Netscape  felt  great.That  was  before.  After  the  Inter- 
net bubble  burst,  "high  tech  loyalty"  sounds  like  an  oxy- 


moron. That's  in  the  short  term.  In  the  long  term,  passio 
and  commitment — what  we  strive  for  in  love — are  still  c 
value  in  what  we  do  and  how  we  do  it.  Good  work  must  b 
about  more  than  a  product  or  getting  the  money  to  bii 
somebody  else's  products. 

Ideas  of  loyalty  and  long-term  commitment  were  cleare 
early  on  in  Silicon  Valley,  when  people  like  Hewlett,  Packarc 
and  Varian  put  their  names  on  their  companies.  It  blurre 
as  companies  adopted  names  of  processes  and  products- 
Advanced  Micro  Devices,  Genentech — and  paychecks  mean 
more  than  passion.  Certainly  in  the  adolescent  cynicisr 
of  the  dot-com  years — with  its  Fogdogs,  Ectopias,  an' 
Boo.coms — something  ephemeral  and  insidious  arose. 
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"A  fair  amount  of  the  premise  in  dot-coms  was  bribery — 
the  stock  options  became  a  bribe,"  says  Fred  Reichheld,  who 
has  written  several  books  on  corporate  loyalty.  "A  few  of 
them  thought  they  were  doing  something  noble,  but  lots 
more  said,  'You  can  work  20  hours  a  day,  destroy  your  mar- 
riage, who  cares  what  else,  because  you'll  be  rich.'"  When 
Reichheld  sought  out  his  loyalty  text  at  a  bookstore  in  1999, 
the  clerk  told  him  to  search  the  fiction  shelves. 

Part  of  the  problem,  Reichheld  thinks,  was  that  the  Web 
was  ceded  to  younger  people,  who  supposedly  understood  the 
medium  better.  "It's  tough  to  engender  loyalty  in  the  young,"  he 
says.  "You  have  to  go  through  a  couple  of  crises,  know 
the  cost  of  making  a  bad  decision,  to  appreciate  loyalty." 

To  hear  the  veterans  in  the  trenches  tell  it, 
Netscape — born  at  the  dawn  of  the  Internet  age  in 
1994,  with  a  name  that  at  least  hinted  at  a  sense  of  adven- 
ture and  place — may  have  been  young,  but  it  was  no  fairy 
tale.  Its  product,  the  first  commercial  browser,  enabled  bet- 
ter links  and  faster  moves  through  the  Internet.  To  Netscap- 
ers  this  organization  of  the  Internet  was  the  most  powerful 
meaiis  of  communication  ever.  "It  just  felt  like  something 
important,"  says  Rich,  who  joined  Netscape  two  months 
before  its  August  1995  initial  public  offering.  "I  immediately 
felt  like  the  people  there  were  remarkable,  intelligent,  and 
they  genuinely  cared  about  their  work." 

Chris  Lamey,  another  veteran,  heard  about  Netscape 
from  a  friend  who  worked  there.  He  joined  in  April  1995.  "It 
was  such  a  good  idea,  an  obvious  concept  that  was  going  to 
democratize  information,  put  it  everywhere,"  he  says.  "I  felt 
like  I  had  to  be  there." 

Like  Rich,  Hildreth,  and  others,  Lamey  credits  Netscape 
Chief  Executive  Jim  Barksdale  for  engendering  the  massive 
loyalty  at  Netscape.  He  set  the  tone  that  Netscape  was  hir- 
ing only  really  smart  people,  whatever  the  job.  "He'd  trust 
us,  and  we'd  trust  him,"  Lamey  says.  "He  was  in  charge,  but 
we  were  like  equals  in  the  battle." 

Barksdale  was  an  older  guy,  the  seasoned  veteran  of  several 
companies,  unlike  many  dot-com  chiefs  who  came  later. 
Richard  Hagberg,  an  organizational  psychologist  practicing 
in  the  Valley,  says  that's  a  crucial  difference.  "Almost  none  of 
the  dot-coms  were  led  by  guys  who  had  basic  blocking  and 
tackling  skills,  like  how  to  handle  a  human  resources  person, 
or  how  to  set  up  a  401  (k),  let  alone  a  system  for  crisis  man- 
agement," he  says.  "Those  may  sound  like  little  things,  but  it's 
how  management  proves  its  worth,  respect,  and  trust." 

Barksdale  used  the  Netscape  product  to  enforce  the  sense 
of  belonging  and  of  mission.  There  were  special- interest  news 
groups  inside  the  company  for  everything  from  cycling  to  gay 
and  lesbian  support  groups.  Beer  blasts  were  organized  via 
email,  and  a  forum  called  Bad  Attitude  was  created  where  you 
could  bitch  about  your  problems  with  your  job.  "You  didn't 


Micros 


have  to  leave  the  company  to  have  any  part  of  your  life  ft] 
filled,"  says  Hildreth,  who  followed  her  boyfriend,  now  hq 
band,  to  Netscape  in  1997,  after  years  of  hanging  out  there] 
The  Netscape  idea  of  "mission"  attracted  scores  of  imitato< 
especially  among  the  dot-coms.  But  instead  of  communiq 
tion,  the  new  companies  were  too  often  about  changing  ha 
the  world  would  obtain  marker  pens,  buy  kibble,  or  gambi 
Such  ephemeral  goals  spurred  little  loyalty  among  the  pracll 
tioners,  and  later,  as  survivors  of  the  wreckage,  they  disperse 
On  a  grander  scale,  instilling  loyalty  through  vision  m^ 

also  have  been  Nctscape's  undolng.  I 
Outsiders,  who  couldn't  get  in  but  icnew 

tlie  Internet  would  change  the 
world,  flocked  to  the  Netscape  IPO. 

Their  dollars  pushed  the  stock  far  past  any  sensib 

financial  return — for  many,  owning  a  Netscape  share  wasr 
about  the  money,  it  was  an  endorsement  of  the  future.  It  als 
kicked  off  dot-com  mania  on  Wall  Street  and  woke  giai 
Microsoft  to  a  possible  threat  from  Netscape. 

It's  possible  to  blame  the  Reagan  years,  or  the  Clintc 
years,  or  the  goofball  theories  of  Wall  Street  analysts  for  tl| 
dot-com  boom  and  bust — when  something  as  big  as  the  Inte 
net  bubble  bursts,  little  bits  splatter  everywhere.  The  impo 
tant  lesson  is  to  understand  how  manias  affect  behavior. 

Normally,  money  follows — you  make  profits  at  the  end 
a  process  of  design,  creation,  and  sales.  In  the  boom,  mone 
started  to  lead — funding  looked  for  business  plans,  valuatioi 
looked  for  justifications  after  the  fact.  And  when  money  bega 
to  lead  at  Netscape,  loyalty  suffered 

"The  IPO  was  so  huge  that  the  motivation  changed,"  Ric 
remembers.  "We  got  this  rock-star  quality."  Tourists  photo 
graphed  each  other  outside  the  now-famous  Netscape  foul 
tain.  Lamey  saw  some  newly  rich  employees  reading  Atl» 
Shrugged,  Ayn  Rand's  homage  to  laissez-faire  individualism. 

Companies  that  Netscape  acquired,  and  executives  wb 
came  for  the  stock  options,  also  diluted  the  visionary  loyalty, 
had  to  work  with  a  server  software  company  we  bought,"  sa' 
Lamey.  "I  started  talking  about  how  we'd  change  the  worl 
TTiey  just  looked  at  me — they  were  there  for  the  money.  Eve! 
tually  1  decided  we'd  fallen  from  grace."  He  left  in  1999,  a  fe 
months  after  Netscape  was  purchased  by  America  Online. 

Of  course,  money  doesn't  have  to  make  people  crazy,  a 
force  companies  to  fail.  When  memory-module  firm  Kingstc 
Technology  sold  for  $1.5  billion  in  1996,  its  two  founde 
dispersed  $100  million  among  their  500  employees.  Tb 
money  came  with  counseling  to  use  it  for  buying  a  house  c 
paying  down  a  mortgage.  Few  staff  left  the  company,  whic 
was  later  repurchased  by  the  founders  (who,  on  principli 
had  also  returned  $300  million  to  their  buyers  when  tb 
memory  market  tanked).  i^j^ 
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Microsoft — begun  by  another  bunch  of  highly  intelligent, 
e-mania  techies  out  to  change  the  world — quickly  swamped 
etscape.  For  a  while  the  common  enemy  rallied  the  troops, 
it  unity  suffered  as  Netscape  lost  ground.  Fre-IPO  staff  held 
ealth  in  their  vesting  options  but  had  to  hang  around  to 
ish  the  stock.  Post-IPO  staff,  watching  their  options  turn 
brthless,  knew  they'd  never  cash  in.  In  November  1998, 
merica  Online  announced  its  plan  to  purchase  Netscape, 
id  the  dream  died  quickly.  Barksdale  and  others  peeled  off. 
etscape's  Web-based  financial  systems  were  replaced  by 
OL's  paper  order  forms,  made  out  in  triplicate. 

"You  could  tell  AOL  didn't  believe  in  it,"  says  Rich.  "It 
)t  really  hard  to  watch."  At  one  slide  presentation  presen- 
d  by  management,  an  AOL  executive  dismissively  used 
le  term  "rest  and  vest"  for  people  hanging  around  to  cash 
3tions.  To  his  dismay,  the  senior  veterans  of  Netscape  started 
leering.  There  had  been  a  dream  of  changing  the  world, 
len  the  world  changed.  The  people  changed.  Management 
•langed.  The  technology  changed.  In  the  end,  nothing  they 
ere  loyal  to  was  left. 

Rich  and  Hildreth  exited  Netscape  in  March  2000.  Rich 
llowed  friends  to  myCFO,  Netscape  founder  Jim  Clark's 
ealth-management  service.  "The  motivation  is  entirely  dif- 
Irent,"  he  says.  "Making  rich  people  richer  doesn't  engender 
ligious  fervor,  but  1  know  and  trust  the  people." 

Hildreth  passed  through  a  half  dozen  Netscape  wanna-bes 
nerging  from  the  late- 1990s  Internet  explosion — each  man- 
ned with  an  eye  on  the  loyalty-killing  "exit  strategy"  of 
;quisition  or  IPO.  On  an  Internet  bulletin  board  for  Net- 
ape  refugees,  she  pled,  "Would  someone  at  a  cool  company 
ease  hire  me?" 

One  week  after  last  September's  terrorist  attacks.  Rich 
as  diagnosed  with  cancer  of  the  stomach  and  esophagus,  a 
sease  that  frequently  kills.  Loyalty  suddenly  came  back 
ito  focus  for  both  husband  and  wife  —  loyalty  to  the  idea  of 
life  together.  He  is  on  a  trying  course  of  chemo;  she  cares 
■r  him  and  helps  plan  treatments. 

MyCFO  gets  high  marks  for  health  care  benefits,  but 
ich  says  the  real  support  is  in  old  Netscape  connections — 
lends  staying  in  touch,  rich  ones  offering  money  and  others 
searching  treatments.  "A  lot  of  our  Netscape  friends  have 
sen  more  supportive  than  family,"  he  says.  When  he's  well, 
iich  intends  to  return  to  myCFO;  if  he  ever  works  some- 
face  else,  it  will  be  at  a  nonprofit. 

'  Hildreth,  who  is  pursuing  an  M.B.A.,  found  work  at  a  local 
Liblic  school,  where  she  teaches  special  education  classes 
ith  a  technology  focus.  "I've  got  a  sense  of  community  and 
imaraderie  again,"  she  says,  "and  I'm  definitely  working  on 
le  future."  "^^0 

luentin  Hardy  is  a  member  of  Forbes'  Silicon  Valley  Bureau. 
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Knowledge  Workers  Unite! 
By  Dana  Beth  Ardi 
The  new  economy  was  actually 
a  labor  movement — a  revolu- 
tion and  evolution  of  the  knowl- 
edge worker.  As  we  try  to  gain 
perspective  on  what  happened 
during  the  dot-com  era,  we 
should  understand  that  for  a 
moment  in  time,  talent  flexed. 
Knowledge  workers  wanted  to 
join  communities,  not  com- 
panies. They  were  members  of 
teams,  not  organizations.  They 
insisted  on  managing  their  own 
careers,  in  their  best  interests. 
They  wanted  flexibility  in  when 
they  worked,  how  they  dressed, 
and  what  benefits  they  got. 

"Brand"  and  "culture"  were 
the  battle  cries!  Cultural  imper- 
atives included  flat  oi^anizations, 
open  and  honest  communica- 
tion, and  development  of  indi- 
vidual and  team  capabilities. 
Building  your  brand  communi- 
cated what  your  company  stood 
for.  Brand  also  represented 
the  individuals,  who  were  seen 
as  the  company's  real  assets. 
Personal  brand  stood  for  your 
contributions  to  the  team  effort. 
It  was  about  building  an  emo- 
tional connection  between  people 
and  the  community/company. 
It  was  about  voices  at  the  table, 
shared  dreams  and  aspirations.  It 
was  the  moment  when  the  seeds 
of  the  Human  Capital  Movement 
were  planted  and  cultivated. 
This  has  forever  changed  the 
way  Americans  work. 

Dana  Beth  Ardi  is  the  human  cap- 
ital partner  at  JPMorgan  Partners. 


A  Wrong  Makes  a  Right 
By  Charles  Simonyi 
I  was  asked  more  than  once  to 
predict  the  future  while  the 
Internet  bubble  was  still  in  its 
growing  phase.  I  refused  to  try 
to  call  the  top  or  to  identify  the 
winners  and  the  losers.  But  I 
did  predict  ahead  of  time  what 
has  since  become  a  pretty  clear 
lesson.  The  investors  collectively 
did  something  fantastic  for  the 
wrong  reason.  They  financed 
an  unprecedented,  thorough 
exploration  of  the  possible  busi- 
ness models,  an  explosion  of 
infrastructure  and  technological 
advancement — both  hardware 
and  software.  Look  at  glass  fiber 
and  optical  switching!  Look  at 
the  lines  laid!  Look  at  the  search 
engines,  the  browsers,  the  land 
rush  to  URLs,  the  mass  quanti- 
ties of  goods  and  services  online 
both  highbrow  and  lowbrow! 

Charles  Simonyi  is  the  chief 
architect  of  Microsoft. 
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bUBULE  TROUBLES 

AFTER  THE  SIZZLE  COMES  THE  FIZZLE  By  Edward  Clendani 


Tulipmania 

Holland,  1630s 


•  One  Semper  Augustus  bulb  sold  for 
the  equivalent  of  $50,000  in  gold. 

•  The  market  declined  93%  from  its 
record  high. 


South  Sea  Bubble 

England,  1720 

•  On  January  1 ,  1 720,  one  share  of 
South  Sea  Company  stock  was  £128. 
On  June  24  it  hit  £1,050. 

•  Daniel  Defoe  and  Jonathan 
Swift  were  early  supporters. 
Defoe,  who  twice  went 
bankrupt,  later  attacked  it  in 
pamphlets  while  Swift  parodied 
it  in  Gulliver's  Travels. 


In  1720  Sir  Isaac  Newton  discovered  a 
thing  or  two  about  the  gravity  of 
bursting  economic  bubbles. 

At  the  height  of  Eng- 
land's South  Sea  Bub- 
ble, the  foremost  genius 
of  his  era  was  happily 
investing  as  if  his  bril- 
liance in  science  car- 
ried over  to  his  finances. 
At  one  point,  Newton 
showed  a  £5,000  profit. 
Before  it  was  over,  he'd  parted 
with  £20,000. 

Newton  suffered  like  the  rest  of  us. 
And  while  bubbles  deceptively  appear  as 
if  they're  short-term  blips  in  economic 
history,  more  often  the  aftermath  is  long 
term,  resulting  in  severe  recessions  and  gov- 
ernment intervention  that  usually  exacer- 
bates the  situation. 

The  collapse  of  bubbles  of  the  past  400 
years  —  including  the  South  Sea  Bubble; 
its  French  sister,  the  Mississippi  Bubble; 
The  Netherlands"  Tulipmania;  the  U.S.  stock 
market  crash  of  1929;  and  the  plunge  of  Japan's 
Nikkei  Index  in  1990 — have  thrown  each  nation 
into  a  recession  lasting  a  decade  or  longer. 

The  most  glaring  example  is  the  South  Sea  Bubble, 
which,  along  with  the  Mississippi  venture,  introduced  the 
world  to  debt-for-equity  swaps,  a  clever  way  for  the  gov- 
ernment to  get  out  from  under  enormous  high-yielding  debt. 
The  South  Sea  Company  eventually  assumed  the  entire 
national  debt  of  England  before  the  bubble  burst,  creating  a 
recession  that  lasted  for  almost  half  a  century. 

As  a  result  of  the  debacle,  Parliament  enacted 
the  Bubble  Act,  which  prohibited  companies  from 
issuing  shares.  That  law  stood  for  more  than  100 
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Mississippi  Bubble 

France,  1719-20 

•The  value  of  Mississippi 
Company  stock  was 
greater  than  all  the  gold 
and  silver  in  France. 


The  Crash  of  1929 

•  From  1929  to  1932  approximately  1 1 ,000 
banks  failed  and  $50  billion  was  lost. 

•  The  value  of  U.S.  stocks  dropped  87%. 
(The  Nasdaq  has  fallen  roughly  65%  since 
March  2000.) 

•  The  U.S.  unemployment  rate  was  25% 
during  the  Great  Depression. 


years  until  its  repeal  in  1825. 

The  French  government's  ineptituc 
during  the  Mississippi  Bubble,  which  ga' 
birth  to  the  term  millionaire,  made  it  in 
possible  for  the  French  to  introduce  pap 
money  into  its  economy  for  80  years.  ArW 
in  the  United  States,  the  newly  create 
Federal  Reserve  System's  tigl 
monetary  policies  playe 
a  major  role  in  creatir 
and  extending  the  Gre 
Depression. 

"The  main  lesson  \< 
can  learn  from  bubble 
including  the  mo. 
recent  bubble,  is  th; 
nothing  fundamental  h 
changed,"  says  Yale  Unive 
sity  professor  of  economic 
Robert  J.  Shiller,  author  of  tl' 
book  Irrational  Exuberance.  "Hum;i 
nature  continues  to  be  the  way  it  h; 
always  been  and  probably  alwa 
will  be.  People  always  feel  that  inno 
vation  has  somehow  changed  tb 
equation  in  the  way  the  market  operates 
Shiller  believes  we  have  yet  to  hit  botton 
"The  market,"  he  advises,  "is  still  overvalued."  I 
He  is  one  of  many  ecoiiomists  who  feel  the  term  bubb 
isn't  an  appropriate  metaphor.  "The  problem  with  bubble  s 
a  metaphor  is  that  it  suggests  sudden,  irrevocable  bursting! 
says  Shiller.  "So  far,  no  one  has  come  up  with  a  better  tern 
but  tug-of-war  between  the  bulls  and  bears,  pulling  on  eac 
side,  is  closer  to  reality. ..." 

Metaphors  notwithstanding,  the  problem,  as  Newton  dii 
covered,  remains  determining  when  to  get  out  of  the  ma: 
ket.  "I  can  calculate  the  motions  of  heavenly  bodies 
Newton  said,  "bur  not  the  madness  of  people." 


Japan  Land  Bubble 

1989-present 

•  In  1990  the  value  of  land  in  Japan  was  five  times 
greater  than  the  value  of  all  U.S.  land,  and  the 
value  of  the  Imperial  Palace  was  equal  to  all 
of  California. 

•  In  early  1999  the  Bank  of  Japan,  the  counterpart 
of  the  Federal  Reserve,  reduced  the  overnight 
interest  rate  to  zero. 

•  As  late  as  1992  Japan  had  a  budget  surplus.  Now 
it  has  the  highest  rate  of  deficit  spending  of  any 
industrialized  nation  in  the  world. 
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WE  DIDN'T  JUST  JUMP  ON  THE 
^FRASTRUCTURE  BANDWAGON. 

WE  BUILT  IT 


1-ime  to  set  the  record  straight.  Long  before  our  competitors  even  added  the  word 
□structure"  to  their  vocabulary,  we  were  busy  creating  it.  Since  we  first  launched 
:enter;  it  has  become  the  de  facto  global  standard  for  managing  eBusiness 
istructure.  But  we  didn't  stop  there-we're  also  the  world  leader  in  security  and  storage 
vore.  Every  day,  our  software  handles  over  180  million  transactions,  protects  $50  billion 
ire  transfers  and  stores  40  million  security  exchanges.  Expertise  doesn't  happen 
night.  It's  taken  25  years  of  hard  work  and  leadership  to  get  to  be  the  best.  So 
n  we  say  you  can  trust  every  one  of  our  18,000  employees  around  the  world  to  deliver 
joftware  and  service  that  your  eBusiness'  success  depends  on,  we  really  mean  it. 
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THE  I.R.S. 

—  VS. — 
INDEPENDENT  HIGHER  EDUCATION 


Under  I.R.S  regulations,  parents  of  Hillsdale 
College  students  are  unable  to  take 
advantage  of  the  educational  income  tax 
credit  programs  that  other  Americans  enjoy 
under  the  Taxpayer  Relief  Act  of  1997. 

In  bureaucratic  jargon,  this  is  because 
Hillsdale  is  not  eligible  to  "participate  in  a 
federal  financial  aid  program  under  Title  IV 
of  the  Higher  Education  Act  of  1965  " 
In  plain  English,  it  is  because  Hillsdale 
refuses  to  submit  to  federal  regulation  of 
its  admissions  and  employment  policies. 

Hillsdale  College  has  admitted  black  and 
white,  male  and  female  impartially  since 
long  before  the  Civil  War.  Frederick 
Douglass,  a  former  slave  and  an  unrelenting 
opponent — like  Hillsdale's  founders — of 
legal  distinctions  based  on  race,  once 
spoke  on  Hillsdale's  campus.  The  bureaucrats 
of  the  1970s  and  '80s  picked  the  wrong 
College  on  which  to  try  to  force  quotas. 
Hillsdale  stood  firm  on  its  deep-rooted 
principles.  It  does  so  still  today. 

Pursuant  to  Hillsdale's  lengthy  litigation 
against  the  federal  government  to  preserve 
its  independence,  Hillsdale  students  have 
long  refused  federal  taxpayer  funded  student 
grants  and  loans.  (The  difference,  now 
more  than  $5,000,000  a  year,  is  made  up 
with  private  donations. )  More  recently  and 
appallingly,  Hillsdale's  parents  have  had  to 
forego  educaiion?l  income  tax  credits. 

To  fight  back,  Hillsdale  College  has  built 
a  unique  national  outreach  program  to 
promote  the  original  principles  of  America. 
Central  to  that  effort  is  Hillsdale's  national 
speech  digest,  Imprimis,  which  is  sent 
FREE  OF  CHARGE  to  over  one  million 
readers  each  month  Recent  atithors  include 
Margaret  Thatcher,  Tony  Snow  Steve 
Forbes,  Michael  Medved  John  Stossel 
and  Clarence  Thomas. 


HiHsdale  and  America 


LarryP.Arnn 
"'■^'•'^^nt.  Hillsdale  College 
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Hillsdale 

COLLEGE 
Educatiii^f  for  Liberty  Since  1844 

800.535.0860 

www.hillsdale.edu 
Hillsdale  College,  Dept.  FB-39 
Hillsdale,  Michisan  49242 


To  receive  Impt 


FREE  OF  CHARGE  call  800.535.0860  or  go  to  www.hillsdale.edu. 
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Click  here  for  business  news, 
market  updates,  portfolio  trackini 
and  Forbes'  famously  flinty  analyi 
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scandals  to  biotech  blunders.  Als 
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TOYOTA 


lass-produce  a  hybrid  The  other  10% 

ystem  that  reduces 
mog-forming  emissions 
y  up  to  90% 


In  1997,  Toyota  was  the  first  car  company 
in  the  world  to  mass-produce  a  hybrid 
vehicle.  By  combining  gasoline  and  electric 
power,  the  Prius  reduces  smog-forming 
emissions*  cuts  gas  consumption  in  half, 
and,  in  short,  has  revolutionized  the  way 
cars  affect  our  environment. 

Even  so,  we're  not  resting  on  our  laurels. 
The  Toyota  Hybrid  System  is  being  further 
refined,  to  make  it  cleaner  and  more 
efficient.  And  we're  continuing  to  search 
for  even  greener  forms  of  transportation. 

Our  hydrogen-powered  fuel  cell  hybrid 
SUV  is  now  being  road-tested.  Its  only 
emission  is  pure  water.  Beyond  that,  who 
knows.  But  no  matter  what  alternatives 
are  discovered  in  the  future,  they  won't 
be  found  overnight.  They'll  be  the  result 
of  90%  perspiration.  And  10%  inspiration. 

www.toyota.com/tomorrow 


in  measurements  of  hydrocarbons  and  oxides  of  nitrogen.  Compared  to  the  average  car  ©2002 
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We  Have  See 
And  If 

Works 

Are  the  promised  wonders  of  third-generation  wireless  for  real? 

Yep,  and  here's  the  living  proof. 
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he  Future— 


> Cruising  down  Minnesota  Avenue  in  Sioux  Falls,  S.D., 
in  a  jeep,  Shane  Hampton  flips  open  his  Toshiba 
Portege,  logs  on  to  Yahoo  and  starts  downloading  a 
Britney  Spears  music  video  at  112  kilobits  per  sec- 
id — twice  as  fast  as  a  standard  dial-up  connection.  Hampton, 
[,  vice  president  of  field  sales  for  Seattle,  Wash.-based  Monet 
[obile  Networks,  is  showing  off  the  third-generation  (3G)  wire- 
ss  network  his  company  launched  here  in  October — -the  first 
ich  network  to  go  live  in  this  country.  "It  doesn't  get  better 
lan  this,"  says  Hampton.  "What  you  are  seeing  here  is  the 
iture  of  wireless." 

A  lot  of  locals  agree.  Already  300  Sioux  Falls  residents  have 
gned  up  for  Monet's  $50-per-month,  third-generation  wireless 
rvice  plan.  Using  12  base  stations  located  throughout  this  for- 
ler  prairie  settlement,  Monet's  broadband  wireless  service  is 
xessible  to  some  100,000  people  living  within  30  square  miles, 
[onet  is  now  deploying  another  3G  network  in  the  nearby 
irgo-Moorhead  region.  Monet's  network  offers  peak  speeds  of 
I4kbps,  the  minimum  required  to  qualify  as  a  3G  network. 

But  customers  get  more  than  Britney  Spears.  Mike  Rost  is 
rector  of  business  development  for  Healthcare  Medical  Tech- 
alogies  (HGMT).  One  of  this  managed  health  care  outfit's 
ggest  clients  is  the  City  Department  of  Corrections,  whose  jails 
M  3,000  inmates. 

Before  the  3G  wireless  network  was  in  place,  Rost  says  regis- 
red  nurses  who  worked  for  HCMT  would  have  to  make  multi- 
e  trips  between  the  prison  and  headquarters  when  checking 
ir  habitual  malingerers.  First  they  would  go  to  the  corrections 
cility  and  check  the  inmate  for  symptoms,  then  return  to 
CMT  to  search  the  electronic  medical  records.  Did  the  sick  pris- 
ler  have  a  history  of  bogus  claims?  Was  the  prisoner  legiti- 


mately sick  or  just  anxious  to  leave  the  prison? 

Today,  nurses  bring  laptops  and  download  the  medical 
records  from  anywhere  in  the  prison.  What  once  took  anywhere 
fi-om  half  a  day  to  several  days  now  takes  about  an  hour. 

"The  really  eye-popping  thing  about  what  we  are  doing  is 
that  people  can  be  miles  away  from  where  they  work  and  do 
things  that  you  would  otherwise  have  to  run  back  to  the  office  to 
do,"  says  Monet  Chief  Executive  George  Tronsrue. 

Chuck  Shaver  agrees.  He  is  sales  manager  at  Connecting 
Point,  a  computer  hardware  and  software  reseller  on  West  49th 
Street.  A  few  days  before  Christmas  last  year  Shaver  visited  client 
LodgeNet  Entertainment,  which  offers  hotel  guests  movies  on 
demand.  LodgeNet  wanted  12  HP  Omnibook  notebooks,  pro- 
vided it  could  get  them  before  jan.  1 .  It  was  1 1  a.m.  and  Shaver 
knew  he  had  to  file  the  order  within  the  hour  so  that  it  could  be 
processed  by  his  firm  and  shipped  for  delivery  before  year  end. 

Using  Monet's  3G  network  and  his  preconfigured  laptop, 
Shaver  located  distributors  that  had  the  product  in  inventory 
and  logged  in  to  his  company's  network  to  authorize  the 
$20,000  order.  "If  I  didn't  have  this  service,  I  could  have  lost  a 
day,  which  could  have  cost  me  the  deal,"  says  Shaver. 

Small  things,  but  they  add  up. 

Before  tapping  into  his  company's  network.  Shaver  had  to 
make  sure  his  connection  was  secure.  He's  comfortable  with 
Monet's  service  in  part  because  it  employs  code  division  multi- 
ple access  (CDMA)  technology  which  has  security  protocols  built 
in.  The  technology,  first  used  during  World  War  II  by  the  English 
allies  to  foil  German  attempts  at  jamming  transmissions,  is  dig- 
itized, convolutedly  coded,  and  broken  up  into  two  data  streams, 
making  it  difficult  to  decode.  He  also  uses  a  virtual  private  net- 
work from  Cisco  Systems  which  allows  him  to  pass  his  com- 


MIKE  HALL 

Emergency  management  director 
City  of  Sioux  Falls  Central  Services 
Wants  to  beam  detailed  city  plans 
to  police  and  firefighters  as  they 
speed  to  the  rescue. 


JOSH  ANDERSON 

Student 
Southeast  Technical  Institute 
Downloads  school  assignments  and 
plays  virtual  games  with  others  from 
Pensacola  to  Istanbul. 


MIKE  ROST 

Business  Development 
Healthcare  Medical  Technologies 
Cracks  down  on  cons  faking  ill- 
ness by  accessing  their  medical 
records  wirelessly. 


CHUCK  SHAVER 

Sales 
Connecting  Point 
Selling  more  computers  and 
software  while  spending  more 
time  with  his  wife  and  kids. 
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pany's  firewall  while  encrypting  traffic  downloaded  from  the 
Web.  Monet  will  offer  its  own  VPN  later  this  year. 

Not  everyone  needs  that  much  security.  Josh  Anderson,  a  24- 
year-old  student  at  Southeast  Technical  Institute  in  Sioux  Falls, 
accesses  his  school's  local  area  network  via  Monet,  downloads 
assignments  and  exchanges  instant  messages  with  friends.  He 
wirelessly  connects  with  people  all  over  the  world  to  play  3D 
Ultra  Cool,  a  game  from  Sierra.  "I'm  on  the  network  all  day, 
every  day,"  says  Anderson.  "I  even  get  reception  from  my  house, 
which  is  high  on  a  hill  far  from  any  towers." 

How  did  tiny  Monet  beat  the  wireless  giants  to  market  with 
its  data-only  3G  system?  By  being  nimble.  Unlike  AT&T  Wireless 
and  Sprint  PCS,  little  Monet  is  not  burdened  by  an  existing  wire- 
less voice  business.  It  built  its  3G  net- 
work in  Sioux  Falls  from  scratch 
starting  in  June,  2000. 

The  wonders  of  third-generation 
wireless  are  closer  to  you  than  you 
may  realize.  In  January  Verizon  Wire- 
less announced  that  it  was  launching 
its  3(1  network  on  the  East  Coast  and 
in  the  Pacific  Northwest.  Sprint  PCS 
will  launch  its  broadband  wireless 
network  this  summer. 

Other  service  providers  are  lag- 
ging behind.  AT&T  Wireless  and  Cin- 
gular  Wireless  operate  voice  net- 
works on  a  technology  called  time 
division  multiple  access  (TDMA).  But 
voice  networks  can't  efficiently  carry 
music,  medical  records  and  games. 
For  that  they  must  upgrade  to  a  gen- 
eral packet  radio  service  (GPRS) 
based  network.  That  means  building 
a  parallel  network,  a  complicated 
upgrading  process  that  will  take 
three  more  years  and  cost  each  car- 
rier over  $4  billion.  Even  then,  their 
networks  will  still  be  less  efficient 
than  the  one  Monet,  Verizon  Wire- 


IF  HE  BUILDS  IT,  WILL  THEY  SIGN  UP? 

Monet's  George  Tronsrue  is  betting  that  second-tier  cities,  in 
mostly  rural  areas,  are  clamoring  for  fast,  wireless  Web  access. 


less  and  Sprint  PCS  are  using — a  system  developed  by  Qual 
comm  known  as  CDMA. 

Qualcomm's  CDMA  is  widely  regarded  as  superior  to  TDMA-i 
based  technologies  because  it  sends  data  in  packets,  allowing  foi 
the  most  efficient  use  of  spectrum.  Although  a  CDMA  signal 
uses  from  6  to  40  times  more  bandwidth  than  a  typical  TDMj^ 
signal  or  analog  signal,  it  is  shared  among  hundreds  of  users, 
making  CDMA  about  25  times  more  spectrally  efficient  than 
analog  and  six  times  more  efficient  than  TDMA. 

Another  bonus  with  CDMA:  Sprint  PCS  and  Verizon  Wireless 
already  operate  CDMA-based  voice  service.  To  add  data,  which  is 
based  on  CDMA2000  1 X  technology,  they  need  only  add  channe 
cards  to  their  base  stations  and  some  code  to  their  software, 
Total  cost:  about  $1  billion. 

Monet  isn't  trying  to  compel 
with  the  giants,  but  instead,  offer  3( 
services  in  second-tier  cities  likej 
Sioux  Falls,  where  the  coverage  area! 
is  small,  the  spectrum  is  cheap  ana 
the  market  is  outside  of  the  big  car^ 
riers'  immediate  focus.  After  Siouxl 
Falls,  Fargo,  N.D.  and  MoorheadJ 
Minn.,  Monet  plans  by  the  end  o{ 
2002  to  extend  service  to  Manhat 
tan,  Kans.,  Eauclaire,  Wis.  and| 
Duluth,  Minn.  Its  service  is  aimed  al 
desktop,  laptop  and  PDA  users,  nol 
cell  phone  users. 

"In  these  markets,  it's  us  againsi 
.  dial  up,"  says  Tronsrue,  45,  a  former 
airborne  ranger  and  infantry  cap- 
tain. Tronsrue  joined  Monet  after  20 
years'  experience  in  telecommunica- 
tions, including  senior  management 
positions  at  MCI,  MPS  Communica- 
tions and  Craig  McCaw's  Nextlink. 

"We  have  more  running  room  in 
Sioux  Falls  than  in  San  Francisco," 
Tronsrue  says.  His  backers  agree. 
The  company,  created  in  1999  by  tha 
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>HEST  OF  THE  WER< 


enlo  Park  venture  capital  fund,  Mayfield,  raised  $77  million 
)m  Soros  Capital,  Qualcomm  and  Intel,  among  others.  Origi- 
lly  called  Burst  Wireless,  it  spent  $5  million  on  software  and 
rdware,  including  the  base  stations  built  by  Seoul's  L.G.  Elec- 
)nics,  to  build  its  Sioux  Falls  system.  Monet  issued  $8  billion  in 
)ck  to  VoiceStream,  in  exchange  for  spectrum  that  covered  the 
^ion. 

Monet  only  operates  a  data  network,  which  gives  it  an  addi- 
)nal  advantage  over  big  wireless  carriers  which  have  to  worry 
out  cannibalizing  spectrum  used  in  their  lucrative  voice  busi- 
ss.  As  a  result,  the  wireless  carriers  are  reluctant  to  lure  cus- 
mers  with  low  pricing  plans.  Verizon  Wireless,  for  example,  is 
icing  its  upcoming  3G  data  service  in  the  stratosphere,  with  a 
sic  charge  of  $30  per  month  plus  16  cents  per  minute.  Monet 
charging  a  flat  rate  of  $50  per  month  for  unlimited  use  of  its 
twork.  Its  system  works  on  any  desktop  PC  or  laptop  running 
indows,  IPAQ  handheld  or  Microsoft  Pocket  PC. 

The  software  and  PC  card  modem  for  connecting  to  Monet 
e  on  sale  at  Blockbuster  and  Best  Buy  stores  for  $200  after 
3ate,  or  you  can  order  the  equipment  from  Monet's  Web  site: 
vw.rnonetmobile.com.  Just  insert  the  accompanying  CD-ROM, 
stall  the  software  and  plug  in  the  modem  card.  Within  ten 
inutes  you  are  ready  to  surf  without  wires. 

Monet  has  learned  lessons  from  the  failure  of  two  other  pio- 
ering  wireless  data  networks,  Metricom  and  MobileStar — 
th  of  which  tanked  last  year.  Metricom's  Ricochet  data-only 
twork  failed  because  its  prices  were  too  high  and  its  initial 
eed  was  too  slow:  $350  for  a  modem  and  $80  per  month  for 
2  service  at  a  sluggish  28.8kbps.  Metricom  never  signed  on 


more  than  5 1 ,000  subscribers — not  enough  to  cover  its  costs. 

MobileStar  built  "hotspots" — high-speed  wireless  local  area 
networks  accessible  only  in  certain  places,  such  as  Starbucks  and 
airline  club  lounges.  Lack  of  funding  kept  it  from  building 
enough  hotspots  to  attract  many  subscribers.  Last  October 
MobileStar  closed  and  was  later  acquired  by  VoiceStream. 

But  Monet  is  still  very  much  in  the  running.  Tronsrue  says 
that  by  the  middle  of  this  year  Monet  will  ofter  the  second  iter- 
ation of  Qualcomm's  3G  technology — CDMA2000  Ix-EVDO.  This 
system  will  shoot  data  through  the  air  at  peak  speeds  of  2.4 
megabits  per  second,  offering  performance  similar  to  a  cable 
modem.  The  only  other  place  on  the  planet  with  a  comparable 
network  is  Seoul,  where  SK  Telecom  has  already  launched  an 
EVDO  system. 

That's  great  news  for  Mike  Hall,  the  head  of  emergency 
management  in  Sioux  Falls.  Today,  the  town's  seven  fire  stations 
are  equipped  with  clunky  three-ring  binders  that  contain  tloor 
plans  for  schools,  hospitals  and  office  buildings.  The  informa- 
tion is  often  outdated:  In  an  emergency,  rescue  workers  may  not 
have  the  latest  details  about  buildings. 

But  Hall  has  developed  a  database  that  contains  detailed 
information  about  things  like  the  city's  apartment  houses  and 
the  location  of  gas  lines,  sewer  lines  and  hydrants.  The  database 
is  designed  to  cross-reference  the  information  with  the  floor 
plans  and  three-dimensional  pictures  of  buildings  in  town.  Once 
Monet's  EVDO  system  is  in  place,  emergency  workers  will  have  a 
rich  resource  that  they  can  quickly  access  while  they  ^ 
speed  to  the  problem. 

3G  to  the  rescue.  All  that  and  Britney  Spears. 


3  Stocks  for  3G 


Dnce  again  Wall  Street  has  it  wrong.  The 
analysts  have  buy  recommendations  on 
M&T  Wireless  and  are  waiting  with  baited 
Dreath  for  Cingular  Wireless  to  go  public, 
rhey  also  love  VoiceStream.  These  analyst 
?uys  just  don't  understand  technology.  The 
wireless  operators  they  have  picked  are 
jsing  the  wrong  technology:  GSM/GPRS. 

About  70%  of  all  wireless  voice  net- 
works in  the  world  use  GSM  technology 
and  are  adding  general  packet  radio  ser- 
/ice  (GPRS)  to  their  voice  offerings.  But 
ead  the  preceding  story:  It  shows  how 
hese  companies  are  on  the  wrong  track. 
Po  implement  their  GSM  technology,  AT&T 
/Vireless  and  Cingular  Wireless  will  spend 
about  $4  billion  each— plus  the  technology 
Joesn't  allow  for  additional  voice  capacity. 

It'll  take  years  for  these  operators  to 
nake  a  return  on  their  investment.  Even  if 
[lingular  convinces  10%  of  its  19  million 
customers  to  use  wireless  data  over  the 


next  year,  the  cost  to  acquire  each  user  will 
be  $20,000.  Yet  over  the  next  five  years 
they  will  generate  only  about  $3,000  each 
in  revenue.  Then  the  carrier  will  have  to 
build  its  3G  network.  If  it  can  sign  up  10 
million  users,  the  cost  to  get  each  will  be 
$6,000.  If  each  customer  pays  an  addi- 
tional $50  per  month  for  data,  it  will  take 
ten  years  before  there's  payback. 
Forget  Wall  Street  and  GSM/GPRS. 

Invest  instead  in  the  now  bargain- 
priced  carriers  upgrading  to  CDMA2000 
Ix.  This  new  technology  adds  up  to  two 
times  the  existing  voice  capacity  in  addi- 
tion to  3G  data.  These  CDMA  networks  are 
less  dependent  on  the  success  of  wireless 
data.  Here  are  my  recommendations: 
LEAP  WIRELESS  (NASDAQ:  LWIN,  $3.89) 
Leap  offers  local  wireless  voice  service  in 
39  markets  in  20  states  to  1.2  million  cus- 
tomers for  a  flat  $30  monthly  fee.  Its 
CDMA-based  service,  Cricket,  uses  3G 


 BY  ANDREW  M.  SEYBOLD 

technology,  but  doesn't  offer  3G  data  ser- 
vice yet.  In  Leap's  fourth  quarter,  operating 
revenues  were  $104  million,  up  $37  million 
from  the  previous  quarter 
QUALCOMM  (NASDAQ:  QCOM,  $32.50) 
This  company  owns  the  intellectual  prop- 
erty for  CDMA,  the  most  promising  tech- 
nology for  use  in  delivery  of  wireless  voice 
and  data.  It  is  quickly  being  deployed  by 
carriers  around  the  world.  I  believe  all  car- 
riers—even AT&T  Wireless— will  eventu- 
ally migrate  their  3G  networks  to  some  fla- 
vor of  CDMA.  This  is  a  good  entry  point: 
The  stock  is  trading  near  its  52-week  low. 
SPRJNT  PCS  (NYSE:  PCS,  $7.73) 
Sprint  PCS  operates  the  U.S.'  largest  all-digi- 
tal, wireless  network,  and  it's  based  on  CDMA. 
The  company  will  be  the  second  carrier,  after 
Verizon  Wireless,  to  announce  nationwide  3G 
service  by  the  middle  of  this  year 

Andrew  M.  Seybold  Is  Ed/forand  Publisher  oi  Forbes/Andrew 
Seybold's  Wireless  Outlook  (www.wireless-outiDok.com). 
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Is  it  possible  for  a  serious  investor  to  find  insightful 
commentary  on  stock  message  boards?  Yes.  But  you 
have  to  know  where  to  point  your  mouse. 


CANSLIM  E-MAIL  DISCUSSION  GROUP 

www.xmission.com/~mcjathan/canslim 

Investors  Business  Daily  founder  William  J. 
O'Neil  has  thousands  of  followers  of  his 
CANSLIM  stock-picking  method.  (CANSLIM  is 
an  acronym  for  7  fundamental  and  technical 
rules  for  finding  top  stocks.)  The  "C,"  for  ex- 
ample, stands  for  "Current  earnings-per-share 
growth  above  I8%."  This  e-mail  group  spares 
readers  from  wading  through  the  irrelevant 
noise  in  message-heavy  boards  like  Yahoo's. 
Each  day  the  site  delivers  up  to  40  e-mails  de- 
voted to  CANSLIM  stock  picking,  Setting  up  an 
e-mail  filter  helps  organize  messages. 

Searchable  archives  back  to  1996. 

E-mail  format  makes  it  difficult  to 
follow  "threads"  of  conversation. 


MOTLEY  FOOL:  RULE  BREAKER 

http://boards.fool.com/Messages.asp?bici=IOOI24 

!  The  Rule  Breaker  is  a  real-money  portfolio  that 
buys  stocks  in  companies  it  thinks  have  the 
potential  to  become  leading  global  brands. 
Winners  have  included  America  Online  (for  a 
cost  basis  of  45  cents  in  1994),  Starbucks  and 
Millennium  Pharmaceuticals.  Losers  have  in- 
cluded Celera  Genomics  and  Human  Genome 
Sciences.  The  portfolio  was  down  7%  last  year, 
according  to  Hulbert  Financial  Digest,  but 
since  its  inception  in  1996,  it's  averaged  20% 
annually.  Lately  the  board's  participants  have 
been  eyeing  biotech  stocks. 

BEST:  Post  a  savvy  stock  pick  and  it  may 
wind  up  in  the  Rule  Breaker  portfolio. 

v^omo  1 :  Joining  now  costs  $30  per  year. 


VALUE  INVESTORS  CLUB 

www.valuelnvestorsclub.com 


Are  you  good 
enough  for 
Greenblatt's 
club? 


STOCK  MARKET  OUTLOOK 

www.marketocracy.com 

Put  the  best  investors  in  a  room  and  let  „|,  ^ 
world  listen  in.  That's  the  idea  behind  Marll  yv' 
tocracy.com's  forums,  which  only  allow  po( 
from  managers  of  the  site's  top  25%  onlj 
portfolios.  Threads  such  as  "One  pick  for  20(1 
allow  the  site's  stars  to  chime  in  with  their  t 
pick  of  the  year.  Others,  including  "Is  the  m; 
ket  efficient?"  and  "Does  inflation  lie  aheao 
are  more  academic.  Not  all  of  the  advice 
good.  On  January  25  one  poster  argued  t 
case  for  Actrade  Financial  as  'The  Perfect  Stoa|iews 
Three  weeks  later  the  stock  fell  almost  50%. 

BEST  Posters'  performance  stats  are 
prominently  displayed. 
WORST:  Oldest  messages  are  displayed  fir; 


Exclusive  forum  where  "  ^ 
only  250  value  investors  "^^k<^ 
are  allowed  to  post  ideas.  To  be 
accepted,  applicants  must  submit  a 
minimum  500-word  analysis  of  a 
stock  pick,  which  is  judged  by  Co- 
lumbia Business  School  professor 
Joel  Greenblatt  and  other  partners 
at  his  NYC-based  hedge  fund 
Gotham  Capital.  Members  are  required 
to  post  a  minimum  of  two  picks  per  year  and  each  stock  idea  is  rated  by 
members.  Highly  rated  Stage  Stores  of  Houston  was  recommended  at  II  in 
November,  based  on  its  i.l  cash  flow  multiple,  4.2  P/E  and  $15  book  value.  By 
January  2002  it  had  more  than  doubled.  Anyone  caught  self-promoting  or 
hyping  is  kicked  out.  Nonmembers  get  month-old  content,  but  the  ideas  are 
still  useful,  like  the  January  recommendation  of  Kelly  Services  at  $22.65.  A 
great  place  to  learn  how  vali:e  investors  think. 

Bt3  i ;  Each  week  $5,000  goes  to  the  best  stock  analysis. 
WORST  No  information  on  the  site  about  who  actually  runs  it. 


THEORY  &  PRACTICE  OF  INVESTINQ 

www.eraider.com 

This  forum  on  ERaider.com  boasts  quality,  t 
quantity.  The  site's  overall  focus  is  on  shai 
holder  activism  and  corporate  governance,  a 
much  of  the  content  is  devoted  to  rallying 
members  against  the  inept  managers  of  comp 
nies  it  is  targeting  in  its  own  mutual  fund.  Ho 
ever,  click  on  The  Academy  and  you'll  be  expos 
to  fascinating  discussions  covering  news,  m 
kets  and  investing.  The  HP-Compaq  merger  a 
corporate  dividend  policies  were  recently  c 
bated  along  with  a  column  on  the  correlation  t!|its  ai 
tween  crime  and  business  cycles. 

Aaron  Brown.  Yeshiva  professor  of 
nance,  responds  to  nearly  every  post. 

WORST:  Only  a  few  postings  per  day. 


VANGUARD  DIEHARDS 

http://socialize.morningstar.com 

With  over  120,000  posts,  Morningstar.cor 
Vanguard  Diehards  board  is  the  place  to  he 
for  discussions  about  mutual  fund  issues,  a 
not'simply  just  those  related  to  Vanguard  funi 
One  recent  message,  for  example,  pondered  t 
appropriate  amount  of  international  fund  exp 
sure  in  a  401  (k).  Jack  Bogle  himself  has  be 
known  to  chime  in. 

BEST:  This  board  maintains  its  own  site  at 
www.diehards.org  for  advanced  searches 
and  additional  resources. 
WORST:  Don't  be  surprised  to  find  lots  of 
questions  from  novices. 
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■manciai  Kortai^ 


Anyone  investing  on  the  Web  should  have  a  home  base  for 
racking  news,  investments  and  financial  planning.  Here's 
he  best  of  what's  left  among  the  financial  supersites. 

/ISN  MONEY 

fttp://money.msn.com 

i  financial  supermarket  on  the  Web,  in- 
cluding content  from  CNBC.  Get  mar- 
ket news,  a  customizable  port- 
folio that  synchs  with  your 
tlC^  e-brokerage  account,  charts 
)BlTr^P  and  one  of  the  best  stock 
▼  screening  tools  on  the  Web. 

Looking  for  stock  picks?  Check 
Jim  Jubak's  Journal  or  Jon  Markman's  column,  SuperModels.  Guest 
ickers  include  Louis  Navellier  and  technician  Terry  Bradford.  There  are  also 
lenty  of  planning  tools  plus  billpaying,  online  tax  preparation  and  free  e- 
lail.  MSN  will  instant  message  you  when  your  stock  makes  a  move.  Or  send 
ews  or  updates  wirelessly  to  your  handheld.  And  thanks  to  Microsoft's  .NET 
MLWeb  services  platform,  Passport  members  can  customize  access  to  all 
leir  accounts  via  its  centralized  My  Money  feature. 

EST  Company  Reports  plus  sheer  ease  of  use  thanks  to  Passport. 
/ORST:  Beware:  What  you  think  is  news  may  be  an  advertisement. 


^  BY  LEA  GOiqjMI 

BLOOMBERG 

www.bloomberg.com 

Market  news  and  much  more.  Unlike  other  por- 
tals with  myopic  views,  Bloomberg  pays  attention 
to  what's  going  on  globally  and  in  the  credit  mar- 
kets. Inside  Focus  highlights  who's  dumping  or 
buying  stock  and  Graef  Crystal  exposes  overpaid 
executives.  Other  helpful  tools  include  a  leasing 
calculator  and  a  4QI(k)  planner,  plus  you  get 
Bloomberg  TV,  radio  and  e-learning  at  Bloomberg 
University.  If  you  are  an  AvantGo  user,  have  a  Palm 
VII  PDA  or  an  OmniSky  wireless  account,  you  can 
access  stock  quotes  and  news  wirelessly. 

BEST  Detachable  Market  Monitor. 
WORST:  Cluttered  design. 


CEO  EXPRESS 
www.ceoexpress.com  mm 

Offers  tons  of  useful  connections,  from  foreign 
news  outfits  like  India's  Hindustan  Times  and 
business  magazines,  to  SEC  documents, 
concierge  services,  cell  phone  messaging  and 
package  tracking.  Check  out  the  editor's  fa- 
vorites or  customize  the  site  with  your  own 
faves.  Sister  site  WiredCEO.com  offers  a  wire- 
less version  of  the  links  for  your  PDA. 

BEST:  Great  for  beginners-or  busy  execs. 
WORST:  Execudiva  section  is  a  hodgepodge. 


Y  DAN  COLARUSSO 

'TIONSXPRESS  ™ 

vw.  optionsxpress.  com 

is  Chicago  options  brokerage  site 
ts  an  emphasis  on  execution,  but 
en  more  important,  it  will  educate 
u  on  the  difference  between  a 
addle  and  a  butterfly,  and  then  give 
u  a  host  of  trading  ideas.  Its  Xecute 
notion  allows  clients  to  auto- 
itically  trade  on  the  recommenda- 
ns  of  advisers  like  Bernie  Schaeffer 
d  Larry  McMillan.  An  Options 
agon  screening  tool  rates  potential 
ides,  and  a  handy  graphing  tool 
ows  your  potential  profitability  in 
art  form.  Base  commission  Is  $14.95 
$1.50  per  contract. 

ST:  Easy-to-use  execution  windows. 

3RST:  Narrow  choices  for  objec- 
e  market  news. 


>Options 


The  great  casino  market  of  the  1990s 
gave  rise  to  dozens  of  Web  sites  cater- 
ing to  options  investors.  Unfortunately, 
there  are  just  as  many  hawks  selling 
hype  as  those  giving  prudent  advice. 


CHICAGO  BOARD  OPTIONS  EXCHANGE 

www.cboe.com 

This  site,  from  the  nation's  largest  options 
exchange,  provides  a  solid  selection  of  mar- 
ket data  and  information  on  options.  The 
oboe's  resource  center  contains  download- 
able guides  to  taxes  relating  to  options  as 
well  as  lists  of  brokers  at  key  firms.  The 
learning  center  provides  Web  tutorials  on 
things  like  Vertical  Spreads  and  a  recom- 
mended reading  list.  There  are  separate 
micro  sites  devoted  to  popular  contracts  like 
the  OEX  and  SPX.  For  $99  you  can  attend  a 
mock  floor  trading  session  at  the  OBOE. 

E-mail  questions  to  on-site  experts 
and  read  answers  at  the  Options  Corner. 

Mind-numbingly  long  text  and  tiny 
type  will  give  you  a  headache. 


IV0LATILITY.COM 

www.ivolatiHty.com 

This  site  focuses  on  defining  and  measuring 
implied  volatility— a  key  component  used  by 
investors  to  determine  an  option's  price. 
More  experienced  traders  will  revel  in  this 
site's  capacity  for  generating  layer  upon 
layer  of  volatility  measures  and  comparisons. 
A  number  of  preset  volatility  screens  offer 
uD  picks  daily,  but  advanced  analytics,  like 
the  covered-call  worksheet  and  customized 
scanners  that  help  you  find  trading  candi- 
dates, will  cost  you  extra. Question  mark 
icons  define  basic  terms,  but  beyond  that 
novices  may  find  themselves  bewildered. 

BEST  Edgar  Volatility  Analyzer  tracks  implied 
volatility  in  real  time.  Cost:  $169  per  month. 
WOftc, , ;  Not  much  commentary. 
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IM  TIMES  LIKE  THESE,  YOU  MEED 


THAT  WILL  HF 


lany 


YOU  SURVIVE  TIMES  ^  THESE. 


arsi 

Todaw  the  best-run  e-businesses  know  that  to  achieve  real  ROI,  \  ou  need  more  than  ad  hipeur 

'ark 


approaches  and  stand-alone  solutions.  You  need  a  new  wav  to  make  e\erything  work  togeth 
SAP  IS  a  leadmg  provider  ot  integrated  e-business  solutions.  Our  expertise  in  21  mdustrx  -solutt 
areas  has  helped  H6%  of  the  top  50  Global  Fortune  companies  focus  on  the  thmgs  that  matter  mi^ 
efficiencv  and  profitabilit\ .  To  see  how  we  can  help  vou.  \  isit  sap.com 


THE  BEST-RUN  E-BUSINESSES  RUN  SAP 


rentrai  &  tastern  Europe 


The  smart  money  has  headed  east  to 
central  and  eastern  Europe.  Russia's 
stock  market  is  up  over  70%  in  the 
last  12  months.  These  sites  will  help 
you  navigate  this  turbulent  region. 


E  SOURCE 

p://law.gonzaga.edu/library/ceeurope.htm 
rprisingly,  the  law  library  of  Spokane, 
ishlngton's  Gonzaga  University  is  a  Web 
lository  of  central  and  eastern  European 
ormation.  The  site  covers  21  countries, 
jarating  resources  into  Law  &  Politics, 
siness  &  Economics,  and  a  grab-bag  sec- 
1  called  Other.  Elsewhere  you'll  find  such 
ns  as  a  guide  to  Slovene  Radio  and  TV, 
i  A  Belarus  Miscellany.  There  are  even 
(s  to  interesting  historical  references  like 
333  Who's  Who  in  Central  and  Eastern  Eu- 
)e.  Want  a  primer  on  trading  on  the 
charest  Stock  Exchange?  Click  here. 

ST:  Links  to  regional  stock  exchanges. 
)RST:  Some  stale  information. 


CENTRAL  EUROPE  BUSINESS  NEWS 

www.ceebiz.com 

Business  news  from  Poland,  Hungary  and  the 
Czech  Republic,  courtesy  of  three  local  busi- 
ness journals.  This  site  offers  the  latest  head- 
lines and  happenings,  like  a  recent  story  on  the 
competitive  rivalry  developing  in  the  Czech  tele- 
com market  against  Cesky  Telecom.  Unfortu- 
nately the  site  is  mostly  geared  to  getting  you  to 
subscribe  to  its  e-mail  newsletters.  Choose 
from  Banking,  Capital  Markets,  IT  &  Telecom  or 
Real  Estate,  and  every  day  you  will  receive  the 
latest  via  e-mail.  Costs  $356  for  a  12-month 
subscription. 

BEST;  Detailed  daily  e-mail  letters. 

Free  content  is  unfortunately  thin 
and  repetitive  message  boards  are  a  joke. 


BY 


BISNIS  ONLINE 

www.bisnis.doc.gov 

The  "Business  Information  Service  for  the 
Newly  Independent  States"  (of 
the  former  Soviet  Union)  is  a 
treasure  trove  of  informa- 
tion covering  everything 
from  tech  in  the  Ukraine  to 
consulting  in  Kyrgyzstan. 
This  Commerce  Department 
site  is  a  must  for  anyone  investing  or  doing 
business  in  this  region.  A  monthly  bulletin 
offers  practical  advice  in  articles  such  as 
"The  Potholes  of  Shipping  to  the  Cauca- 
sus." Or  find  free  reports  like  Ernst  & 
Young's  on  investing  in  Georgia.  You  can 
also  track  deal  flow. 

BES 1  E-mail  updates  about  economic 
activity  in  specific  countries. 

WORST:  Moscow  Financial  Weekly 
offers  news  that  is  over  a  month  old. 


DOLLY  SETTON 


>Biotech 


^zesting  in  biotech  stocks  is  not  for  the  fainthearted.  Mow- 
er, if  you  are  willing  to  do  the  digging,  the  Web  could  help 
u  discover  the  next  Genentech  or  avoid  the  next  ImClone. 


OSPACE 

vw.biospace.com 

Tied  at  experienced  investors,  this 
comprehensive  portal  keeps 
you  on  top  of  the  field. 
^B^,   Includes    sections  on 
1^^^  biotech  bellwethers  like 
iWT^P  Millennium  Pharmaceuti- 
^  y   cals,  the  latest  clinical 
developments  and  IPOs. 
Search  breaking  news  by  com- 
ny,  or  look  for  industry  events  by  re- 

)n  or  date.  Biobuzz  displays  the  most  popular  stories  and  Deals  and  Dol- 
s  tracks  M&A,  strategic  investments  and  alliances  like  Copenhagen-based 
:uroSearch's  recent  partnership  to  develop  treatment  for  Alzheimer's  and 
rkinson's  disease.  A  link  to  Intota  gives  you  resumes  for  consultants  in,  say, 
netics,  who  will  answer  your  questions  for  a  $250  fee. 

:ST:  Easily  searchable  clinical  development  database  identifies 
mpanies,  partners  and  stage  of  development. 

DRST:  Brokerage  ratings  section  is  weak  excuse  to  link  to  brokerage  sites. 


ABOUTCOM  BIOTECHNOLOGY 

www.biotech.about.com 

Especially  good  for  the  biotech  beginner,  this 
site  offers  strategies,  definitions,  tools  and  tips. 
Ph.D.-candidate  and  guide  Yali  Friedman  clearly 
explains  the  basics  of  molecular  biology  and 
the  pitfalls  to  avoid  when  investing  in  this  highly 
technical,  volatile  sector.  Offers  sound  screen- 
ing tips,  such  as  to  look  for  a  deep  product 
pipeline  with  late-stage  candidates  and  enough 
capital  to  fund  two  years  of  operations.  Links 
include  recent  IPO  Performance  table. 

BEST:  Can  contact  guide  Yali  by  phone. 
WORST:  Sponsored  links  look  like  editorial. 


RECOMBINANT  CAPITAL 

www.recap.com 

Successful  strategic  partnering  is  essential 
for  most  biotech  firms  and  this  site  offers  in- 
depth  information  on  specific  partnerships. 
Watch  where  the  money  is  going  by  checking 
with  a  biotech  revenue  database  that  tracks 
pharmaceutical  company  investments  by 
disease  specialty.  An  archived  online  maga- 
zine called  Signals  offers  more  than  300  ar- 
ticles evaluating  everything  from  the  potential 
profitability  of  bioinformatics  to  new  drugs 
being  developed  to  combat  psoriasis. 

BEST:  Free  Signals  Magazine. 
WORST:  The  best  stuff  costs  $1,000  a 
year,  plus  $100  per  additional  user. 


^  FOR  MORE  TOP  SITE  REVIEWS,  GO  TO  WWW.FORBESBESTCOM. 


FORBES>BESTOFTH 


<  MARCH  25,  2002  9 


>  lax  h'lanning 


^BY  JANET  NOVACK, 


When  it  comes  to  taxes,  the  Web  is  overrun  with  flaky 
schemes  and  tax-protester  propaganda  posing  as 
legitimate  advice.  It's  important  to  know  where  to  look— 
and  where  not  to  look— for  help. 


HERE 


INTERNAL  REVENUE  SERVICE 

www.irs.gov 

Thanks  to  a  much-needed  overhaul,  this  massive  site 
is  now  better  organized,  with  a  cleaner  look.  View  lists  of 
forms  and  publications  by  subject,  instead  of  searching 
by  form  number.  You  still  can't  file  online  directly  or  inquire 
about  your  own  account,  but  getting  general  tax  Information  is  less 
frustrating  than  calling  the  IRS  and  waiting  on  hold. 

EST:  Downloadable  forms  and  publications. 
WORST:  E-mailed  responses  to  tax  law  questions  are  wrong  half  the  time. 


FAIRMARK  PRESS  TAX  GUIDE  FOR  INVESTOR 

www.fairmark.com 

Tax  lawyer  Kaye  A.  Thomas  author  of  Capital  Gain 
Minimal  Taxes:  The  Essential  Guide  for  Investors  ar 
Traders,  offers  lucid  guidance  on  issues  bede^iliti 
investors  and  upper-end  taxpayers,  including  the  3 
ternative  minimum  tax  and  the  "wash  sale  rule 
you're  planning  on  making  a  "deemed  sale  electioi 
on  your  stocks  this  tax  season,  be  sure  to  check  o 
Thomas'  advice  first— you  may  reconsider.  For  do-i 
yourselfers,  Thomas'  Fast  Form  Finder  offers  links 
IRS  forms.  There's  also  an  active  forum  where  Thom) 
and  a  band  of  regulars  answer  questions. 


BEST:  Free  guidance  on  complicated  subjects. 
WORST  Limited  range  of  topics  covered. 


BY  DOLLY  SETTON 

FLIPDOG 

www.flipdog.com 

Resume  templates  and 
interview  tips  are  nice,  but 
most  people  go  to  employment 
sites  for  hot  job  leads.  Flipdog  uses  its  pro- 
prietary search  engine  to  scour  the  Web  for 
job  listings  on  company  Web  sites.  The  re- 
sult? Fresher  postings,  right  from  the 
source.  When  we  looked,  the  site  claimed 
484,426  listings  from  61,079  global  em- 
ployers. A  search  for  human  resources  po- 
sitions in  the  Chicago  area  yielded  214  re- 
sults, including  (like  most  job  sites)  a 
handful  of  mismatches.  The  automated 
JobHunter  searches  while  you  sleep,  e- 
mailing  results.  And  the  Resource  Center 
offers  voluminous  links  for  company  re- 
search, job  training  and  career  advice. 

ST:  Freshest  listings  we  found. 

ORST:  Data  in  the  Best  Places  to  Find 
a  Job  section  is  practically  useless. 


TAXPLANETCOM 

www.  taxplanet.  com 

Edited  by  syndicated  columnist  Gary  Klott,  TaxPlan 
offers  an  ever-expanding  world  of  tax  pointers  ar 
tax  news.  In  his  Year-Round  and  Tax  Season  Ta 
Guides,  Klott  takes  on  common  issues,  such  as  d 
ductions  for  work-related  education  and  charitab 
contributions,  skillfully  cutting  to  the  bottom  line 
what  will  and  won't  pass  muster  with  the  IRS.  For  di 
it-yourselfers,  click  on  the  link  to  Turbotax. 

BEST:  His  tax  guides. 
WORST:  Annoying  pop-up  ads. 
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>Job  Hunting 


Use  these  sites  to  find  job  listing 
or  post  your  resume.  You  can  als 
avail  yourself  of  online  trainin 
courses,  salary  calculators  and 
wealth  of  career  planning  advice 


CAREERJ0URNAL.COM 

www.  careerjournal.  com 

This  Wall  Street  JoumaZ-affiliated  site  of- 
fers listings  geared  to  senior  management, 
sales,  marketing  and  finance  in  companies 
ranging  from  Amazon  to  Freddie  Mac  to 
Xerox.  Strong  editorial  content  includes 
sound  advice  on  a  range  of  career  man- 
agement and  job-hunting  topics  and  timely 
features  on  subjects  like  anticipating  lay- 
offs and  turning  a  corporate  crisis  into  an 
advancement  opportunity.  Career-related 
news  and  trends— like  the  jobless  rate- 
are  frequently  updated. 

BEST  Substantive  career  content  from  a 
trusted  source. 

Hunt  for  art/architecture/design 
Jobs  turned  up  15  results— all  financial. 


M0NSTER.COM 

www.monster.com 

Claims  over  a  million  listings,  from 
finance  manager  position  at  Time  Inc.  to 
graphic  artist  gig  in  Wyoming.  Save  searche 
as  active  agents  that  cull  listings  and  e-m 
them  to  you.  Or  train  for  that  new  job  onlir 
at  the  MonsterLearning  channel.  Monste 
Trak  offers  guidance  to  college  studen 
seeking  internships  and  starter  jobs,  whi 
premium  service  ChiefMonsfer  takes  aim 
senior-level  execs.  Along  with  salary  da 
and  company  research,  there's  also  a  glob 
section  that  translates  foreign  listings. 

BEST:  Listings,  listings,  listings. 
-,:r~~,--  Superficial  profiles.  And  too 
many  stale  listings. 
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Lntrepreneurs 


BY  JOANNE  GORDON 


i 


With  the  Web,  there's  no  reason  an 
office  of  10  can't  run  as  smoothly 
as  an  office  of  10,000.  Log  on  to 
manage  payroll  and  personnel,  col- 
laborate with  vendors  and  more. 


INTRANETS.COM 

www.  intranets,  com 


tCROSOFT  BCENTRAL 

vw.bcentral.com 

mprehensive  portal  with  an  a  la  carte  menu 
services.  Site  building  and  hosting— $50  a 
nth,  e-commerce— $25  a  month  and  for  $30 
r  month,  a  calendar  that  lets  customers 
ledule  appointments  online.  Get  your  site 
ed  on  multiple  search  engines,  shop  for  in- 
ance  and  office  supplies  and  get  e-mail.  The 
e  stuff  includes  a  HTML  download  to  moni- 
traffic  plus  articles  with  advice  about  how  to 
jrove  your  business. 

.    Will  give  your  firm  or  its  products 
:y  access  to  Web  communities  like  EBay, 
>N  and  soon,  UBid. 

Phone  tech  support  is  only  free  for 
!  first  60  days. 


U.S.  BUSINESS  ADVISOR 

www.bu2iness.gov 

The  Small  Business  Administration  built  this 
site  to  be  an  entrepreneur's  online  sourcebook. 
Over  10,000  categories  and  2,000  sources  for 
questions  about  taxes,  workplace  issues,  reg- 
ulations, international  trade  and  business  law. 
There  is  advice  and  online  counseling  to  help 
start  and  grow  a  company,  or  even  shut  one 
down.  For  small  businesses  with  global  inter- 
ests, there  are  dozens  of  links  to  trade  lead  sites 
like  Hong  Kong's  Global  Sources,  which  was  re- 
cently offering  scented  giant  pillar  candles 
made  in  Northern  China. 

BEST:  Daunting  amount  of  content  but  the 
uncluttered  site  is  easily  navigable. 

The  tax  trivia  game  is  lame. 


If  enterprise  networking  software  is 
out  of  reach,  come  here  for  the 
scaled-down  version.  Use  a 
customizable  template  to  J^j 
create  a  fully  collaborative  '''CV%fY)C* 
site  accessible  only  to  ^fej^vOB*"^*^ 
your  team.  Drag-and-drop 
interface  gives  employees 
access  to  company  policies,  sales 
presentations,  expense  reports  and 
group  calendars.  You  can  also  host 
online  discussion  groups.  Base  rate: 
$29.95  per  month.  Access  contact 
lists  and  other  group  data  via  a  Palm 
device  or  WAP-enabled  cell  phone. 

BE  Tr  Document  sharing  uses  any 
format  and  tracks  edited  versions. 
WORST:  SSL  encryption  will  cost 
you  $300  extra  per  year. 


BILL  MEYER 


/er  the  last  five  years,  online  auctions  have  become  a  cultural 
lenomenon— part  commerce,  part  sport,  part  community, 
ley're  also  among  the  few  Web  businesses  that  actually  work. 


>Auctions 


ANDALE 

www.andale.com 

Helps  manage  online  auctions.  Whether  you're 
an  occasional  seller,  "power"  seller  or  larger 
business  doing  liquidation,  you'll  find  tools  to 
streamline  everything  from  posting  listings  to 
monitoring  bids  in  real  time  to  generating  sales 
reports.  Use  one  of  the  lOO-plus  thematic  tem- 
plates to  design  your  auction,  or  recycle  old  list- 
ings from  your  Ad  Archive.  The  Checkout  fea- 
ture automatically  notifies  winning  bidders  of 
your  shipping  and  payment  preferences. 

BEST:  Robust  image-hosting  options  in- 
clude an  eight-photo  slide  show. 

WORST:  No  centralized  control  panel  for 
monitoring  auctions.  Too  many  fees. 


BAY 

iv4v.ebay.com 

le  industry  titan.  Serves  niche  collectors,  small  businesses  and  major  corpora- 
)ns  alike,  moving  markets  in  every  category,  from  toys  to  computers  to  cars, 
sarn  the  ropes  of  online  buying  and  selling  with  EBay  University  tutorials.  Buy  It 
3W  buttons  and  EBay  Stores  offer  fixed-price  options,  while  Live  Auctions  allow 
al-time  bidding  at  offline  auction  houses.  Upcoming  co-branded  site  with  Sotheby's 
ould  finally  give  EBay's  high-end  sales  some  credence. 
EST:  Wireless  bidding  with  Palm— and  a  pager  program,  EBay  a-go-go. 
O^'-  '  Strong-arm  tactics  like  EBay  Checkout,  which  makes  it  hard  for 
lyers  to  use  third-party  payment  systems. 


S0THEBYS.COM 

www.sothebys.com 

High-end,  but  not  too  rarefied.  Peruse  more 
than  iO.OOO  auctions  of  art,  antiques  and  col- 
lectibles, from  rare  Lincoln  letters  to  French 
Aubusson  carpets.  Well-crafted  theme  auctions 
like  the  recent  Surrealism  sale  (with  works  on 
paper  by  Miro  and  Dali)  add  luster,  along  with 
estate  and  single-owner  sales.  Buy  Now  but- 
ton lets  you  snag  items  at  a  fixed  price.  Coming 
this  summer:  real-time  bidding  for  live  sales. 

BEST:  Special  theme  auctions. 
WORST:  The  15%  buyer's  premium. 
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BY  BOB  BROWN  ^\ 


Two  years  ago,  online  car-buying  sites  were  going  to  cut  out  the  dealerships.  Today  60%  of 
buyers  use  the  Web  to  help  choose  a  new  car,  but  the  dealers  are  making  most  of  the  sales. 


to( 


AMERICAN  CAR  BUYING  SERVICE 

\N\N\N.acscorp.com 

Research  elsewhere,  then  let  these  guys  do  the 
dirty  work  of  nailing  the  deal.  ACS  charges  $29 
to  locate  the  car  of  your  choice  and  bang  down 
the  price.  The  service  easily  tracked  down  a 
hard-to-get  VW  Passat  4Motion  Wagon;  two 
other  sites  we  tried  offered  only  a  waiting-list 
spot.  And  ACS  came  back  with  a  flat  sticker 
price,  devoid  of  insidious  dealer  options  like 
under-carriage  spraying  and  swanky  floor 
mats.  Total  savings?  Roughly  $500.  Also  offers 
lease  and  fleet  buying  services. 

BLo  I .  If  ACS-negotiated  price  is  not  the 
price  at  picl<up,  they'll  refund  your  fee. 

WORST:  Sometimes  savings  don't  materialize. 


AUTOBYTEL 

ivwtv.aufobyfe/.co/n 

With  5,000  dealer-referral  partners,  "no  hag- 
gle" pricing  of  its  own  discounted  inventory,  a 
used-car  classified  section  and  a  "certified" 
used-car  program,  Autobytel  doesn't  overlook 
much.  Research  and  buying  information  is 
copious  and  well-integrated  but  the  site  has 
blind  spots.  When  compiling  a  chart  comparing 
a  Volkswagen  Passat  with  4-wheel-drive  and  a 
4WD  Volvo  Xcountry,  only  data  for  the  2WD  Pas- 
sat came  up.  And  there  are  gaps  in  vehicle 
availability.  Use  the  Comments  box  in  the  price- 
request  template  to  let  the  dealership  know 
that  you  are  interested  in  an  unlisted  car,  and 
they  will  track  it  down. 

i-oi  360-degree  interior  views. 
WORST:  Too  much  tiny  type. 


AUT0TRADER.COM 

}NyN)N.autotrader.  com 

Best  known  for  its  extensive  used-car  data- 
base, the  site  now  offers  new-car  referrals 
through  CarsDirect.com  and  classic-car  list- 
ings through  CollectorCarTraderOnline.com. 
Search  pre-owned  inventory  by  brand, 
model,  year,  price  range  and  location.  Our 
hunt  for  a  1991-93  Toyota  4Runner  turned 
up  27  possibilities  in  the  Portland  area. 
We  then  read  its  original  reviews  and 
incredibly  helpful  "pre-owned  profile," 
which  gave  us  everything  from  spare-part 
prices  and  recall  information  to  owners' 
best  and  worst  summaries.  For  a  fee,  you 
can  run  a  vehicle  history  report— a  must 
even  for  "certified "  pre-owned  cars. 

BEST:  Decision  Guide  offers  side-by-side 
comparisons  of  multiple  vehicles. 

Many  used-car  listings  employ 

stock  photos. 


CARSDIRECT.COM 

www.carsdirect.com   

The  complete  online  buying  site.  Research  section  offers  solid  con-  K^Of  ^|  mbi 
tent,  from  informative  Buying  Guides  ("SUV  Smackdown")  to  review  ^^^^ORif 
links  to  safety  info.  We  liked  the  exhaustive  bumper-to-bumper  model  '^^^^ 
comparisons  (like  Honda  Odyssey  vs.  Toyota  Sienna),  but  they  need 
bottom-line  summaries.  The  site  offers  rebates,  financing,  insurance  quotes  and 
live  online  help.  There  are  two  ways  to  close  the  deal:  via  the  extensive  dealer- 
referral  network  or  on  the  phone  with  a  CarsDirect  vehicle  specialist. 


BEST:  Easy,  reliable  and  you  don't  have  to  drink  the  dealer's  stale  coffee. 
V\/ncjc  '  Hard  to  select  specific  options,  like  4-wheel  drive,  without 
accepting  an  entire  options  package. 
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EDMUNDS.COM 

www.edmunds.com 

Best  car  research  on  the  Web,  hands  down. 
Comprehensive  source  of  reviews  and  up-to- 
date  information  on  safety,  finance  and  com- 
parative pricing  for  both  new  (dealer  referral) 
and  used  cars.  Edmund's  True  Market  Value 
calculator  tells  you  what  you  should  pay  for  a 
vehicle,  based  on  local  market  conditions, 
incentives  and  rebates,  even  dealer  holdback. 
(Want  to  know  what  holdback  means?  Check 
the  car-buying  glossary.)  Get  pricing,  reviews 
and  ratings  on  your  wireless  device  via 
Edmunds2go.com. 

EES';  Must-read  articles  like  "Games  Deal- 
ers Play,"  and  video  road  tests. 

Drab  design,  overwhelming 
amounts  of  information. 


tm 


THE  CAR  PLACE 

www.  thecarplace.  com 

Vehicle  reviews  that  don't  pull  punches.  Unlikt 
those  gearhead  texts  in  the  car  rags,  which  are 
compromised  by  automotive  advertising,  these 
independent  reviews  are  plain-spoken,  knowl 
edgeable  and  relevant  to  the  average  driver 
Safety  information,  a  topic  most  reviews  are 
coy- about,  rides  right  up  front  here.  On  Jaguai 
X-Type's  optional  nav  system:  "uses  touch 
screen  menu  ...  an  invitation  to  an  accident. 
From  the  fine  print  on  the  Volvo  V70  wagon'; 
highway  safety  report:  "Hot  gases  escaping 
through  vent  holes  in  the  driver  airbag  causec 
some  melting  of  the  vinyl  'skin'  on  the  dummy's 
hands."  Find  that  in  Car  &  Driver. 

BEST  Objective,  on  point,  and  fun  videos 
WORS  ,  Price  of  objectivity:  pleas  for  support 
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BY  ERIC  SCHMUCKLER 


jpeciaiTy  music  

^egastores  like  CDNow  and  Amazon  are  all  well  and  good,  but  sometimes  one  wants  ^ 
0  dig  deeper  into  a  musical  genre.  Whatever  your  tastes,  there's  a  site  to  please. 


IL  ABOUT  JAZZ 

vw.allaboutjazz.com 

peat  central.  Thousands  of  album  reviews, 
|ndreds  of  articles  by  top  jazz  writers,  over 
100  jazz  bios,  profiles  of  new  faces  and 
iung  heroes,  plus  in-depth  coverage  of  top 
}l  jazz  scenes.  Helpful  section  on  essential 
:  libraries  (excellent  Tony  Bennett  choices, 
the  Miles  picks  are  debatable).  Unusual  fea- 
5S  like  Jazz  Uncorked,  which  recommends 
ngs  of  jazz  albums  with  certain  wines.  Don't 
IS  the  no-holds-barred  debate  on  Ken  Burns' 
!  series  ("J'Accuse,  Burns  and  Marsalis!"). 

ST;  Over  400  extensive  interviews,  from 
my  Rollins  to  Joshua  Redman. 
IRST  Some  unreadable  text. 


0ADWAY.COM 

vw.broadway.com 

at  White  Way  on  the  Web.  Up-to-date  gos- 

first-person  essays  by  theater  talents,  video 
»s  and  interviews  with  Broadway  stars  like 
ms  J.  Stadlen  and  Kristin  Chenoweth.  Intel- 

nt  reviews  of  current  and  recent  New  York 
]ms,  from  Aida  to  Urinetown.  An  online  store 
■sts  with  original  cast  recordings,  including 
3  from  rare  shows  like  The  Golden  Apple,  stu- 

recordings,  vocalists  and  movie  music. 

Insightful  cast  recording  reviews  by 
eran  columnist  Ken  Mandelbaum. 
U.iH<sr:  Reviews  buried. 


SCARGA.COM 

vw.descarga.com 

those  who  know  a  cumbia  from  a  charanga, 
3  is  the  online  place  to  buy  tropical  Latin 
sic.  Its  searchable  catalog  of  several  thou- 
)d  CDs  seriously  trumps  the  megastores— 13 
5  Bataan  discs  versus  four  at  CDNow.  Browse 
egories  like  Bolero  or  Latin  Soul/Boogaloo. 
ad  a  decade's  worth  of  interviews,  helpful 
tor's  picks,  discographic  profiles  and  schol- 
/  research  into  topics  like  Yoruba  sacred 
sic.  You  can  also  buy  the  percussion  instru- 
cts that  drive  the  Latin  beat. 

ST:  More  catalog  depth  than  you  can 
ike  a  maraca  at. 

)RST:  Can't  search  editorial  content;  too 
reviews. 


GRAMOPHONE 

www.gramophone.co.uk 

Where  classical  meets  digital.  This  online  arm  of 
Gramophone  magazine  oozes  British  authority. 
The  centerpiece:  a  database  of  23,000  opin- 
ionated reviews.  Erudite  features  include  a 
roundtable  of  musicians  and  composers  weigh- 
ing in  on  "Is  Bach  Best?"  Also  notable:  an  on- 
site  link  to  the  exhaustive  Grove's  Dictionary  of 
Music,  classical  links  galore,  Top  Ten  lists  and 
Recording  of  the  Month  (when  we  looked,  it  was 
a  disc  of  scores  from  films  like  Sea  Hawk  and 
Captain  Blood,  played  by  the  London  Symphony 
Orchestra  with  Andre  Previn).  Shopping  primar- 
ily through  HMV  UK,  but  why  pay  for  imports? 

BEST:  Reviews  are  astute  and  passionate. 
WORST:  Searching  requires  specificity 
beyond  a  composer's  name.  Typing  in 
"Mozart"  generated  2,000  reviews. 


Q4MUSIC 

www.  q4music.  com 

Rockers  rejoice.  Sister  publication  to  the  Brit 
rock-snob  bible  MOJO.  Q  has  a  compulsively 
readable,  jam-packed  site.  Come  here  to  dis- 
cuss topics  like  Worst  Pop  Lyrics  and  read 
pointed  columns  such  as  "Why  the  Beatles  I 
LP  is  Completely  Pointless."  Searchable 
archives  back  to  1986  offer  20,000  meaty 
reviews.  Shortish  interviews  tend  toward  hip 
artists  like  the  Strokes.  And  myriad  lists  are 
designed  to  spark  lively  debate.  (Readers' 
100  Greatest  Albums  picked  Radiohead's  OK 
Computer  over  the  Beatles'  Revolver?)  Avail- 
able wirelessly  through  AvantGo. 

BEST:  Buyers  Guides,  like  Best  Drumming 
Albums  or  Best  Hangover  Albums  (pre- 
sumably not  to  be  played  consecutively). 

WORST  Commerce  kaput  for  now. 


ROOTSWORLD 

www.rootsworld.com  1 

Sounds  from  around  the  globe,  with  reviews,  interviews,  features  w 
and  audio  clips.  Drill  down  from  broad  regional  menus  (Africa,  ^ 
Europe,  Asia,  the  Americas  and  the  Pacific)  to  find  content  on  the 
sounds  of  flamenco,  Celtic,  Cajun,  Gypsy,  klezmer,  ska,  Australian  Aboriginal,  Pak- 
istani Qawwali— you 
name  it.  The  Africa 
section  is  particularly 
rich,  boasting  intervie- 
wees like  Gambian 
griot  (singer/story- 
teller) Alagi  M'Bye.  The 
RootsWorld-Talk  area 
connects  you  with 
world  music  enthusi- 
asts from  all  over  the 
globe.  Shop  through 
links  to  Amazon  and 
CORoots,  a  specialist 
  with  limited  stock. 

BEST:  All  over  the  map— in  the  best  possible  way. 

WORST:  To  access  Roots  Radio  and  the  Jukebox,  you've  got  to  subscribe. 
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BY  PETER  NEWC 


No  single  Web  site  can  possibly  satisfy  the  tastes  of  every 
wine  enthusiast.  These  Web  sites  sure  come  close,  whether 
it's  the  price  or  the  palate  that  dictates  the  purchase.  « 


SHERRY-LEHMANN 

www.sherry-lehmann.com 

^'  "^^^  Huge  selection  and  competitive 
^  prices.  Search  the  inventory 


of  more  than  3,000  wines  by 
color  and  country,  style  and 
vintage,  appellation  and  price. 
A  hunt  for  sauvignon  blanc 
from  New  Zealand  served  up  17  bot- 
tles, including  the  1999  Lofthouse  Marl- 
borough for  $15.95.  Use  the  pull-down 
menu  to  browse  popular  choices  like  Port, 

Madeira  and  Sherries  (110  choices).  The  keyword  function  helps  track  down 
specific  bottles  or  wines  whose  names  you  partially  remember.  Most  listings 
come  with  a  brief  description,  a  picture  of  the  label  and  prices  by  the  bottle 
or  case.  We  especially  like  the  rich  menu  of  magnums  and  half  bottles. 


WINEBID.COM 

www.  winebid.com 

Culls  wine  from  private  collections  around  ll| 
world  to  sell  in  auctions  that  typically  run  1 
ten  days.  WineBid  appraises  every  bottle  a, 
advises  bidders  on  its  overall  condition  a 
provenance.  (The  company,  however,  does  r 
guarantee  the  integrity  of  the  wine.)  Some 
our  scores:  a  bottle  of  1992  Beaulieu  Vineyar 
reserve  cabernet  ($35),  a  1979  Chateau  Boi< 
caut  ($20)  and  a  1988  Vieux  Telegrap 
Chateauneuf  du  Rape  ($30). 

BEST:  Access  to  older  wines. 
WORST:  Shipping  costs  can  vary  wildly. 


BEST:  Broad  selection;  free  shipping  in  New  York  on  orders  over  $95. 
WORST:  California  wine  prices  run  on  the  high  side. 


WINE  SEARCHER.COM 

www.wine-searcher.com 

An  unbeatable  price-comparison  tool  for  onlii 
wine  buyers,  this  bot  scours  the  inventories 
700-plus  retailers  from  Australia  to  Urugua 
Simply  type  in  wine  name,  vintage  and  locatii 
and  the  results  can  be  eye-popping.  A  hunt  1 
a  bottle  of  1990  Chateau  Mouton  turned  up 
spread  from  $189  to  $399.  Even  a  modes 
priced  bottle  like  the  1999  Beringer  Napa  Valll 
Chardonnay  ranged  from  $10.99  to  $1799. 

BEST:  No  better  way  to  compare  prices. 
WORST:  Not  easy  to  browse.  Will  charge 
for  some  of  its  services  later  this  year. 
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BY  CINDY  SCHWEICH  HANDLER 

FAMILY  TRAVEL  FORUM 

www.  familytravelforum.com 

  An  online  newsletter  with 

in  savvy  and  depth.  Check 

'     ■  out  discounts  at  destina- 

<ku  tions  ranging  from  Orlando 

OftlT^m  Prague.  Pore  through 
^^^01^  helpful  gear  and  resort 
reviews.  Read  advice  on  every- 
thing from  avoiding  illness  abroad  to 
kids  flying  solo.  Message  board  topics 
include  different  global  destinations, 
single  parent  travel  and  nightmare 
trips.  Bonus:  The  well-chosen  links 
range  from  adoptive-family  travel  to 
home-exchange  resources.  For  only 
$3.95  per  month,  users  can  access 
deep  archives  and  post  messages. 

BEST:  Wealth  of  free  information. 

WORST  When  we  looked,  clickable 
maps  in  the  Global  Travels  section 
didn't  work. 


>Family  Vacation^ 

School  vacation  looming?  Whether  you're  looking  for  i 
beach  resort  or  a  backcountry  adventure,  travel  the  Web  firs1 
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GORP 

www.gorp.  com/gorp/eclectic/family.  htm 

For  families  whose  idea  of  fun  is  watching 
whales  or  rafting  Whitewater.  Over  3,000 
adventure  vacation  ideas,  jammed  with 
resources  and  tips,  like  Teaching  Kids  to  Fish 
or  the  Ten  Camping  Commandments.  Locate 
dude  ranches  by  state.  Or  click  on  More 
Family  Trips  to  find  hundreds  of  suggestions, 
with  helpful  age  and  skill-level  guidelines. 
Bonus:  online  booking. 

BEST:  Mountains  of  choices,  sprightly  text. 
WORST:  Prompts  often  lead  out  of  family 
section— suddenly  you're  reading  about 
spas  for  singles. 


THEME  PARK  INSIDER 

www.  themeparkinsider  com 

Theme  park  bible,  written  by  the  experts— pa( 
employees  and  visitors.  Register  to  rate  ridei 
restaurants  and  hotels  at  Disney,  Universal,  S 
Flags  and  other  parks  worldwide.  A  point  sys 
tem  tallies  overall  appeal  and  age-appropr 
ateness,  while  details  like  "Disney's  Alie 
Encounter  has  a  cuddly  little  creature  cruell 
mutated  in  the  pre-show"  add  perspective.  Als 
lists  hours,  directions,  deals  and  nearby  hotel) 
Wireless  access  helps  you  pick  rides  on  the  fl' 

BEST:  Accident  Watch  reports  which  rides 

have  had  safety  problems. 

WORST:  Navigation  is  no  Texas  tornado. 
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Here's  a  way  to  let  your  kids 
know  that  there  is  a  lot  more 
to  the  Web  than  instant  mes- 
saging and  online  games.  Home 
work  was  never  so  much  fun 


'  ftAINPOP 

"fmv.brainpop.com 

limated  characters  Tim  and  Moby,  a  teen 
id  a  robot,  host  more  than  150  short  (four- 
nute)  movies  on  science,  health  and  tech- 
ilogy.  Geared  mostly  to  middle  schoolers, 
pics  range  from  acne  to  hurricanes  to  fuel 
lis.  Movies  are  enhanced  by  interactive 
jizzes,  experiments  and  activity  pages, 
mgwith  comic  strips  and  flashing  factoids, 
sthe  Sme// movie  loads,  you  learn  that  most 
imans  can  detect  1,000,000  different 
fits.)  View  three  free  videos  per  day  or  pay 
iO  annually  for  unlimited  access.  Teachers 
n  get  a  classroom  subscription  for  $100. 

ST:  Educational  and  entertaining. 
ORST:  Movie  topics  not  searchable. 


HIGH  SCHOOL  HUB 

www.highschoolhub.org 

One-stop  source  for  plugged-in  high 
school  students.  Great  links  to  Web  sites 
on  biology,  physics,  world  language  and 
other  advanced  topics.  Quizzes  and  games 
help  students  master  subjects  from  German 
vocabulary  to  human  bone  names  to  poly- 
atomic anions.  Exhaustive  reference  area 
connects  to  sites  on  topics  like  designing  a 
professional-quality  newspaper  and  detecting 
scams  that  prey  on  teens.  Regular  features: 
daily  news  wires  from  CNN,  NPR  and  the 
Washington  Post,  an  ongoing  teen  poetry 
contest  and  college-comparison  tools. 

BEST:  No  fees,  no  ads,  no  registration. 
WORST:  Plain  homepage  design. 


ENCARTA.COM 

http://encarta.msn.com 

Encyclopedia,  dictionary,  atlas— and 
much  more.  Its  vast  multimedia  library 
is  rich  with  source  material;  type  in 
"Watergate,"  for  example,  and 
you'll  get  everything  from  mug 
shots  of  the  burglars  to  audio  of 
President  Nixon's  resignation 
speech.  Excellent  Homework 
channel  links  to  innumerable  Web 
resources  by  subject,  helping  kids  with 
everything  from  designing  science  fair 
projects  to  reading  music.  Fun  quizzes 
test  topics  like  How  Well  Do  You  Know 
Your  Body?  Though  there's  plenty  for 
free,  full  access  to  Encarta's  resources 
requires  buying  premium  CDs. 

BEST:  Breadth  of  multimedia  material. 
WORST:  Premium  products  like  3-D  vir- 
tual tours  aren't  downloadable. 


JOHN  MEILS 


(ant  to  find  the  best  supplier  of  bareroot  roses?  Learn  how  to 
tract  more  butterflies?  Or  chat  with  a  local  fruit  tree  expert? 
18  Web  is  abloom  with  horticultural  resources. 


bareroot 

ROSES 

SHOP  fOR  PLAKTS  e 
►  REtlABLE  SHRUB  ROSES 


MARTHA  STEWARTCOM 

www.marthastewart.com 

When  it  comes  to  garden  sites,  the  reigning  queen  of  domestic- 
ity can  rest  comfortably  on  her  throne.  Her  informative  encyclo- 
pedia of  plants  is  thousands  of  entries  deep  (87  plants  alone  to 
attract  hummingbirds)  and  easily  searchable  (with  40  criteria  includ- 
ng  plant  height,  bloom  time,  deer  resistance).  The  Gardening  101  area  offers 
I  Dienty  of  Martha-style  advice  on  everything  from  garden  design  to  making  a 
-nint  chandelier.  Commerce  is  understated,  but  prices  are  not. 

tST:  Luscious  photography  encourages  unbridled  horticultural  fantasy. 
ORST:  Too  many  plants  had  "photo  coming  soon"  messages. 


>Gardening 

THE  GARDEN  GATE 

http://garden-gate.prairienet.org 

It's  like  lying  in  your  hammock  with  a  tall  stack  of 
garden  magazines  and  catalogs.  Other  garden 
link  sites  may  boast  more  quantity,  but  this 
folksy  site  wins  for  its  quality,  organization  and 
helpful  annotations.  Strongest  area:  The  Teach- 
ing Garden,  rich  with  databases,  image  galleries 
and  FAQs  on  everything  from  ornamental  grass 
to  weeds.  Find  discussion  groups  like  regional 
gardening,  organic  planting  or  caring  for  bon- 
sai. Deep  magazine  and  shopping  links,  too. 

BEST:  No  hawking. 

WORST:  The  lack  of  photography. 


t 


WAYSIDE  GARDENS 

www.  waysidegardens.  com 

Well  organized  and  well  stocked,  this  South  Car- 
olina-based garden  catalog  off  ers  more  than  110 
different  trees  (from  Wisteria  Prolific  to  the 
Weeping  Siberian  Pea),  254  rose  varieties  and 
471  perennials.  Of  the  64  vine  choices,  there  are 
more  than  30  clematis  climbers  alone,  like  Sweet 
Autumn  and  Radar  Love.  Accessory  selection  is 
light  on  tools  and  pots,  but  includes  several 
handsome  garden  arches  and  a  nifty  handheld 
electronic  birdsong  identifier. 

BEST:  Each  plant  page  has  helpful  text  and 
fact  sheets  explaining  requirements  and  care. 
WORST  Only  28  choices  of  Edibles. 
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^OIIIUIIIC*  Mfjpi  trUldlMUM  BY  KENNETH  NWAGBOG^ 

f  The  Web  and  the  silver  screen  were  made  for  each  other.  Where  else  can  you  watclj 
trailers,  read  script  reviews  and  chat  online  with  up-and-coming  directors? 


DARK  HORIZONS 

iviviv.  darkhorizons.  com 

Australian  cineaste  Garth  Franklin  has  pumped 
this  knowing  site  full  of  news,  reviews,  gossip, 
stills  and  trailers  of  major  studio  releases.  Come 
here  for  reviews  of  in-development  movie 
scripts  ranging  from  Star  Trek  XI:  Nemesis  and 
Men  in  Black  2  to  Save  Us,  Joe  Loois,  Spike 
Lee's  upcoming  biopic  of  the  legendary  boxer. 
Bonus:  index  of  big-screen  and  DVD  release 
dates  and  episode  guides  to  popular  U.S. 
television  shows. 

BEST.  Updated  daily. 

WORST:  Broken  links  in  the  review  pages. 


FAMETRACKER 

iwvw.  fametracker.com 

Skewers  movie  actors  for  sport,  with  features 
like  The  Fame  Audit,  which  tallies  up  a  star's 
assets  and  liabilities  (George  Clooney  con: 
"association  with  the  Batman  franchise").  The  2 
Stars  I  Slot  click  pits  stars  in  goofy  thematic 
faceoffs  like  the  "Battle  of  the  Perky  Co-eds " 
(Reese  Witherspoon  v.  Kirsten  Dunst).  And  the 
Hey!  It's  That  Guy!  area  gives  vaguely  recogniz- 
able character  actors  like  Sean  Bean  ("spe- 
cialty: menaces")  their  moment  in  the  sun. 

BEST:  Antidote  to  celebrity  worship. 
WORST:  Can  get  catty. 


IFILM 

www.ifilm.com 

Stop  reading  and  start  watching.  IFilm's  g 
a  huge  cache  of  short  films,  commercials,  1 
bits  and  feature-film  clips  and  trailers.  Cato 
a  trailer  for  the  new  Spider-Man  movie  an 
an  on-camera  interview  with  star  Tobe 
Maguire.  Screen  the  SNL  classic  "Lari 
Shark"  skit.  Search  engine  lets  you  quick 
find  reviews,  news,  credits  and  other  dafl 
Sister  site  IFilmpro  offers  the  insider  new 
and  resources  for  budding  filmmakers. 

BEST:  80,000  films  to  sample. 
WORST:  Some  raunchy  content. 


ALL  MOVIE  GUIDE 

www.allmovie.com 

Unparalleled  depth  and  authority  on  movies  ranging  from  Little 
Nemo  to  Big  Daddy.  Its  million-plus  pages  of  essays,  reviews  and 
bios  are  easily  searchable  and  astonishingly  cross-referenced  by 
studio,  genre,  cast,  crew,  decade,  country,  cinematic  technique— you  name  it. 
Click  on  the  1960s,  say,  and  you'll  find  a  list  of  50  top  films,  from  Federico 
Fellini's  La  Dolce  Vita  (I960)  to  Stanley  Kubrick's  2001:  A  Space  Odyssey 
(1969).  Reviews  aren't  coy:  On  Errol  Flynn's  1941  General  Custer  flick,  Ttiey 
Died  With  Their  Boots  On,  we  learn  "history  is  distorted  almost  beyond  recog- 
nition...but  audiences  ate  it  up  like  cotton  candy."  Glossary  demystifies  movie 
lingo  like  Mickey  Mousing  (synching  sound  and  action  via  music). 

BEST:  Impressive  international  coverage  of  films  from  33  countries. 
WORST:  Hotlink  overload.  Needs  more  visuals. 


INDIEWIRE 

www.indiewire.com 

Finding  Hollywood  movies  stale  and  pri 
dictable?  Then  check  out  this  online  heartbei 
of  the  world's  independent  film  communil 
with  breaking  news  and  in-depth  coverage 
important  festivals  like  Berlin  and  Sundano 
and  interviews  with  leading  new  directors  an 
stars  ranging  from  Iranian  auteur  Abbs 
Kiarostami  to  Jean-Pierre  Jeunet,  director 
last  year's  French  art  house  smash  Amelie. 

BEST:  Boards  teeming  with  filmmakers. 
WORST:  Glacial  search  engine. 


INTERNET  MOVIE  DATABASE 

www.imdb.com 

Offers  reels  of  screen  news,  interviews,  bia 
filmographies,  trivia  games,  gossip,  you  nam 
it— all  built  around  a  massive  database  of  hui 
dreds  of  thousands  of  movies  and  TV  showi 
Check  out  the  featured  movie  storyboards 
the  glossy  photo  galleries.  Quiz  the  pros  aboi 
their  craft  in  Ask  a  Filmmaker  Or  test  your  da 
sic-film  dialogue  skills  with  Quote  of  the  Da 
We  liked  the  Movie  Goofs  list,  which  points  oi 
errors  like  in  Casablanca,  when  Rick  gets  c 
the  train  after  standing  in  the  rain  and  his  coi 
is  completely  dry.  Owned  by  Amazon,  the  sil 
has  plenty  to  buy,  from  DVDs  to  soundtracks 
celebrity  photos. 

BEST:  Nice  indie  content. 

WORS"^  Reviews  are  user-generated,  so 

quality  and  accuracy  varies. 
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Breguet.  La  passion  laisse  des  traces. 

Wristwatch  "Grande  Complication"  in  18-carat  yellow  gold,  with  tourbillon.  Hand-wound  movennent,  engraved  by  hand 
Power-ieserve  indicator  and  24-hour  time  display.  Small  seconds  on  the  tourbillon  shaft-  Compensating  balance  spring 
with  Breguet  overcoil.  Silvered  gold  dial,  hand-engraved  on  a  rose  engine.  Sapphire  caseback.  Water-resistant 


Breguet  Boutique,  779  Madison  Avenue,  New  York  (212)  288-4014 
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LOOKING  AFTER  NO.  1 


BANDITS 


WHAT  WE 
.LEARNED, 


By  David  Raymond 


EVER 
WONDER 


stockholder 
equity  went?  When 
a  company's  market  cap 
falls  from  $10  billion  to 
$2  billion,  where  does  the 
$8  billion  go?  One  place  to  look  is  at 
outgoing  CEOs  and  top  executives.  You  might  find 
it  interesting  (read:  sickening)  to  know  that 
these  company  leaders  reward  themselves  while 
investors  lose  their  savings.  But  you  might  be  sur- 
prised by  one  company's  frugality.  Overwhelm- 
ingly, however,  performance  has  negligible 
effect  on  the  size  of  severance  pack- 
ages most  CEO  bandits 
take  home: 


Name, Title, 
Company 

John  Roth 

CEO,  Nortel 


Rich  McGinn 

CEO,  Lucent 


RickThoman 

CEO,  Xerox 


Eckhard  Pfelffer 

CEO,  Compaq 


Daniel  Schulman 

CEO,  Priceline.com 


Donald  LaVigne 

Exec. VP,  eMachines 


Tim  Koogle 

CEO.  Yahoo 


"Plans  to  retire 


Service 
Ended 

April 
2002* 


October 
2000 


May 
2000 


April 
1999 


May 
2001 


July 
2000 


March 
2001 


Farewell 
Tour 

Stock  down  90%; 
Announced  30,000  layoffs 


Stock  fell  68% 
in  last  10  months 


Stock  lost  89%  of  value; 
Announced  restructuring, 
5.200  jobs  cut  


Stock  plummeted  34%; 

Laid  off  nearly  3,000  in  final  year 


Stock  fell  90%; 

Two  rounds  of  layoffs 


Stock  lost  96% 


Stock  shed  94%  of  value; 
Laid  off  12%  of  staff 


.^^jejANCEPACfCAG^. 


$3.3  million  cash  bonus 
($5.6  ntillion  in  2000) 
$585,000  pension 

$11.3  million; 
$870,000  pension 

$4.8  million; 

$800,000  retirement  pa^/yr.; 
Office  and  admin,  for  2  yrs. 

$11.3  million  cash; 
$560,000  pension  (starts  2006) 

$1.3  million  cash; 

$3.2  million  loan  forgiveness; 

$1.2  million  vested  stock 

$10.5  million  stock 


$0 


••SOURCE:  Latest  proxy  filings  with  Securities  and  Exchange  Commission 
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Ever  since  Bill  and  Dave  came  out  of  the  Packard  YV I 
garage,  the  turn  of  the  technology  wheel  has  come 
from  the  unlikeliest  direction,  pushed  by  the  unlikeliest 
people.  First  came  the  wild  young  men  of  Fairchild,  drink- 
ing  all  night  at  the  Wagon  Wheel  in  Mountain  View,  Cali- 
fornia, then  the  scruffy  nerds  and  outlaws  of  the  Homebrew 
Club  who  hopscotched  around  Silicon  Valley,  and  finally 
the  brilliant,  earnest  college  boys  of  the  Mosaic  Team. 
Each,  in  turn,  had  dreamed — then  made  real — the  inte- 
grated circuit,  the  personal  computer,  and  the  Internet. 

The  children  of  the  new  century  are  dreaming  too... 
of  machinery. 

We  have  been  so  entranced  watching  (and  then 
dismissing)  what  we  thought  was  the  next  generation  of 
tech  leaders,  the  GenXers,  in  their  meteoric  arc  through 
the  boom  and  bust  of  the  dot-com  revolution,  that  we 
hardly  noticed  the  impending 
emergence  of  a  new  generation  of 
leaders.  "They  are  beginning  to 

think  differently  from  the  rest  (HI  \ 


WHERE 
WE  GO 

FROM  HERE 


J  U  of  us,"  says  John  Seely  Brown.  As  Xerox's  chief  scien- 
lERE 

■  -  tist  and  former  head  of  the  Palo  Alto  Research  Cen- 
ter (PARC),  he  has  been  watching  these  kids — the  first, 
he  says,  to  "grow  up  'digital'" — since  they  were  toddlers. 

You  can  find  them  all  across  America,  most  promi- 
nently on  high  school  campuses,  where  they  are  juniors 
and  seniors.  On  a  crisp  January  night  a  bunch  of  them 
are  out  in  force  at  Henry  M.  Gunn  High  School  in  Palo 
Alto,  a  jewel  of  suburban  secondary  education  located  at 
the  crossroads  of  Silicon  Valley.  It  is  dark  outside  and 
long  past  dinnertime,  but  bright  light  and  noise  still  blast 
from  an  open  classroom  doorway  on  one  end  of  the  airy, 
single-story  building.     '        :      .  .  .         ,.  •  .  . 

"I'm  confused.  How  do  you  propose  to  push  the  balls 
into  the  feeder  mechanism  at  the  bottom?" 

The  question,  from  a  violet-haired  girl  sitting  on  a 
counter  at  the  back  of  the  room, 
is  aimed  at  four  students  clus-- 
tered  at  the  front,  themselves  a 
^^^^^^  cross  section  of  high  school  life: 


The  Fix-It  HI  II  QTakeOvei^ 


Tech's  Newest  Generation  Just 
Wants  to  Make  Things  Work 


By  Michael  S.  Malone 
Photographs  by  Anne  Dowie 
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a  swaggering  jock,  a  disheveled  kid  with  long  hair,  a  boy 
with  glasses  and  the  controlled  manner  of  a  pocket  calcula- 
tor, and  a  wispy  poetess.  As  they  listen  to  the  question,  they 
study  the  skeleton  of  a  refrigerator-size  mechanism  built  from 
slices  of  rigid  foam,  1-inch  galvanized  pipe,  and  furlongs 
of  duct  tape. 

They  glance  at  each  other,  then  all  answer  at  once,  hold- 
ing out  their  arms  to  mimic  the  mechanism,  explaining  how 
"small  powered  belts"  on  the  arms  would  pull  the  balls  in  and 
how  ratchets  would  hold  the  captured  balls  in  the  front  tray. 
All  the  while,  the  fragile  structure,  resembling  a  scorpion  built 
from  an  Erector  set,  quivers  from  the  force  of  their  words. 

This  is  the  Gunn  Robotics  Team,  preparing  for  the  annual 
national  robot  competition,  FIRST  (For  Inspiration  and 
Recognition  of  Science  and  Technology),  to  be  held  in  late 
April  in  Orlando,  Florida.  Fifty  kids  and  a  handful  of  adults 
have  jammed  into  a  third  of  the  capacious  classroom.  They 
sit  on  desks,  tables,  and  counters,  since  the  rest  of  the  room 
has  been  surrendered  to  equipment  that  spills  out  of  the 
equally  crowded  machine  shop  next  door. 

Wey-Jiun  Lin,  18,  wearing  jeans  and 
the  lemon-yellow  sweatshirt  of  the 
school's  Christian  club,  sits  attentively  at 
one  of  the  desks,  carefully  sketching 
each  of  the  four  prototype  designs  as  they 
are  presented.  She's  breathless,  having 
just  rushed  over  from  the  school  paper, 
where  she  is  graphics  editor.  Wey-Jiun, 
acknowledged  as  the  team's  best  drafts- 
man, is  in  charge  of  the  drive  train  that 
will  power  this  year's  entry  in  the  nation- 
wide competition.  She  is  also  the  team's 
best  welder.  Three  weeks  earlier,  she 
learned  she  had  been  accepted  at 
Massachusetts  Institute  of  Technology. 

At  7  a.m.  on  Saturday,  January  5, 
two  days  before  Gunn  reopened  after 
Christmas  break,  the  team  huddled  with  teacher  and  club 
adviser  Bill  Dunbar  to  watch  a  Web  broadcast  of  the 
announcement  of  the  rules  for  this  year's  robot  competition. 
They  also  received  a  kit  containing  standard  parts  and  a 
2 -inch-thick  rule  book.  In  response,  more  than  20,000  kids 
from  600  competing  teams  began  assembling  their  machines 
and  mapping  their  strategies. 

Their  goal:  Design  a  robot  that  can  race  against  competi- 
tive machines  around  a  32-by-48-foot  arena,  gather  soccer 
balls,  put  the  balls  into  goals  (for  1  point),  and  slide  the 
180-pound  goals  across  the  arena  into  the  captive  zone  on 
the  team's  side  of  the  arena  (for  10  points).  Thus,  each  team 
faces  a  challenge,  not  only  in  robot-building  but  also  in  game 


Innovative  thinking 
and  techniques 
thrive  at  Gunn  High 
School,  which 
routinely  sends 
15  to  20  seniors  a 
year  to  Stanford. 
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strategy.  Do  they  go  for  as  many  soccer  halls  aS  possihle,  or  for 
a  preemptive  strike  hy  taking  out  the  goals  altogether? 

Immediately  after  receiving  the  rules,  Dunbar  hroke  the 
team  members  into  five  groups,  each  led  by  a  veteran  player, 
and  instructed  them  to  construct  possible  prototypes  for  the 
final  robot.  On  Thursday,  January  10,  the  groups  show  off 
their  results.  As  Wey-Jiun  draws  and  the  other  kids  ponder, 
joke,  scoff,  nod  in  agreement,  or  just  nervously  await  their 
turn,  one  team  after  the  next  heads  for  the  far  corner  of  the 
room  and  returns  with  its  spindly  designs.  Besides  the  scor- 
pion, two  prototypes  are  offensive  machines,  one  resembling 
a  shopping  cart  and  the  other,  a  tower.  A  fourth,  a  defensive 
machine  designed  to  protect  the  goal,  looks  like  a  squat 
water  bug  with  two  long  legs  with  hooks  at  each  end.  Pieces 
fall  off,  but  indulgence  is  sought  from  the  audience:  "Okay, 
if  you  can  visualize  an  F-P  motor  right  here  that  moves  this 
arm  outwards..."  says  one  team  member,  while  real  hands 
and  arms  hold  up  mechanical  ones. 

The  presenters  are  uiiiformly  (and  almost  shockingly,  for 
teenagers)  calm,  organized,  and  lucid,  even  under  Dunbar's 
ten-minute  presentation  rule.  The  best  of  the  presenters  is 
Matt  Sorgenfrei,  as  smooth  and  self- 
assured  as  the  marketing  manager  of 
a  major  corporation.  Not  surprisingly. 
Matt  also  acts  as  the  team's  liaison  to 
corporate  underwriters.  And,  it  seems, 
underwriters  are  more  than  happy  to 
get  an  early  heads-up  on  potential 
superstars.  Microsoft  is  a  major  under- 
writer of  the  national  competition, 
while  most  of  the  top  high  schools  in  Silicon  Valley,  like 
Gunn,  are  sponsored  by  the  venture  capitalist  firm  Kleiner 
Perkins  Caufield  &  Byers.  KPCB  has  given  the  Gunn 
Robotics  Team  $2,500  for  this  year's  competition. 

The  students  see  flaws  in  each  design.  One  is  too  complex, 
another  ineffective.  A  third  is  dangerously  top-heavy.  The 
fourth  (which  gets  a  lot  of  attention  for  its  aggressive  attack 
capability)  has,  upon  reflection,  a  serious  design  flaw  that 
could  cause  it  to  tip  over.  The  hours  pass.  The  debate  rolls  on 

Industry  veterans  are  intrigued  to  discover  that  this 
next  great  generation  of  high  tech  leaders  is  much  like  the 
founders  of  Silicon  Valley:  the  tinkerers,  the  fix-it  kids,  the 
Varian  brothers,  the  Lockheed  skunkworks  boys,  and  the 
rocketeers  who  built  NASA.  They  are  not  code-writers  oi 
hackers.  If  they  have  a  flaw,  it  is  that  their  obsession  with 
perfection  has  them  so  in  its  clutches  that  it  won't  let  them 
go.  Even  at  9  p.m.,  with  homework  and  dinner  waiting,  they 
remain  huddled  in  classrooms,  building  something,  and 
making  what  they  build  work. 

This  generation — of  which  the  Roboteers  are  less 


Both  Edwin  Chiu 
(right)  and  Brad 
Hubbard  (top 
right)  build  robots 
at  school  and 
tinker  with  their 
own  inventions 
at  home. 
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Top  Gunns: 
campus  leaders 
Matt  Sorgenfrei, 
(left),  Caroline 
Conley  (center), 
and  Preston 
Burnes  represent 
the  first  gener- 
ation to  have 
grown  up  digital. 


fun  is  to  hold  a  local-area  network  party, 
in  which  he  hooks  everyone's  laptops 
and  computers  into  a  single  network  to 
play  games. 

In  another  generation,  Gavin  might 
have  been  a  rebellious,  alienated  youth. 
He  is  frustrated  with  the  world  in  which 
he  finds  himself,  but  he  doesn't  want  to 
destroy  it.  He'd  rather  fix  it.  "We  tried 
too  hard  to  make  computers  into  the 
ultimate  tool.  They're  not.  What  computers  should  be  is  a 
pencil — that  is,  something  transparent,  that  you  don't  have 
to  think  about.  That  takes  time  to  create,  but  when  it  works 
right,  it's  good." 

Like  Wey-Jiun  and  most  of  his  friends,  Gavin  sees  the 
legacy  of  the  digital  age  as  one  of  great  ideas  left  unreal- 
ized— sloppy  technologies  and  debris.  "So  much  of  the  tech- 
nology you  see  out  there  is  just  full  of  holes.  What  we  need 
to  do  is  go  back  and  fill  those  holes  and  make  all  of  this 
stuff  work  the  way  it's  supposed  to." 

John  Seely  Brown  calls  the  new  generation  \n\co\e.uy$,  a 
word  applied  by  the  French  to  the  local  handyman,  the 
fix-it  guy.  Fifty  years  ago  the  sociologist  Claude  Levi- 
Strauss  used  the  term  to  describe  individuals  who  think  in 
concrete  (rather  than  symbolic)  terms.  Thus,  says  Brown, 
such  individuals  have  a  powerful  gift  for  taking  objects,  com- 
bining them  in  unexpected  ways,  then  using  them  to  pro- 
duce something  important. 

"They  can  take  an  object — a  tool,  a  document,  or  a  piece 
of  code  —  and,  in  the  words  of  the  Apple  ad,  'Rip.  Mix. 
Bum.'  it  into  something  new,"  he  says.  "They  can  do  this,"  he 
adds,  because  the  world  is  now  filled  with  the  fruits  of  the 
industrial  and  digital  revolutions.  "Nobody  builds  systems — 
from  home  computers  to  Linux  software — from  scratch  any- 
more. They  just  take  components  from  here  and  there, 
transform  them  slightly  as  they  assemble  them,  and  then  use 
the  result  in  a  new  way.  It's  fast,  and  it's  a  more  community- 
oriented  approach  to  problem  solving. 

"These  kids  got  over  the  digital  age  a  long  time  ago,"  he 
continues.  "The  challenge  for  them  now  is  out  there  on  the 
border  between  analog  and  digital.  They  want  to  go  back 
from  bits  to  atoms."  What's  more,  he  adds,  this  phenomenon 
isn't  limited  to  just  the  smartest  kids  at  the  nation's  top 
schools.  Notice,  Brown  says,  "how  the  robotics  team  is 
composed  of  not  just  the  code-writers  but  the  student 
government  kids,  too,  and  the  athletes — and,  most  inter- 
esting, the  guys  who,  in  the  past,  would  have  been  working 
on  muscle  cars." 

And  this  generational  shift  is  even  more  widespread 
than  that,  says  Brown.  At  Jefferson  High  School  (in  one  of 
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the  roughest  sections  of  Los  Angeles),  supposedly  illiterate, 
impoverished  kids  are  being  given  the  use  of  digital  editing 
suites. ..and  producing  remarkably  sophisticated  videos.  "It 
turns  out  these  kids  are  thinking  in  images,  and  the  editing 
equipment  allows  them  to  render  those  thoughts  concrete." 

So,  what  does  this  new  generation  want?  To  bring  the 
digital  world  back  down  to  earth. 

How?  Two  ways.  First,  by  making  the  electronics  devices  we 
already  have  work  right.  In  a  meeting  with  ten  of  the  school's 
student  leaders,  senior  Preston  Bumes  quickly  shifts  the  con- 
versation from  business  solutions  to  consumer  needs — espe- 
cially the  so-called  last-mile  problem  of  bringing  broadband 
Internet  into  homes. 

The  leader  of  the  Robot  Team,  Brad  Hubbard,  rec- 
ognizable by  his  corona  of  curly  red  hair,  is  building  a  global 
positioning  system  for  his  car  dashboard  to  direct  him  to 
hamburger  joints,  etc.,  and  help  him  on  road  trips. 

Another  Roboteer,  junior  Edwin  Chiu,  spends  his  spare 
time — what  little  he  has — building  electric  bikes,  one  of 
which  he  rides  to  school.  "One  of  the  biggest  tasks  of 
the  next  wave,"  he  says,  "will  be  filling  in  some  of  the  holes 
left  by  the  last  one."  He  also  worked  on  solar-powered 
electric  vehicles  in  junior  high  school,  in  a  younger  version  of 
the  robotics  team  called  the  Electric  Moose  Club. 

The  second  way  the  new  generation  wants 
to  ground  the  digital  revolution  is  to  take  it 
out  of  its  box.  That  is,  to  bring  the  digital  world 
back  in  touch  with  its  roots  in  the  natural, 

analog  universe. 
(See  ASAP's  Teenage  All- 
America  Team,  p.  40) 

No  recent  invention  more 
exemplifies  this  change  in 
perspective  than  Segway, 
the  much-publicized  two- 
wheeled  scooter  introduced 
late  last  year.  Gunn's  Robot- 
eers  endlessly  debate  the 
strengths  and  weaknesses 


("I'll  bet,"  mutters  Brad,  "that  above  a  certain  speed  it  over- 
whelms its  gyros")  of  Segway's  "dynamic  equilibrium" — 
its  ability  to  perpetually  balance  itself  using  microchips 
and  tiny  gyroscopes.  The  Segway  is  as  much  a  portent  of  the 
future  as  the  Apple  I  was.  And  its  inventor.  Dean  Kamen,  is 
as  much  a  patron  saint  of  this  new  movement  as  Steve 
Wozniak  was  for  the  early  hackers.  (Kamen  was  also  the 
founder  of  the  robot  competition. ) 

The  robotics  team  finally  adjourns  at  midnight.  In  a 
few  weeks,  in  the  thick  of  the  competition  project,  this 
will  seem  an  early  exit.  Though  most  of  the  kids  linger  to 


talk  more  about  what  they've  learned.  ' 

But  Wey-Jiun  doesn't  linger.  Her  calendar,  which  sh 
keeps  with  her  at  all  times,  shows  that  tomorrow  is,  as  usual 
jammed  with  activities.  She  leaves  the  robotics  team  meet| 
ing  fretting  about  how,  as  the  drive-train  director,  she's  goini 
to  take  the  Fisher-Price  motors — "Fisher-Price!  They  soun 
like  toys!" — and  gear  them  down  to  move  not  only  th 
robot  but  also  the  180-pound  goals.  She  makes  her  way  t 
the  darkened  school  parking  lot,  climbs  into  the  beat-up 
Cutlass  Ciera  ("1  don't  know  anything  about  cars!")  thai 
was  once  her  mother's,  and  begins  the  two-mile  drive  hom^ 
through  the  hills. 

Wey-Jiun's  home  is  in  a  pricey  section  of  Los  Altoi 
Hills.  Her  father,  who  brought  the  family  to  America  whei 
Wey-Jiun  was  4  years  old,  is  an  engineer  turned  financiet 
Her  mother  trained  to  be  a  lawyer  but  chose  to  stay  hom( 
with  the  kids.  Wey-Jiun's  older  sister  is  at  UC  Berkeley;  hej 
younger  brother  is  a  freshman  at  Gunn  and,  for  now,  hal 
taken  a  more  casual  path  than  his  older  sisters. 

Wey-Jiun  is  close  to  her  family.  She  will  celebrate  he; 
MIT  acceptance  by  going  out  to  dinner  with  them.  Hei 
sister  will  award  her  an  MIT  sweatshirt.  "When  I  was  young 

I  wondered  how  ttilngs  worked/'  she  says 
describing  her  insatiable  desire  for 
technology.  "I  remember  learning  to  play 
the  piano  and  just  watching  the 
metronome.  It  drove  me  crazy.  So  finally, 

one  day,  I  took  it  apart."  Wey-Jiun  is  als« 

religious.  She  belongs  to  the  school's  In  the  Light  club,  am 
the  Cutlass'  bumper  bears  a  sticker  that  asks:  "What  Woulj 
Jesus  Do?" 

Strangely,  perhaps,  for  a  child  of  the  era,  Wey-Jiun  isn" 
glued  to  the  Internet,  preferring  books  even  when  doin 
research.  "I  find  cyberspace  kind  of  frightening,"  she  say 
with  a  frank  expression.  "There's  so  much  out  there.  It  doesn] 
make  logical  sense — and  you  can't  be  sure  what's  true." 

Wey-Jiun  finally  gets  to  bed  at  1  a.m.  Her  room  is  shock 
ingly  spartan:  white  walls,  a  bed,  and  a  dresser.  Not  even  ; 
computer,  which  is  kept  in  the  adjoining  library  where  sh 
and  her  brother  do  theii^  homework. 

She  knows  it's  late  but  still  considers  reading  from  he 
current  book  assignment — Dostoyevsky's  Crime  and  Punish 
ment — but  decides  against  it.  She's  just  too  tired.  As  sh 
falls  asleep,  still  restless,  she  can't  stop  pondering  the  prob 
lem  of  the  robot  motor.  '^II 


Forbes  ASAP  Contributing  Editor  Edward  Clendaniel  ani 
Reporter  Michael  Boland  contributed  to  this  story. 
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JOHN  SEELY  BROWN 
PUTS  THE  HUMAN  FACTOR 
BACK  INTO  TECHNOLOGY 


A 


.renowned  thinker  on  a  wide  range  of  subjects,  from 
product  inrwvation  to  adaptive  systems ,  John  Seely  Brown  headed  the 
Palo  Alto  Research  Center  (PARC)  for  ten  years  before  stepping 
down  in  2000.  Recently  he  has  been  chief  scientist  for  Xerox  while 
pursuing  personal  research  into  subjects  such  as  digital  culture,  ubiq- 
uitous computing,  design,  and  organizational  learning.  With  solid 
technological  credentiab ,  including  a  doctorate  from  the  University 
of  Michigan  in  computer  and  communication  scierices ,  Brown  never 
loses  sight  of  the  social  context  of  technology  evolution.  As  his  bio 
describes  him,  he  is  "part  scientist,  part  artist,  and  part  strategist." 
Here  he  draws  on  all  those  facets  to  respond  to  questions  from 
Forbes  ASAP's  Executive  Editor  Karen  Southwick  about  the 
nature  of  technology  and  human  interaction . 
ASAP:  In  your  book  The  Social  Life  of  Information,  you 
talk  about  "tunnel  vision,"  in  which  users  of  informa- 


WHERE 
WE  GO 

FROM  HERE 


tion  technology  become  blind  to  other  social  cues.  Doesnj 
what  happened  on  September  11  show  that  we  all  had  beej 
guilty  of  "tunnel  vision?" 
Brown:  Too  many  of  our  information  sources  are  designed  t 
enhance  tunnel  vision.  The  irony  is  that  this  same  access  t 
information  from  other  sources  could  expand  our  awarenej 
of  the  world,  but  we  have  to  be  willing  to  look  for  it.  M 
theme  for  the  way  ahead  is  to  look  around,  not  forward, 
we  had  been  looking  around  more,  putting  ourselves  in  oth^ 
people's  shoes,  we  might  have  been  more  aware.  You  have  t 
look  through  different  conceptual  lenses. 
ASAP:  In  this  era  of  cyber-  and  bioterrorism,  how  do  w 
ensure  the  availability  of  information  yet  protect  oui 
selves  against  its  misuse? 

Brown:  Those  who  want  to  find  out  will  find  ou 
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liere  is  no  ultimate  protection.  As  the  tools  become  more 
owerfiil,  one  person  can  do  more  damage.  The  answer  is  to 
ake  more  time  to  create  a  civil  society. 
SAP:  For  years  people  have  been  predicting  that  technology 
/ould  take  the  place  of  human  interaction.  Will  it? 
rown:  It's  not  either-or.  The  question  is,  How  can  the  vir- 
jal  augment  the  physical?  If  you  have  face-to-face  meetings 
very  other  week,  you  may  be  able  to  augment  that  with 
irtual  meetings  in  between.  TTie  problem  is  we  think  the 
irtual  should  have  all  the  same  protocols  as  the  physical,  as 
pposed  to  inventing  new  types  of  social  cues.  If  you  do  a 
emendous  amount  of  teleconferencing,  you  can't  just  ask 
people  agree.  You  also  have  to  ask  if  anyone  disagrees.  In 
irtual  space  the  absence  of  opinion  isn't  obvious.  We  forget 
lat 


in  physical  space  there  are  protocols. 
What  is  permissible  in  the  elevator  may  not 

le  in  the  hallway    in  the  restroom.  Conversations 

lat  transpire  in  doorways  can  be  riskier  than  in  the  confer- 
nce  room.  With  digital,  we  have  to  invent  a  new  set  of  cues. 
SAP:  Like... 

irown:  Let's  look  at  email.  Email  plays  quite  different  roles 
ban  it  did  five  years  ago.  Email  has  started  to  seriously 
hange  hierarchy.  It  keeps  you  more  aware  of  the  edge  of 
'hat's  happening  in  your  company.  You  can  sense  the  heart- 
eat  of  the  organization  when  you  skim  the  messages.  It's 
ke  reading  body  language:  The  velocity  of  [email]  messages, 
le  rhythms  tell  you  something.  You're  beginning  to  read  the 
ontext  of  email  technology  rather  than  merely  the  technol- 
ogy. You  become  "attuned  to"  rather  than  "attend  to."  Almost 
11  our  technology  has  been  designed  around  the  theme  that 
'ou  have  to  attend  to  it.  How  do  you  survive  an  information 
)verload?  You're  attuning  to  all  sorts  of  things  that  you  may 
}  hen  choose  to  attend  to. 
lj\SAP:  If  you  believe  Moore's  Law,  then 
echnology  will  continue  to  change 
li  aster  and  faster.  If,  as  you  say,  social 
ife  changes  incrementally,  and  tech- 
lology  exponentially,  how  do  we  ever 
;atch  up? 

)rown:  If  Moore's  Law  is  solely  dedi- 
^:ated  to  those  things  we  attend  to, 
jvith  no  understanding  of  these  other 
invisible  resources  that  we  attune  to, 
I  hen  we're  going  to  get  a  fundamental 
i:lash.  Technologists  don't  look  at  the 
I  mplicit.  You  pick  up  a  book  and  look 

It  the  font,  and  that  tells  you  some 
::hing.  We  also  don't  talk  about  hov^ 


things  get  adopted.  We  could  accelerate  the  ability  of  adopt- 
ing new  practices.  Business-process  reengineering  was  the 
greatest  travesty  for  not  understanding  the  way  we  really 
work.  Process  emerges  from  practice,  not  the  other  way 
around.  What  makes  a  process  enabling  rather  than  coer- 
cive? What  makes  it  easier  to  implement  and  coordinate?  It 
has  to  evolve  from  practice. 

The  real  spirit  of  ubiquitous  computing  is  to  let  technol- 
ogy disappear.  I  drive  high-performance  automobiles.  What 
is  the  question  you  never  ask  when  you  buy  a  car:  Is  it  pow- 
ered by  Unix  or  Windows?  There  is  serious  computing  going 
on  inside  the  automobile,  but  you  don't  even  know  it's  there. 
With  ABS  braking,  you  don't  have  to  activate  a  system.  It 
diagnoses  when  you  need  help,  moves  seamlessly  to  help 
you,  and  then  moves  out  of  the  way  again.  We're 
incredibly  far  from  that  with  most  technology. 
There  has  been  no  new  innovation  in  interfaces 
for  30  years.  We  have  to  use  the  power  of  Moore's  Law  not 
just  to  design  things  that  amplify  our  computing  abilities 
but  to  keep  things  simple,  robust,  and  transparent. 
ASAP:  People  don't  seem  to  want  to  give  up  the  printed  page, 
a  form  they're  quite  comfortable  with.  Will  printed  books 
and  magazines  always  be  with  us? 

Brown:  You've  got  to  understand  the  affordances.  A  book 
lets  you  skim  through  it,  rapidly  thumbing  through  the 
contents.  The  design  of  the  book,  the  heft,  the  paper,  tell 
you  a  lot.  Right  now  we  have  no  idea  of  what  the  afford- 
ances are  with  e-books.  Eventually  we'll  find  them.  An 
e-book  will  download  into  something  that  feels  like  a  book. 
Magazines  and  newspapers  will  be  done  on  electronic  paper 
(a  reusable  display  material  with  many  of  the  properties 
of  the  printed  page).  You  have  a  printer  at  home  that 
reprints  on  this  paper  in  a  format  that  looks  like  a  news- 
paper. A  well-designed  newspaper  gets 
you  to  see  stories  you  would  never  read. 
These  are  things  you're  going  to  lose 
with  filters. 

ASAP:  What's  your  favorite  technology, 
and  why  do  you  use  it? 
Brown:  My  favorite  technology  is  a 
very,  very  lightweight  printer.  It  weighs 
about  an  ounce.  It  never  runs  out  of 
batteries,  even  though  it's  portable. 
It  prints  at  astounding  resolution. 
Here,  I'll  give  you  one  if  you  like.  [He 
throws  a  pen  down  on  the  desk.]  This 
is  a  beautiful  example  of  friendly  tech- 
nology. I  spend  a  lot  of  time  finding 
good  pens. 
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FIRST,  KILL 
THE  KILLER  APPS 


:alling  the  next  new  thing  what  it  is 


By  Elizabeth  Corcoran 


[n 


the  shimmering  realm  of  the  Internet  there  was  no  finer  gold  than 
he  "killer  app."  The  Dow  Jones  database  of  news  stories  from  those  heady 
ays — say,  from  1999  to  2000 — lists  more  than  1,000  stories  about  the  power, 
;lory,  and  quest  for  the  latest  killer  app.  Jump  to  January  1,  2002,  and  killer 


)p  pops  right  up  again,  but  this  time  on  an  annually  pub- 
shed  unofficial  list  of  banished  terms,  compiled  by  Lake 
uperior  State  University.  Go  ahead:  Kill  the  killer  app.  It 
lay  be  the  only  way  to  get  startups  going  again. 

Although  killer  app  crept  into  the  lexicon  in  the  early 
?80s,  the  Internet's  bubble  phase  gave  the  term  dangerous 
in.  In  Unleashing  the  Killer  App  (published  in  1998)  co- 
ithors  Larry  Downes  and  Chunka  Mui  define  a  killer  app  as 
new  good  or  service  that  establishes  an  entirely  new  cat- 
pry  and,  by  being  the  first,  dominates  it,  returning  several 
undred  percent  on  the  initial  mvestment." 
Many  startup  ventures  and  their  investors  bought  into 
is  definition.  A  frightening  number  of  business  plans  were 
ased  on  technologies  alternatively  described  as  killer  apps, 
evolutionary,  or  disruptive.  Microsoft's  Bill  Gates 
□mplained  to  Forbes  in  December  1999  that  every 
itemal  proposal  that  reached  him  had  a  slide  about 


WHERE 
WE  GO 

FROM  HERE 


why  the  proposed  technology  was  disruptive.  Too  many 
business  plans  claimed  killer  apps  during  the  Internet  era, 
agrees  Alex  Gove,  a  venture  capitalist  with  WaldenVC.  "A 
lot  of  these  companies  ended  up  killing  [onlyl  themselves." 

Some  professional  "big  thinkers"  label  every  pivotal  idea 
or  phenomenon  a  killer  app.  Downes  and  Mui  credit  the 
creation  of  the  Holy  Roman  Empire  to  the  lowly  stirrup, 
which  kept  Prankish  soldiers  from  sliding  off  their  horses 
in  battle  and  gave  Charlemagne's  grandfather  a  leg  up  on  his 
competition.  "You  gotta  love  the  wheel,"  adds  Nathan 
Myhrvold,  formerly  chief  technology  officer  of  Microsoft, 
who  is  now  working  with  several  startups.  "Oh,  and  there's 
agriculture,  and  writing...." 

Although  its  precise  origins  are  murky,  most  technologists 
agree  that  the  first  bona  fide  killer  app  was  the  elec- 
tronic spreadsheet  program,  VisiCalc,  introduced  by 
Dan  Bricklin  and  Bob  Frankston  in  1979.  "Ben  Rosen 
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[who  then  wrote  a  computer  industry  newsletter  and  later 
founded  VC  firm  Sevin-Rosen  Partners,  which  funded  Com- 
paq Computer]  described  VisiCalc  as  the  software  tail  that 
wagged  the  computer  dog,"  recollects  Stewart  Alsop,  a  VC 
with  New  Enterprise  Associates. 

Pureblood  killer  apps  were  programs  so  compelling  that 

people  willingly  forked  over  several  thousand  dollars  for  a  I;::::;::::::;:]:;:!:;: 
machine  just  to  use  the  software.  "It  might  he  that  the  killer 

app  is  now  an  outdated  concept  that  really  only  applied  to  :::v:;:::::: 
the  PC,"  muses  Alsop. 

"The  problem  is,"  says  Frankston,  "you  only  recognize  a 
killer  app  after  it  has  become  mundane." 

What's  worse,  even  at  their  best,  killer  apps  are  not  guar-  i^:^-:'^t*:':'>Jt:vX"X*:«:' 

anteed  golden  geese.  There  are  many  examples  of  ideas  that  $3,000,000,000,000  Wiser 

launched  new  industries  and  left  their  inventors  collecting  Larry  Keeley 

,              1    .  .             11            11             1  After  $3  trillion  effervesced  away 

plaques  and  giving  speeches  but  not  basking  on  their  own  ^.         .     .  .        .  ^  , 

t    ^            &      s  f                               6  on  the  Nasdaq,  it  is  good  to  ask 

beaches.  Based  on  the  advice  of  attorneys,  Bricklin  and  ^i,^^  know.  People  run 
Frankston  did  not  even  try  to  patent  their  spreadsheet,  with  the  herd.  We  ought  not 
(Both  say  they  would  do  so  now.)  Netscape  Communica-  shower  24-year-olds  with  mil- 
tions  gave  away  its  browser,  counting  on  revenue  from  °'  dollars  on  vague  prom- 
licensing  server  software  and  selling  "Mozilla"  T-shirts  to  °'  stickiness.  Capturing 
,  ,  ,,  1  1  ,  \  eyeballs  turns  out  to  be  as  bad 
pay  the  bills.  ( 1  hey  didn  t.)  ..  t-  ^  j  j  « 
^  '                      '  an  idea  as  it  first  sounded.  A 

The  most  poignant  example  comes  from  Mui,  who  is  also  dopey  brand  automated  is  still 

chief  innovation  officer  for  DiamondCluster  International,  a  dopey.  Claims  of  first-mover 

Chicago-based  consultancy.  Much  of  his  firsthand  experience  advantage  should  be  filed  next 

in  creating  a  killer  app,  Mui  says,  came  from  the  work  his  firm  *°  perpetual  motion  strategies. 

1.  1  .    1   1  .     X-         111       11      1                  1  Alchemy  still  doesn't  work, 

did  in  iielping  bnron  develop  its  broadband-capacity  trading  Q^^yj^y  jQgj 

program.  "We  created  a  liquid  market  for  broadband,  changing  y^jj^^     poured  $2.5  trillion 

how  the  commodity  was  thought  of,"  Mui  says.  "But  1  don't  into  information  and  commu- 

know  what  has  happened  to  it  now,"  he  adds,  a  little  sadly.  nications  technology,  our  hot 

In  a  flood  of  good  ideas,  only  a  few  occur  at  the  right  winners  are  chat  rooms  and 

time  and  have  the  right  support  to  be  marketplace  successes,  messages.  Now  teens  all 

^  across  the  country  can  watch 

Frankston  points  out.  Is  eBay  a  killer  app?  There  were  earlier  p^jg^^s  and  coo  "Cute  butt!" 

auction  sites,  but  eBay  found  the  right  combination,"  he  says.  when  Joey  comes  into  view. This 

There  are,  of  course,  exceptions.  Nobel  laureate  and  causes  a  big  weekly  spike  of 

former  chief  scientist  of  Bell  Laboratories  Amo  Penzias  says  traffic  on  the  Web.  Nobody  pays 

that  AT&T  invented  and  made  a  bundle  from  just  one  killer  anybody  anything  for  this. 

1    uoAA"    11  r        11           11  Having  the  ideas  of  the  world 

app:  the  oUU  toll-tree  telephone  call.  , 

connected  to  one  another  and 

"Inventing  a  killer  app  isn't  enough,"  Penzias  says,  all  Googleable  is  astonishing. 

"You  have  to  put  it  in  the  right  place — the  right  market —  Occasionally  we  get  a  tiny 

to  extract  value  from  it."  During  the  Internet's  "field-of-  glimpse  of  just  how  much 

dreams"  phase,  entrepreneurs  simply  assumed  that  customers  catalyze  discovery  and 

would  show  up.  P''°g''"'-  *^  ^  ^P"'"' 

1    r  1  11              1  going  to  get  a  fantastic  return 

No  more.  Instead  or  killer  apps,  the  entrepreneurs  who  •       ^       ^  -t 

^  on  investment,  even  if  the 

resonate  with  VCs  talk  about  what  Penzias  calls  their  "unfair  actual  investors  didn't, 
advantage" — namely,  how  they're  going  to  lap  the  competi-  But  $3  trillion  is  one  hel- 
tion.  "Wal-Mart  started  with  an  unfair  advantage — Sam  '"va  tuition  bill.  What  say  we 
Walton,"  says  Penzias.  "Talk  to  me  about  unfair  advantages,  try  Stanford  next  time? 
and  I  know  you're  thinking  about  the  right  problem."  ''§3  Larry  Keeley  is  president 
  of  Doblin,  an  innovation  strat- 

Elizaheth  Corcoran  is  chief  of  Forbes'  Silicon  Valley  Bureau. 
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The  Best  Years  of  Our  Lives 
By  Marc  Andreessen 
The  Internet's  impact,  especiall>| 
on  the  way  we  do  business,  will 
be  as  profound  as  that  of  thel 
semiconductor.  How  do  I  knowl 
this?  By  looking  at  the  rock)l 
road  the  PC  took  to  become  al 
staple  on  every  desk.  I  think  thel 
Internet  will  continue  to  followl 
in  the  footsteps  of  the  PC  anci 
revolutionize  how  consumenl 
and  businesses  interact. 

Corporations  are  trying  tcl 
figure  out  how  to  run  more  effiJ 
ciently  while  also  growing  profi 
its.This  can  mean  getting  closeij 
to  customers,  slimming  dowrl 
manufacturing,  or  improvin{l 
procurement.  In  all  cases  thil 
increases  in  productivity  revolvtl 
around  the  use  of  technolog]| 
and  the  Internet. 

Technology  companies  anl 
using  the  downturn  to  develo||| 
new  ideas  that  will  make  thi 
Internet  a  useful,  cost-effectivil 
medium.  During  a  recession  bet ' 
ter  products  are  developedl 
There's  less  competition,  and  yci 
have  more  time  to  do  things  right 

As  these  two  groups  con 
verge — corporations  lookind 
for  technologies  to  improv* 
their  businesses  and  technoli 
ogy  companies  creating  innova 
tive  solutions — the  beginnin] 
of  a  major,  long-term  buildou 
will  start.  The  Internet  is  goinj 
to  play  a  fascinating  role  ove 
the  next  5,  10,  15  years.  I  thini 
the  best  days  are  yet  to  come 

Afarc  Andreessen  is  cofounde\ 
of  Netscape  and  Loudcloud. 
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A  legal  analyst  uncovers 
the  truth. 

A  distinguished  journalist 
reveals  it. 

And  both  go  by  the  name 
Greta. 
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Whii^e-'KnuckleTime  For  second-round  money,  Glimmerglass  cofounder  Bill  Banyai  met  with  more  than  200  venture  firms.  I  ^"^ 


WHAT 
IT 

TAKES 


By  Richard  Rapaport 
Photographs  hy  Ed  Kashi 


EVEN 
WITH 

A  HOT  PRODUCT 
A  REALISTIC 
BUSINESS  PLAN, 
AND 

MANAGERIAL 
DISCIPLINE, 
THE  ROAD 
AHEAD 

IS  NO  !iiy, 
FREEWAY 
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Stiired,  Not  Shaken  Despite  lean  times,  the  company's  "Foul  Friday  Drinks"  ritual  mixes  cocktails  with  confidence. 


On 


a  late  Friday  afternoon  in  an  industrial  park  in  Hayward, 


California,  across  the  San  Francisco  Bay  from  Silicon  Valley,  the  weekly 
cocktail  blast,  an  anachronism  at  most  surviving  tech  companies,  has  started 


r  Glimmerglass  Networks.  Bill  Banyai,  chief  technology 
thcer  of  the  company  that  specializes  in  development  of 
my,  ultrafast  microelectromechanical  systems  (MEMS) 
l^tical  switching  engines,  grouses  about  losing  cocktail 
ine  after  "giving  the  pitch  to  idiots  who  showed  up 
t  4:30  p.m." 

In  his  size- 15  black  Converse  hightops,  Banyai,  the 
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47'year'old  Glimmerglass  cofounder,  towers  over  the  ten 
engineers  mixing  up  strange  alcoholic  concoctions  in  the 
company's  restaurant-equality  kitchen.  The  complaint  about 
the  late-arriving  venture  capitalists  is  partly  facetious,  but 
only  partly.  "The  pitch"  is  something  Banyai  has  done 
a  lot  of.  When  hard  times  hit  during  early  2001,  Baayai 
and  cofounder  Gene  Campbell  ran  into  a  financing 
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wall.  To  secure  enough  second-round  financing  to  keep 
the  company  alive,  they  had  to  meet  with  more  than  200 
venture  firms.  Banyai's  air  of  jaded  irony  fits  nicely  into  a 
general  in-your-face  attitude,  a  style  that  can  he  traced  to 
the  early- 1980s  era  of  Johnny  Rotten  and  The  Sex  Pistols. 
"We're  a  bunch  ot  punks,"  says  Banyai,  wearing  a  Glimmer- 
glass  bowling  shirt  identifying  him  as  "Flounder."  He 
describes  the  prevailing  motif  of  his  mostly  black-clad  engi- 
neers as  "San  Francisco  industrial  art,  Burning  Man  festival, 
booze  and  mayhem." 

"Foul  Friday  Drinks"  (as  the  end-of-week  ritual  is  called), 
fender-bending  automobile  polo  matches  in  parking  lots. 


and  puiik  corporate  swagger  are  not  the  only  cultural  influ- 
ences that  separate  Glimmerglass  from  its  fellow  startups  in 
the  once-golden  Class  of  March  2000.  In  that  memorable 
spring,  when  seed  capital  really  did  grow  on  trees,  a  record 
$9.1  billion  ot  venture  capital  was  traiisfused  into  547  com- 
panies in  Silicon  Valley.  As  is  now  well  documented,  many 
of  those  companies  have  gone  the  way  of  double-digit  earn- 
ing multiples.  But,  having  stared  into  the  abyss,  Glimmer- 
glass  is  hanging  in  there.  In  the  darkest  days  of  last  year, 
when  all  around  them  companies  were  folding,  Glimmerglass 
executives  began  to  rethink  everything:  the  business  plan, 
the  technology,  funding — anything  to  make  the  tricky  move 
from  an  era  of  easy  money  and  slack  discipline  to  a  time 
when  every  penny  must  be  squeezed  mercilessly  and  each 
competitive  advantage  exploited. 


owar; 

liai 


Glimmerglass  did  have  certain  inherent  advantages  ove  Wi 
its  contemporaries,  especially  the  dot-coms.  For  one  thing,  i  jiiic 
had  a  blue-collar,  real-product  foundation.  "We  are  not  sof] 
ware  kids  pulling  all-nighters  and  sleeping  under  desks,"  saij 
Paul  Alioshin,  vice  president  of  engineering.  "This  is  wor 
you  have  to  do  on  a  full  stomach  and  a  good  night's  sleep 
The  core  team  at  Glimmerglass  is  made  up  of  scientists  an| 
engineers  in  their  40s,  part  of  a  tight  network  of  micrc  «gaii 
machinists  that  features  alumni  of  the  University  of  Arizon; 
the  Lawrence  Livermore  National  Lab,  and  early  makers  c  obeli 
MEMS  such  as  Silicon  Light  Machines.  Long  before  th 
Internet  boom,  most  of  them  had  been  in  the  businej  iptic 

of  carving  gears,  cogs,  ani  )fcoi 


Blue  Period 
CEO  Mark  Housley 
made  major  cuts 
to  weather  dark 
days  in  the  optical 
switch  market. 


mirrors  out  of  glass.  "We  d 
science  with  a  capital  'S,' 
Banyai  says  about  the  com 
pany's  technology. 

This  technology  involve 
3-D  MEMS  optical  switch  night 
ing  subsystems,  credit  card-size  arrays  of  tin  lere 
lenses  and  gimbaled  mirrors  etched  onto  sil 
con  and  quartz  wafers.  Coupled  with  a 
advanced  control  system,  these  MEMS  subsy: 
tems  used  in  optical  switches  enable  thousanc 
of  light-borne  telephone  signals,  computer  dat: 
video,  and  audio  streams  to  be  routed  throug; 
a  network.  Today  Glimmerglass'  subsystem  he 
state-of-the-art  speed  and  scalability.  It  also  offei 
extremely  low  degradation  of  the  informatior 
carrying  photons  that  bounce  off  the  tiny  mirroi 
to  complete  connections.  Three-dimension 
MEMS  design  means  that  each  of  these  tin 
mirrors  cati  rotate  independently  on  two  separac 
axes  and  thus  be  aimed  and  re-aimed  at  varioi 
leiises  that  serve  as  ports.  Combined  with  a  highly  sophist 
cated  operating  system,  3-D  MEMS  subsystems  are  able  C  lySe 
switch  a  magnitude  of  circuits  exponentially  greater  tha  lepa 
current  2-D  MEMS  subsystems  on  the  market.  Because  th 
3-D  system's  mirrors  can  be  aimed,  far  fewer  are  neede; 
to  deliver  greatly  increased  switching  power. 

The  difference  between  2-D  and  3-D  MEMS  desig 
becomes  important  with  large  switching  arrays,  such  as  thosBjl 
for  phone  systems.  For  example,  using  3-D  MEMS  subsyster 
design  for  a  switch  with  more  than  1,000  fibers  in  and  1,00 
fibers  out  requires  1,000  micromirrors.  To  do  this  in  2-1 
design  would  require  1  million  mirrors — impossible  to  f 
practically  on  a  single  piece  of  silicon. 

"2-D  is  widely  thought  to  crap  out  at  the  32  x  32  cor 
nection  level,"  says  Alioshin. 
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1,  With  $7  miUion  in  early-stage  funding,  Ghmmerglass 
id  its  investors  were  betting  on  the  proposition  that  3-D 
[EMS  would  be  the  engine  driving  fiber-optic  networks 
)ward  ubiquity  in  the  next  decade.  To  meet  the  requirements 
F  giant  all-fiber-optic  networks,  the  company  originally 
.anned  to  develop  full  systems  with  massive  switch  arrays 
rith  very  high  port  counts.  By  June  2001,  as  the  money 
egan  to  run  out,  these  plans,  and  the  company  itself,  were  in 
•opardy.  Looking  back,  Ghmmerglass  veterans  find  it  hard 
)  believe  that  the  company  had  been  funded  only  a  year  car- 
er with  the  overoptimistic  goal  of  producing  entire  fiber- 
ptic  networks  complete  with  switches,  gears,  and  software. 
)f  course,  there  was  nothing  unusual  in  this  peak-and- valley 
mdrome;  it  was  the  result  not  just  of  easy  venture  money 
ut  of  hyperinflated  ambitions. 

■  Mark  Housley,  who  was  hired  as  CEO  in  June  2001, 
as  a  background  in  switching.  Housley  loved  the  tech- 
'ology  at  Ghmmerglass  but  thought  the  engineering  team 
tight  be  overreaching  in  its  business  plan.  "Before  1  got 
fere,  they  were  trying  to  become  Boeing.  They  wanted 
D  build  747s  from  scratch,"  he  recalls.  But  Housley  saw 
practical  streak  in  Banyai's  hand.  "Instead  of  being 
iiterested  in  building  cool  stuff  for  its  own  sake,"  Housley 
^ys,  "our  guys  were  interested  in  building  elegant  solutions 
pr  real  market  needs." 

i  The  new  CEO  fit  in  well  at  Ghmmerglass.  In  his  mid-40s 
nd  a  contemporary  of  the  founders,  Housley  sported  a  Che 
mevara  beard  and  looked  more  like  a  Beat  poet  than  a 
Dugh  executive.  He  came  across  as  far  more  simpatico  than 
iveral  of  the  other,  more  buttoned-down  candidates.  There 
as  one  more  thing:  "Mark  showed  up  with  a  black  eye," 
iklioshin  recalls.  "It  endeared  him  to  us  immediately." 

Housley's  first  moves  were  anything  but  endearing, 
owever.  Shredding  the  business  plan,  he  cut  the  company's 
urn  rate  in  half.  "We  were  going  to  run  out  of  money 
y  September,"  Housley  says,  explaining  the  difficult  cuts, 
le  pared  the  staff  to  essential  talent  only.  When  the  painful 
ownsizing  was  over,  the  staff  totaled  47  (engineers,  scien- 
sts,  and  a  few  administrative  employees). 
Concurrently,  he  made  a  nithless  reappraisal  of  what  the 
i^^mpany  could  profitably  produce.  "We  had  to  match  spending 

to  a  realistic  view 
of  what  our  mar- 
ket would  actually 
be,"  Housley  says, 
recalling  early  con- 
versations about 
the  future  of  the 
company. 


"We  kept  focusing  and  focusing,"  cofounder  Banyai  recalls 
about  the  process  of  figuring  out  what  the  company  could  do 
with  its  technology  and  with  the  money  it  still  had.  Accord- 
ing to  Banyai,  the  mantra  became:  "Why  spend  our  now- 
expensive  venture  money  developing  things  we  can  buy?  So 
we  dug  back  down  to  what  we  knew  best,  which  turned  out  to 
he  MEMS  switch  engines  and  MEMS  subsystems." 

By  pruning  its  objectives,  Ghmmerglass  retreated  from  the 
impossible  task  of  taking  on  the  Nortels  and  Lucents  of  the 
world,  and  instead  put  itself  in  the  much  more  viable  position 
of  producing  sub- 
systems to  telco  ^1 
suppliers  such  as 
Corvis  and  Ciena. 
Th  IS  went  over 
well  with  outside 
observers. 

"We  were  im- 
pressed by  Ghm- 
merglass' focus. 
Every  time  we  saw 
them,  they  had 
made  rapid  prog- 
ress," says  Scott 
Pohlman,  senior  technologist  at  Williams  Communications, 
which  owris  the  largest  fiber  network  in  the  nation.  Pohlman 
believes  that  pure  optical  switching  will  begin  to  be 
deployed  by  the  major  telcos  within  the  next  18  to  24 
months,  and  that  Ghmmerglass  is  in  position  to  supply 
systems  developers  with  the  core  subsystems  for  switches 
and  controllers. 

In  the  summer  of  2001,  Housley's  most  critical  job  was  to 
find  money  to  keep  the  company  going  until  customer  con- 
tracts were  signed.  A  frantic  round  of  meetings  with  VCs 
around  the  country  took  up  80%  of  his  time  and  made  it 
clear  that  the  market  for  venture  capital  had  turned  upside 
down  since  the  founding  of  the  company.  "I'd  love  valua- 
tions of  three  to  five  times  earnings,"  Housley  says,  recalling 
tech's  old  financial  order,  "but  that  was  all  totally  irrational." 

Incredibly,  it  had  been  little  more  than  a  year  since  Banyai 
had  gone  into  the  Sand  Hill  Road  offices  of  Onset  Ventures 
with  a  single-page  proposal  and  14  slides  to  describe  his 
ideas  for  a  company  using  micromachining  technology 
to  create  fast  optical  networks.  Within  three  weeks  Onset 
had  given  Banyai  $7  million.  But  a  mere  12  months  later  it  was 
a  new  venture  capital  game,  and  the  boys  at  Ghmmerglass 
knew  it.  In  a  do-or-die  atmosphere,  Housley  did  what  he  had 
to  do  to  get  second-round  money. 

"These  guys  are  getting  a  great  deal,  and  they  love  it," 
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Housley  says  about  Glimmerglass'  potential  worth  in  the 
new  game  in  which  VCs  hold  all  the  cards.  All  an  entrepre- 
neur can  do,  he  says,  is  "take  the  best  offer  and  move  on." 

Living  by  the  new  rules,  Housley  managed  to  complete  a 
large  round  of  financing  in  late  2001.  "1  don't  need  a  cus- 
tomer for  two  years,"  Housley  says  about  the  results  of  his 
cross-country  trolling  for  dollars. 

Company  founders  were  forced  to  deal  with  the  reality 
that  their  share  in  the  company  had  been  diluted  to  one- 
third.  "They  got  whacked,"  Housley  says,  "but  not  killed."  By 
reducing  the  company's  burn  rate  to  $700,000  a  month, 
Housley  is  confident  he  can  keep  Banyai  and  friends  in 
Pernod  and  Cointreau  for  a  while  longer  before  customers 
begin  buying  the  product.  With  its  MEMS  subsystems  tested 
and  ready,  Glimmerglass  is  in  serious  contract  negotiations 
with  several  major  telecom  systems  suppliers. 

"I  think  3-D  MEMS  is  a  great  next-generation  technol- 
ogy play,"  says  William  Woodward,  CEO  of  Anthem  Venture 
Partners,  whose  midsize  veiiture  firm  already  backs  Uma- 
chines,  a  2-D  MEMS  company  in  Pasadena,  California.  On 
a  morning  in  mid-January  2002,  Woodward  and  one  of  his 
partners,  Todd  Jerry,  are  seated  across  their  board  table  from 
Housley,  who  has  flown  down  from  San  Jose.  Woodward, 
founder  of  Macromedia  and  Cognet  Microsystems,  who  now 
spends  his  time  on  the  venture  side  of  deals,  seems  highly 
sympathetic  to  the  company. 

Housley  is  relaxed  and  playfully  answers  a  list  of  questions 
before  going  through  his  slide  presentation.  The  Glimmer- 
glass CEO  views  the  meeting  more  as  an  opportunity  to 
meet  Woodward  than  as  a  plea  for  funds.  He  wouldn't  mind 
raising  an  additional  $2  million  to  $4  million  from  Anthem, 
he  tells  Woodward,  but  with  eiiough  cash  in  the  bank  for 
two  years  he  has  the  luxury  of  viewing  the  meeting  as  an 
exercise  in  relationship  building.  Or  so  it  might  seem,  if 
things  were  what  they  were  in  the  bubble  days.  But  given 
the  new,  ultracautious  venture  climate,  the  long  view  is  the 
only  way  to  look  at  the  altered  state  of  the  technology  busi- 
ness. "I  need  to  start  talking  to  my  'C-round'  people  now," 
he  says  emphatically. 

Glimmerglass  has  hard-won  new  funding  and  a  manage- 
ment made  up  of  realists.  But  the  optical  switching  market 
will  grow  far  more  slowly  than  once  predicted.  So  why  are 
these  people  having  such  a  good  time  at  their  Friday  parties? 
Partly  because  they  firmly  believe  that  fiber  will  ultimately 
replace  copper  and  their  techi'iology  will  make  a  fiber-optic 
future  possible.  But  to  Bill  Banyai,  it's  simpler.  "The  people 
who  get  together  on  Friday  are  a  core  group  of  engineers  who 
have  always  wanted  to  get  together,  party,  and  build  really 
good  gear."  In  the  end,  that  may  be  enough. 


Balancing  Risk 
By  Michael  Milken 
The  market  for  technology- 
related  companies  since  the  late 
1990s  has  been  deja  vu  for  me 
and  perhaps  for  many  others 
who  began  their  careers  in 
the  1960s.  This  isn't  the  first 
time  we've  seen  these  stocks 
have  huge  run-ups  and  then  col- 
lapse. It  happened  more  than 
30  years  ago. 

In  1967,  long  before  Micro- 
soft, Oracle,  Sun,  and  Apple 
were  launched,  Merrill  Lynch 
published  a  research  report 
correctly  predicting  that  the 
computer  industry  would  be 
one  of  the  great  growth  stories 
of  the  next  generation.  The 
report  listed  25  leading  com- 
panies in  the  hardware  and 
software  business,  industry 
revenues,  of  course,  have  grown 
tremendously  since  1967,  yet 
remarkably,  24  of  the  25  com- 
panies disappeared  or  stopped 
selling  computer  and  soft- 
ware products. 

When  your  business  depends 
on  technology — whether  it's 
aerospace,  computer,  and  elec- 
tronics firms  in  the  1960s, 
or  Internet,  telecom,  and  net- 
working companies  in  the 
1990s — volatility  is  a  fact  of 
life.  Unlike  slower-changing 
industries  like  supermarkets, 
which  can  appropriately  assem- 
ble a  balance  sheet  with  more 
debt,  technology  is  an  inher- 


ently risky  business  and  needs 
strong  balance  sheet  to  surviv 
In  fact,  risk  in  capital  structu 
should  vary  inversely  wii 
business  risk.The  lesson  of  tl 
1960s  that  was  lost  on  mai 
technology  executives  ar 
investors  in  recent  years  is  thi 
balance  sheets  need  stayii 
power.  Smart  managemei 
teams  raise  more  capital  th 
they  require  in  good  times- 
selling  stock,  for  exampi 
when  the  market  is  rece| 
tive — so  they  have  sufficiei 
liquidity  to  see  them  throu] 
the  excesses  of  optimism  ar 
pessimism  that  occur  in  eve 
business  cycle. 

Many  of  the  successful  star 
ups  of  the  1960s, '70s,  and  '8i 
that  I  had  the  opportunity 
work  with,  such  as  MCI,  McCa 
Cellular,  Turner/CNN,  and  TC 
competed  against  much  biggi 
companies  and  went  throu| 
plenty  of  ups  and  downs.  B 
because  this  group  ultimate 
had  the  right  capital  structur 
the  companies  had  the  sta 
ing  power  to  survive  and  we 
later  sold  for  a  total  of  well  ov 
$100  billion. 

Over  the  last  few  year 
as  business  slowed  and  tH 
Nasdaq  sank,  companies  th. 
had  too  little  liquidity  to  mati 
changing  conditions  were  h 
hard.  Many  didn't  make  it  ar 
others  are  barely  hanging  o 
Those  that  created  a  capit 
structure  that  matched  the 
business  risk  have  survived  ar 
positioned  themselves  f< 
future  success. 


Michael  Milken  is  chairman 
the  Milken  Institute,  an  eci 
nomic  think  tank  in  Sam 
Monica,  California. 
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,IED-FLAGGING  FINANCIAL  STATEMENTS 


By  David  Raymond 


)elisted  stocks,  bankrupt  companies,  and  share- 
lolder  lawsuits  are  piling  up.  Yet  even  as  we  sift 
hrough  the  carnage,  many  tech  companies  are 
till  playing  hide-and-seek  with  their  financials. 

Cisco  Systems,  one  of  the  most  respected  com- 
anies  in  technology,  has  been  known  to  talk  out 
f  both  sides  of  its  router.  Last  May  the  networking 
rm  announced  that  it  would  take  a  $2.25  billion 
Dventory  write-off  in  the  third  quarter.  Chief 
inancial  Officer  Larry  Carter  told  analysts  during  a 
:ionference  call  that  the  company  would  "scrap  and  destroy" 
liost  of  the  inventory.  Although  it  implied  a  major  manage- 
ment misstep,  the  write-off  would  allow  Cisco  to  improve 
s  profit  margins  in  future  quarters  by  removing  the  dead- 
weight from  its  books.  And  as  a  one-time  event,  most  ana- 
,'sts  saw  it  as  healthy  purging. 

Two  quarters  later  Cisco  posted  a  net  loss  of  $268  million 
n  a  32%  drop  in  sales.  What  was  less  obvious  appeared  in 
viis  note  from  Cisco's  10-Q: 

Provision  for  Inventory 

In  the  third  quarter  of  fiscal  200 1,  the  Company  recorded  an 
I  additional  excess  inventory  charge  of  $2.2  billion. ...  in  the  first 
quarter  of  fiscal  2002,  this  additional  excess  inventory  charge 
was  further  reduced  by  a  $290  million  benefit  primarily 
related  to  inventory  used  to  manufocture  products  sold.... 

If  one  happened  to  find  that  note — and  could  under- 
;and  it  and  its  context — one  would  know  that  the  com- 
any  sold  $290  million  worth  of  the  inventory  it  previously 
ategorized  as  useless.  It's  like  bringing  $290  million  back 
"om  the  dead — and  it  saved  Cisco  the  dread  of  having  to 
;port  a  net  loss  of  half  a  billion  dollars.  While  not  honor- 
ble,  at  least  Cisco  was  fairly  straightforward  in  reporting 
le  recycling  of  written-off  inventory. 

Pro  forma  reporting,  which  allows  companies  to  exclude  cer- 
lin  expenses  and  gains  from  their  earnings  results,  has  opened 
"inumerable  accounting  trapdoors.  The  phrase  "excluding  a 
ne-time  charge  for..."  holds  no  meaning  anymore. 

Companies  such  as  Broadcom  now  have  the  leeway  to  pre- 
;nt  pro  forma  results  rooted  nowhere  near  reality.  In  the  com- 
any's  2001  third-quarter  results,  the  chipmaker  excluded 
jch  items  as  acquisition-related  expenses,  some  payroll 
IX,  goodwill  impairment,  loss  on  minority  equity  invest- 
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ments,  related  income  tax  effects,  and  certain  non- 
recurring charges.  No  doubt  investors  didn't  mind 
missing  the  information.  The  company  reported  a 
pro  forma  loss  of  13  cents  per  share.  Had  they  not 
excluded  all  those  charges,  they  would  have  lost 
$6.36  per  share — or  $1.6  billion. 

Pro  forma's  most  famous  (legal)  abuse  is  the 
exclusion  of  charges  related  to  stock-based  compen- 
sation. Stock  options  are  a  form  of  payment  com- 
bined with  salary  in  most  compensation  packages 
to  high  tech  employees.  And  just  as  salaries  are  recorded  as 
a  cost  of  doing  business,  stock  options  should  be. 

Looking  at  Oracle's  10-K  filing,  take  note  of  this  entry: 
"tax  benefits  from  stock  plans." 

Oracle  Corporation  Consolidated  Statements 
of  Stockholders'  Equity  (For  the  Year  Ended  May  31, 2001) 

Tax  benefits  from  stock  plans  $1,149,293,000 

That  $1.15  billion  tax  benefit  stems  from  employees 
exercising  their  stock  options.  By  law,  any  gain  realized  by 
employees  is  considered  income  and  is  subject  to  tax.  Since 
Oracle  is  deemed  to  have  paid  wages  or  salaries  equal  to  the 
income  earned  by  the  employee,  it  can  take  a  tax  deduction 
on  that  amount. 

Working  back  from  the  $1.15  billion  and  assuming  a  33% 
tax  rate,  the  related  deduction  for  Oracle's  tax  return  would 
have  been  $3.48  billion  in  the  year  ended  May  31,  2001. 

Clearly,  if  Oracle  takes  the  tax  deduction,  it  is  recognizing 
the  value  of  exercised  stock — in  this  case  $3.48  billion — as 
compensatory  income  for  its  employees.  It  should  recognize 
that  as  a  cost  when  calculating  operating  results. 

For  argument's  sake,  Oracle's  fiscal  2001  pretax  income 
would  be  reduced  by  $3.48  billion.  Its  income  tax  cost  would 
be  cut  by  $1.15  billion.  That  would  shave  $2.33  billion  from 
Oracle's  net  income — dropping  it  from  $2.56  billion  to  $23 
million,  or  91%. 

Apply  those  same  rules  to  Yahoo's  fiscal  2000  results,  and 
the  Internet  portal  would  go  from  reporting  a  $70.77  million 
profit  to  showing  a  $145  million  loss. 

It's  time  to  eliminate  freewheeling  pro  forma  reporting. 
And  it's  time  for  the  Financial  Accounting  Standards 
Board  to  take  a  stronger  stance  in  setting  standards.  ''^3 
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ED-FLAGGING  FINANCIAL  STATEMENTS 


By  David  Raymond 


I'elisted  stocks,  bankrupt  companies,  and  share- 
I  older  lawsuits  are  piling  up.  Yet  even  as  we  sift 
iirough  the  carnage,  many  tech  companies  are 
ill  playing  hide-and-seek  with  their  financials. 

Cisco  Systems,  one  of  the  most  respected  com- 
anies  in  technology,  has  been  known  to  talk  out 
f  both  sides  of  its  router.  Last  May  the  networking 
rm  announced  that  it  would  take  a  $2.25  billion 
iventory  write-off  in  the  third  quarter.  Chief 
inancial  Officer  Larry  Carter  told  analysts  during  a 
Dnference  call  that  the  company  would  "scrap  and  destroy" 
lost  of  the  inventory.  Although  it  implied  a  major  manage- 
lient  misstep,  the  write-off  would  allow  Cisco  to  improve 
}  s  profit  margins  in  future  quarters  by  removing  the  dead- 
eight  from  its  books.  And  as  a  one-time  event,  most  ana- 
'/sts  saw  it  as  healthy  purging. 

Two  quarters  later  Cisco  posted  a  net  loss  of  $268  million 
n  a  32%  drop  in  sales.  What  was  less  obvious  appeared  in 
lis  note  from  Cisco's  10-Q: 

Provision  for  Inventory 

In  the  third  quarter  of  fiscal  2001 ,  the  Company  recorded  an 
additional  excess  inventory  charge  of  $2.2  billion. ...  In  the  first 
quarter  of  fiscal  2002,  this  additional  excess  inventory  charge 
was  further  reduced  by  a  $290  million  benefit  primarily 
related  to  inventory  used  to  manufacture  products  sold. ... 

!t  one  happened  to  find  that  note — and  could  under- 
tand  it  and  its  context — one  would  know  that  the  com- 
any  sold  $290  million  worth  of  the  inventory  it  previously 
ategorized  as  useless.  It's  like  bringing  $290  million  back 
rom  the  dead  —  and  it  saved  Cisco  the  dread  of  having  to 
eport  a  net  loss  of  half  a  billion  dollars.  While  not  honor- 
ble,  at  least  Cisco  was  fairly  straightforward  in  reporting 
he  recycling  of  written-off  inventory. 

Pro  forma  reporting,  which  allows  companies  to  exclude  cer- 
lin  expenses  and  gains  from  their  earnings  results,  has  opened 
nnumerable  accounting  trapdoors.  The  phrase  "excluding  a 
n  iL  -rime  charge  for..."  holds  no  meaning  anymore. 

C  'ompanies  such  as  Broadcom  now  have  the  leeway  to  pre- 
en r  pro  forma  results  rooted  nowhere  near  reality.  In  the  com- 
viny's  2001  third-quarter  results,  the  chipmaker  excluded 
uch  items  as  acquisition-related  expenses,  some  payroll 
goodwill  impairment,  loss  on  minority  equity  invest- 
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ments,  related  income  tax  effects,  and  certain  non- 
Wmm%  recurring  charges.  No  doubt  investors  didn't  mind 
missing  the  information.  The  company  reported  a 
pro  forma  loss  of  13  cents  per  share.  Had  they  not 
excluded  all  those  charges,  they  would  have  lost 
$6.36  per  share — or  $1.6  billion. 

Pro  forma's  most  famous  (legal)  abuse  is  the 
exclusion  of  charges  related  to  stock-based  compen- 
sation. Stock  options  are  a  form  of  payment  com- 
bined with  salary  in  most  compensation  packages 
to  high  tech  employees.  And  just  as  salaries  are  recorded  as 
a  cost  of  doing  business,  stock  options  should  be. 

Looking  at  Oracle's  10-K  filing,  take  note  of  this  entry: 
"tax  benefits  from  stock  plans." 

Oracle  Corporation  Consolidated  Statements 
of  Stockholders'  Equity  (For  the  Year  Ended  May  31,2001) 

Tax  benefits  from  stock  plans  $1,149,293,000 

That  $1.15  billion  tax  benefit  stems  from  employees 
exercising  their  stock  options.  By  law,  any  gain  realized  by 
employees  is  considered  income  and  is  subject  to  tax.  Since 
Oracle  is  deemed  to  have  paid  wages  or  salaries  equal  to  the 
income  earned  by  the  employee,  it  can  take  a  lax  deduction 
on  that  amount. 

Working  back  from  the  $1.15  billion  and  assuming  a  33% 
tax  rate,  the  related  deduction  for  Oracle's  tax  return  would 
have  been  $3.48  billion  in  the  year  ended  May  31,  2001. 

Clearly,  if  Oracle  takes  the  tax  deduction,  it  is  recognizing 
the  value  of  exercised  stock — in  this  case  $3.48  billion — as 
compensatory  income  for  its  employees.  It  should  recognize 
that  as  a  cost  when  calculating  operating  results. 

For  argument's  sake,  Oracle's  fiscal  2001  pretax  income 
would  be  reduced  by  $3.48  billion.  Its  income  tax  cost  would 
be  cut  by  $1.15  billion.  That  would  shave  $2.33  billion  from 
Oracle's  net  income — dropping  it  from  $2.56  billion  to  $23 
million,  or  91%. 

Apply  those  same  rules  to  Yahoo's  fiscal  2000  results,  and 
the  Internet  portal  would  go  from  reporting  a  $70.77  million 
profit  to  showing  a  $145  million  loss. 

It's  time  to  eliminate  freewheeling  pro  forma  reporting. 
And  it's  time  for  the  Financial  Accounting  StaiiJards 
Board  to  take  a  stronger  stance  in  setting  standards.  '^^3 
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STILL  MATTERS 


WHEN  CHIPS  ARE  DOWN,  THE  BIG  PLAYERS  HANG  TOUGH 


By  Edward  Clendani( 


Rule  No.  1  of  the  high  tech  Industry:  Chip  sales  drive 
the  health  of  the  industry. 

Rule  No.  2:  The  nature  of  the  chip  market  makes 
hoom-and-hust  cycles  inevitable. 

Rule  No.  3:  When  someone  tells  you  something  fundamental 
has  happened  that  alters  those  rules,  see  Rules  1  and  2. 

For  the  entire  30-year  history  of  the  industry,  chip  growth 
has  either  been  less  than  10%  or  greater  than  23%,  creating 
six  corresponding  boom-and-bust  cycles.  The  past  two  years 
are  no  exception,  dramatically  illustrated  by  the  37%  growth 
rate  in  2000  to  $204  billion  and  the  record-breaking  32% 
decline  in  2001  to  $141  billion. 

"The  good  news  is  that  the  future  of  the  chip  market  is 
still  bright.  There  are  a  lot  of  good  chips  in  the  works,"  says 
Bill  McClean,  president  of  IC  Insights,  a  chip  market 
research  firm  in  Scottsdale,  Arizona.  "For  example,  the  Pen- 
tium 4,  which  will  cause  consumers  and  corporations  to 
upgrade  their  systems.  But  I  don't  think  there  is  any  way  of 
stopping  the  cycles  from  occurring." 

Yet  with  every  boom  comes  a  corresponding  new  indus- 
try approach — outsourcing  and  supply-chain  management 
being  the  most  recent  efforts  —  designed  to  eliminate 
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Cycles  of  change  within  the  semiconductor  industry: 
annual  growth  rates  compared  to  the  1980-2001  industry  average  of  12% 
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the  possibility  of  oversupply  of  chips,  which  creati 
the  ensuing  busts. 

"Outsourcing  and  supply-chain  management  ca 
dampen  potential  oversupply  problems,  but  they  don't  get ; 
the  root  of  the  problem,"  says  George  Scalise,  president  « 
the  Semiconductor  Industry  Association. 

The  real  problem  lies  in  the  realm  of  human  natun 
specifically  the  aggressiveness  of  high  tech  executives. 

"The  historical  problem  is  manufacturers  all  planning  an 
buying  to  get  increased  market  share,"  says  McClean.  "Att 
over  time  that  just  doesn't  add  up.  Over  the  years,  we  ha\j 
had  really  smart  people  managing  these  companies.  Yet  lod 
what  happened." 

"Even  if  you  have  the  right  forecast  of,  say,  8%  growth) 
says  Scalise,  "there  are  four  competitors  who  all  thini 
they're  going  to  get  half  of  that  8%,  and  place  orders  base) 
on  those  forecasts.  What  are  the  suppliers  going  to  do — na 
take  those  orders?  The  next  thing  you  know,  you  have 
oversupply  of  chips." 

While  analysts  have  been  amazed  at  the  number  of  conj 
panies  that  have  gone  bankrupt  during  the  recent  craslj 
McClean  finds  it  equally  surprising  that  so  many  have  bee| 

able  to  weather  such 
brutal  storm. 

"We're  looking  at  tH 
biggest  decline  in  the  hij 
tory  of  the  electronic 
industry,"  says  McClean 
"But  all  the  major  playei 
are  still  in  business.  Lool 
at  Intel.  Look  at  Applid 
Materials.  They're  stii 
plugging  away.  The  gu^ 
who  know  what  they'i 
doing  find  a  way  to  gi 
through  the  downsizini 
and  then  get  ready  for  th 
next  cycle." 


Worldwide  recession 
and  overcapacity 


Worldwide  recession, 
inventory  burn,  overcapacity, 
and  system  sales  decline 
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POCKET  PLAYB 

TRACKING  THE  EVOLUTION  OF  TAKE-OUT  TUNES 


For  as  long  as  people  have 
wanted  music,  they've  wanted 
it  portable.  For  millennia,  this 
was  no  problem.  The  human 
voice  is  effortlessly  portable. 
Notched  or  drilled  bamboo 
makes  a  reliable  primitive 
flute.  Two  wooden  blocks,  as 
any  toddler  knows,  work  fine 
as  a  percussion  instrument, 
and  give  any  Neanderthal  half 
a  gourd  and  a  bitof  animal  skin 
and  you've  got  a  proto-Ringo. 

But  as  time  passed,  the  feast 
of  music  became  less  movable. 
Ancient  Egyptians,  Greeks, 
and  Romans  used  music  lav- 
ishly in  elaborate  ceremonies, 
and  we  know  a  lot  about  their 


instruments.  Many  of  these — 
horns,  drums,  cymbals — were 
portable,  but  as  music  grew 
bigger  and  more  varied,  so  did 
the  devices  that  produced  it. 
Dragging  a  bellows-powered 
organ  behind  an  advancing 
army  was,  to  say  the  least,  a 
logistics  problem. 

Enter  human  ingenuity. 
The  harpsichord,  a  table-size 
Renaissance  favorite,  was 
cleverly  reengineered  as  a 
boxlike  model  called  a  vir- 
ginal (in  tribute  to  Queen 
Elizabeth  I)  that  one  person 
could  fold  up  and  carry.  Mini- 
ature organs  were  devised  that 
could  be  transported  on  mule- 
back.  By  the  18th  and  19th 
centuries,  however,  musicality 


trumped  portability.  Com- 
posers wrote  complex  pieces 
meant  for  instruments  of  vary- 
ing sizes  and  levels  of  delicacy, 
and  as  history  hummed  its  way 
from  Monteverdi  to  Mahler, 
orchestras  grew  larger  and  less 
mobile  (just  ask  any  double- 
bass  player).  Bards  and  min- 
strels still  wandered  from  place 
to  place  with  their  lyres,  man- 
dolins, and  guitars,  but  music 
was  increasingly  something 
audiences  went  to  instead 
of  with. 

Early  in  the  20th  century 
new  technologies  began  to 
reverse  the  process.  Decca  and 


other  companies  built  the  fi 
portable  record  players  for  t] 
trenches  of  the  Great  War  a 
created  an  explosive  domes 
market.  For  as  little  as  $] 
postwar  record  lovers  con 
buy  spring-driven  portal 
phonographs.  At  the  otl" 
end  of  the  scale,  the  Lyradi' 
Combination — the  first  joi 
ing  of  a  phonograph  and  rad 
in  a  single  case — sold  in  19| 
for  $485,  as  much  as  a  Mocj 
T  Ford.  As  a  portable,  ho 
ever,  the  combo  should  ha 
included  a  Sherpa. 

Radios  shrank  up  to  aj  jIq  [ 
throughout  World  War  II,  t  t^^^ 
miniaturization  was  alwEj 
limited  by  the  size  of  tub 
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C^illiam  Shockley's  Nobel 
'rize-winning  brainchild,  the 
ransistor,  changed  every- 
Thing.  In  1954  IDEA  Corpor- 
iition  of  the  United  States 
introduced  the  Regency  TR- 1 , 
he  world's  first  transistor 
idio.  Better-known  manu- 
icturers  such  as  Zenith,  Ray- 
heon,  and  Arvin  rushed  into 


the  market.  The  dramatically 
compressed  radio  turned  out  to 
be  the  killer  app  for  Sony.  Tiny, 
tinny  TR-55s,  TR'63s,  and  the 
1962  TR'620  (pictured  top 
left)  were  suddenly  ubiquitous, 
and  the  shirt-pocket  radio  be- 
came a  cultural  icon.  By  the 
early  1960s  the  ability  to  take 
your  favorite  AM  disc  jockey 
to  the  beach  was  seen  as  an 
American  birthright. 


The  logical  next  step  was 
to  cut  out  the  man  or  woman 
in  the  broadcasting  studio. 
But  music  on  demand  took 
some  serious  innovation  and 
produced  some  evolutionary 
dead  ends.  In  1956  Chrysler 
and  RCA  collaborated  on  the 
Highway  Hi-Fi,  an  in-dash 
turntable  that  played  up  to  an 
hour  of  music  from  each  spe- 
cially formatted  7-inch  disk. 
But  the  player  and  the  disks 
were  expensive,  and  the  option 
lasted  only  three  years.  A  rein- 
troduction  in  1960  proved  even 
less  alluring. 

Then  in  1963  Philips  NV 
introduced  the  audiotape 
cassette,  which  remained  a 
niche  format  until  Sony  again 
figured  out  where  the  market 


was  in  the  early  1970s.  The 
TPS-L2  Walkman,  first  sold 
in  Japan  in  the  sprmg  of  1979, 
revolutionized  portable  music; 
battery  life  and  tape  durability 
were  less  than  ideal,  hut  the 
sound  through  stereo  ear- 
phones was  a  revelation.  In 
1984  Sony  did  it  again  with 
the  D-50  portable  CD  player, 
offering  near-audiophile 
fidelity  on  a  much  more  dur- 
able medium.  Skipping  was  a 
problem,  but  the  promise  of 
high-quality  music  with  per- 
fect portability  was  finally 
fulfilled.  Only  recording  and 
personal  playlists  were  still 
out  of  reach. 

In  the  1990s  a  magical 
convergence  finally  took 
place.  A  revolutionary  file 
format  called  MPEG  Audio 
Layer  III — a.k.a.  MP3 — pro- 
vided a  link  between  the  flex- 
ibility of  computing  and  the 
fidelity  of  the  CD.  RAM  chips 
offered  an  infinitely  erasable 
recording  medium.  And  as 
moving  parts  vanished,  bat- 
tery life  soared.  Today  the 
Apple  iPod  (pictured  left),  ele- 
gantly designed  by  Apple's 
Jonathan  Ive,  measures  only 
4.02x2.43x0.78  inches  and 
weighs  in  at  a  mere  6.5  ounces, 
but  it  will  let  you  carry  up  to 
ten  hours  of  music  in  your  hip 
pocket.  Even  if  your  pocket's 
not  so  hip.  This  Lilliputian 
jukebox  lets  you  play  and 
replay  your  selections  in  any 
order  you  like.  Unless  you 
know  a  thousand  songs  and 
have  a  terrific  voice,  it's  hard 
to  imagine  music  more  per- 
fectly portable  than  this. 

Kir  Crosby 
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By 
Owen 
Edwards 


It  will  come  as  no  news 
to  any  reader,  however  far  he 
or  she  may  have  been  in  body 
and/or  spirit  from  the  center 
of  the  Internet  mania,  that 
things  have  changed  drasti- 
cally in  the  Silicon  Valley- 
San  Francisco  hot  zone. 

For  us  locals,  evidence  of 
party  poopout  is  everywhere. 
During  commute  nish  hours, 
cars  used  to  crawl  along  the 
area's  two  main  highways 
connecting  the  city  with  the 
Valley.  Now  the  drive  north 
or  south  can  reach  a  breezy 
70  mph.  Buildings  once  abuzz 
with  on-the-verge  gazillion- 
aires  are  little  more  than  high- 
rent  echo  chambers.  Once 
blithely  overpriced  and  over- 
crowded restaurants  are  re- 
duced to  sending  out  20%-off 
coupons  to  generate  business. 


Highway  billboards  that  used 
to  hawk  companies  of  myste- 
rious provenance  and  purpose 
now  stand  blank.  The  epicen- 
ter of  the  boom  seems  so  de- 
populated that  one  is  tempted 
to  say,  "Would  the  last  person 
to  leave  the  Valley  please 
close  John  Doerr?" 

Oh,  and  did  I  mention  that 
I'm  really  miserable?  Because, 
for  all  its  irrational  exuberance, 
annoying  presumption,  and 
unalloyed  arrogance,  the 
Internet  bubble  was  a  blast. 
From  the  first  great  whoosh 
when  Netscape  went  public  in 
1995  until  the  disconcerting 
hiss  of  air  leaking  out  with  the 
flaccid  1999  IPO  of  highly 
touted  Quokka  Sports,  the 
whole  business  was  a  super 
double-loop  thrill  ride.  San 
Francisco — a  smallish  town 
with  lots  of  tourist  eye  candy 
but  nothing  like  the  sophisti- 
cation of  New  York,  London, 
or  even  Boston — was  all  at 
once  the  place  to  be.  With  its 
sudden  celebrity  expressed  in 
trendy  restaurants,  fashionable 
boutiques,  pricey  lofts,  and 
platoons  of  bright  young  things 
dressed  in  black  Manhattan 
mufti,  Fog  City  had  its  brief 
shining  moment  in  the  sun. 

There  were  the  usual 
laments  about  the  crazily 
soaring  home  prices  in  San 
Francisco  and  Silicon  Valley. 
As  someone  who  owns  a  small 
house  in  a  neighborhood 
popular  with  the  Dot-Hotties, 
I  delighted  in  these  tales  of 
woe.  After  all,  I  had  property 
where  potential  moguls  were 


outbidding  one  another  to 
turn  row'houses  into  the  stuff 
of  real  estate  legend.  Two  hun- 
dred thousand  over  asking 
price?  Whatever,  dude. 

The  reason  I  loved  the  bub- 
ble, however,  was  not  greed 
but  need:  the  need  to  be  part 
of  the  heady  optimism  gen- 
erated by  thousands  who 
believed  they'd  all  get  rich, 
that  the 


only  shortage  they  might  ever 
have  to  deal  with  would  be  the 
supply  of  Porsche  Carreras. 
There  is  a  trickle-down 
effect — or  maybe  it's  a  fizzing- 
up  —  to  this  kind  of  mass 
hyperventilating  that  seems  to 
weaken  the  pull  of  gravity'  and 
make  even  the  cautious  and 
slow  feel  leaner  and  keener. 

Is  this  frivolous  ?  Sure,  but  so 
was  the  lift  a  spectacular  World 
Series  gave  to  careworn  New 
Yorkers.  You  take  your  highs 
where  you  can  find  them.  For 
all  the  satisfied  post-bust  nay- 
sayers  who  resented  the  idea 
that  very  young  people  had 
very  big  plans  for  easy  riches, 
there  are  many  of  us  once- 


happy  campers  whose  mooc 
now  as  black  as  the  wardrol 
of  those  vanished  dreamers. 

There  will  be  another  bi 
ble  one  of  these  days,  in  p; 
because  there  are  still  pier 
of  people  like  me  who  doi 
mind  being  fooled  as  long 
we  can  have  some  fun  wh| 
we're  at  it.  But  I  suspect  t 
fun  will  be  elsewhere, 
Buffalo  or  Belgrade — sorr 
place  where  the  dc 
bomb  didn't  lea 
a  lot  of  psych 
wreckage  lyii 
around.  In  S; 
Francisco 
Silicon  Vail 
today,  it's  hai 
to  imagine  whj 
it  would  take 
again  get  people 
work  18-hour  da^ 
sleep  under  their  desl 
and  trade  big  salaries  f* 
stock  options.  The  early  bu 
ble  years  saw  a  lot  of  idealisn 
but  the  big  push  came  becau 
people  were  willing  to  give  i 
normal  lives  for  the  promii 
of  wealth  both  fast  and  v^i\ 
Those  veterans  still  arourl 
are  not  likely  to  go  once  mo 
into  that  particular  breac 
The  future  isn't  all  th) 
bleak —  the  economy  here, 
elsewhere,  will  revive.  Bi 
things  will  be  more  has 
and  a  bit  blah.  Venture  cap 
talists  are  demanding  busine 
plans  that  map  out  a  clei 
path  to  profits  based  on  cai 
do  instead  of  voodoo.  In  othi 
words,  products,  not  parties! 
What  a  drag. 
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